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Objectives and Contribution 
• Examines whether financial development 

reduces financing constraints 
 

• Two key contributions 
 

1. A within-country analysis in developing economy 
  - explores variation in financial development  
  across provinces 
  - similar to study on China (Guariglia and Poncet    
  2008) 

2. Includes, significantly, non-listed SMEs using 
firm-level data 
 

 
 

 



Empirical Model 

• Fundamental Q model ala Gilchrist and Himmelberg (1995) 
- No market data so Q estimated based on firm profitability 

measures 
- Robustness test using cash flow sensitivities  

• IF = financing constraints = financial composition mix (internal 
funds/total funding)* 
 

*Not sure how this is precisely calculated (“sources and uses of funds” 
from financials? – or from survey question?) 



Empirical Model (cont.) 

• FD = financial depth = (private sector credit)/output) 
 

• SI = state intervention =  
- State-owned enterprises (SOE) share of loans 
- SOE share of loans to SOE share of output 

 
• MF = market financing of investment =  
 (lending by commercial banks)/(lending by state-owned banks) 

 

 



Data 
• Firm level data from Vietnam Enterprise Survey  

- IFC/World Bank survey(?) 
- 2002-2008 
- Firm-level survey 

- Entire population of firms > 30 employees 
- Sample of firms under 

 

• Some information on credit constraints in the IFC/World 
Bank Survey (not used or discussed in paper): 
- Loans and L/Cs 

- Existing 
- Applications (incl. why didn’t apply) 

- Could be used as alternative measure of financing constraints 
- Not as good as, for example, BEEPS or ISAE-ISTAT  



Data (cont.) 
• Financial development variables 

- Aggregated from firm level data to provincial level 
- Reasonable given the coverage of the data 

 

• Bank data probably doesn’t exist at 
provincial level 
- Particularly for the multi-province state-owned 

banks (SOBs) 
 



Key Results 

• Financial constraints are: 
 

- Decreasing in credit provided to the private 
sector 

- Increasing in the use of financing by SOEs 
- Decreasing in the degree to which finance is 

allocated on market based terms 
 

 



Comments 
• Modeling 

- Good approach in analyzing a population mostly 
consisting of non-listed SMEs  

- Issue to consider: 
- Measuring financial constraints 
- Might consider using the disequilibrium model as a 

robustness check (data permitting), e.g., 
- Shikimi (2005) 
- Carbo-Valverde, Rodriguez-Fernandez and Udell 

(2009, 2012) 
 

 
 



Comments (cont.) 
• More discussion of the lending environment 

and how this might affect the analysis  
 

- Legal environment 
 

- Bank structure 
 

- Bank efficiency and performance 
 



Comments (cont.) 
• Legal structure affecting lending 

- Key components are at the national level 
- Bank regulation by State Bank of Vietnam (SBV) 
- Commercial laws affecting lending 
- Judicial system (bankruptcy) 

- Significant changes during and after the data period that 
directly affect commercial lending 
- New collateral monitoring companies (some foreign) 

- e.g., bonded warehouses for coffee export  
- Factoring law passed (2004) 
- Secured transactions decree (2006) 
- Collateral registry (2012) 



Comments (cont.) 
• Legal structure affecting lending (cont.) 

- Implications for commercial lending 
- Introduction of more lending technologies 
- Movement away from a dominance of real estate-based 

SME lending 
- Similar to the “collateral principal” that dominated 

SME lending in Japan prior to Japan’s “lost decade” 
(Ono, Uchida, Udell and Uesuigi 2013)  

 

- Issue to consider: 
- Control for real estate prices at provincial level 
- (Part of the reason that NPLs so high now in SME sector 

is that real estate values have plummeted since crisis) 

 
 



Comments (cont.) 
• Bank Structure 

 

- Composition 
- 4 large SOBs 
- 37 domestic private banks 
- 5 wholly foreign-owned banks 
- 5 joint venture banks (Taiwan, Thailand, Korea, Hong 

Kong, Russia) 
- Also nonbanks involved in lending, e.g., collateral 

management companies 
 



Comments (cont.) 
• Bank efficiency and performance 

 

- Cost and profit efficiency slightly increasing over most of 
sample period for both private CBs and SOBs (Nguyen, 
Sharma and Roca 2013) 

- SOB governance likely problematic 
- General managers likely to be gov’t officials 
- Nonprofit motives 
- However, SOBs significantly more cost and profit efficient 

(Nguyen, Sharma and Roca 2013) 
- Issue to consider: 

- Reconcile these efficiency findings on SOBs with the 
motivation for the Market Financing (MF) measure based 
on SOBs - and implicitly the Financial Depth (FD) and 
State-interventionsim variables (SI) 

 



Comments (cont.) 
• Bank efficiency and performance (cont.) 

- Banks now in very poor condition due to bad loans 
- Troubles revealed after paper’s sample period 
- “financial sector … key source of vulnerability … banking 

system is undercapitalized and under-provisioned and has 
low profitability” (IMF August 10, 2013) 

- NPLs very high – banking industry acknowledges 4% 
- SOB NPLs higher 

- SBV says 8.82% 
- Fitch says 13% 
- Analysts and unofficial estimates put SOB NPL at 15-20% 

- NPLs and capital understated on bank books – likely more 
so by SOBs 

- Evergreening may be an issue 
 



Comments (cont.) 
• Bank efficiency and performance (cont.) 

- Issue to consider: the ex post performance of these banks 
may say something about ex ante lending during sample 
period 
- Can this be exploited? 

 
- Issue to consider: One SOB, Vietcombank, widely 

considered much stronger than the others 
- Difficult to quantify (reported NPLs uninformative) 
- First to (very partially) equitize  
- Strength apparent during the sample period – at least 

anecdotally 
- Can this be controlled for? 

 
 



Comments (cont.) 
• In terms of volume, SOBs are primary lenders to SOEs.  

However, my understanding is that 
- SOBs lend extensively to private firms 
- Private banks also lend to SOEs 
- Issue to consider: investigate if SOBs lend differently to 

private firms and private banks lend differently to SOEs 
 

• Issue to consider: 
- Robustness check using information on loan applications 

from IFC/WB survey questions 

 



Final Comments 
• I would like to see more motivation for how to think 

about studying financial development at the 
provincial level  
- Much of the development has been at the national level, so 

how important is development at the provincial level vs. at 
the national level? 

- What drives differences in penetration across provinces by 
bank ownership structure? 

- What about provincial spillovers?  Doesn’t development in 
one province sometimes affect investment in another 
province? 
- e.g., Don’t bonded warehouses in HCMC and Hanoi 

promote investment in coffee growing elsewhere? 

 



Final Comments 
• I would like to see more discussion about the linkage 

between SOBs and credit availability  
- Is the linkage direct? 

- Do SOBs lend in ways that diminish access to finance? 
- How? 
- For which firms? 

- “Under-lending” for pvt firms, or just “over-
lending” for SOEs? 

- Is the linkage indirect? 
- Is this mostly a proxy for the lack of development of an 

adequate credit culture across all banks? 
- What is the precise mechanism that has caused a 

variance across provinces? e.g., competition? 

 



Conclusion 
• Very interesting paper! 

 

• Most of the biases that I’ve discussed go the 
right way, i.e., against finding regional 
differences 
 

• Results definitely indicate that regional 
development matters 

 
 

 

 
 


	Investment Financing and Financial Development:  Firm Level Evidence from Vietnam
	Objectives and Contribution
	Empirical Model
	Empirical Model (cont.)
	Data
	Data (cont.)
	Key Results
	Comments
	Comments (cont.)
	Comments (cont.)
	Comments (cont.)
	Comments (cont.)
	Comments (cont.)
	Comments (cont.)
	Comments (cont.)
	Comments (cont.)
	Final Comments
	Final Comments
	Conclusion

