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ABSTRACT
This study is to investigate the sources of finance imposing the constraints on Vietnamese listed firms, after the
introduction and rapid growth of the equity markets and the privatization wave that started since 1992. Using
accounting data of listed firms on the Vietnamese stock markets, we find that listed firms are financially constrained
with respect to both external funding sources, equity and long-term debt finance. Particularly, state-owned firms do
exhibit higher sensitivity coefficients of equity than private firms, albeit with a non-statistically significant
difference. For bank loan financing, we notice that large (HOSE listed) state-owned firms show a sensitivity that is
three times the sensitivity of the private firms. The smaller HNX listed firms, however, show the reverse result, the
private firms have a sensitivity coefficient that is twice as large as the one for the state-owned firms.
Keywords: Vietnam; finance constraints; state-dominated.

1. Introduction
Information asymmetries make external
finance more costly than internal finance. If
financing becomes too costly, firms face
difficulties in raising enough capital in order
to realise their investment ambitions. These
firms are said to be finance constrained
(Fazzari et al., 1988). In order to relax finance
constraints on firms, a well-functioning
financial system is needed and must be
established. Following other developing
countries, in 2000, Vietnam decided to
provide an extra semi-direct financing channel
through the stock market besides the existing
direct financing through financial institutions
(29 commercial banks and many non-bank
financial institutions). However, the growth of
equity markets is potentially driven by
speculative motives, and financing channels in
developing countries often suffer from poor
accounting practices, price manipulation, and
so on. As a consequence, the fact that these
funding channels are quickly increasing in
scale does not necessarily mean that they are
sophisticated and/or driven by real economic
growth (Shirai, 2004). In fact, Le et al., (2016)

show that listed Vietnamese state-dominated
firms face finance constraints after the
introduction and rapid growth of the equity
markets and the privatization wave that started
in the nineties. Especially, large statedominated firms are documented to be
significantly more financially constrained.
Following Le et al., (2016), this paper further
aims to identify what sources of finance
constrain on them.
The remainder of the paper is structured
as follows. Section 2 reviews the existing
literature, while section 3 presents the
methodology used. Section 4 describes the
data and their descriptive statistics. Empirical
results are discussed in section 5 followed by
a conclusion.
2. Literature review
Since the seminal study of Fazzari et al.
(1988), the common approach for testing the
presence of finance constraints is to split the
sample of firms into a ‘high-information cost’
group and a ‘low-information cost’ group
(Ganesh Kumar et al., 2002) using a priori
chosen information cost proxy. Firms that
incur high information costs are expected to
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experience more finance constraints than
those with low information costs. Fazzari et
al. (1988) divide the sample into two groups
depending on their payout rates. For both
groups, they then regress the firms’
investment on the firms’ cash flow and a
number of control variables. Under the
assumption of a perfect capital market, one
would not expect a statistically significant
difference in the coefficient of the cash flow
variable for the two groups. However, their
findings show that the cash flow coefficient is
larger for the group of firms with low payout
rates, which indicates a higher level of finance
constraint for this group. Empirical studies
differ with respect to the choice of the a priori
proxy used to separate the two groups. Both
firm characteristics, such as size, growth
objective (R&D objective) (Bhaduri, 2005,
Ghosh, 2006, Harris et al., 1994, Guncavdi et
al., 1998, Laeven, 2002, Hermes and Lensink,
1998, Forbes, 2007), and ownership structure,
as well as government policy oriented criteria
were advanced (Poncet et al., 2010, Guariglia
et al., 2011, Lizal and Svejnar, 2002). In
Vietnam, Le et al., (2016) use the ownership
structure - state-dominated firm or private
firm - as a priori criterion to classify firms
into a high (that is, state-dominated firms) and
a low (that is, private firms) degree of the
financially constrained group, in which the
first group of firms is found to be more
financially constrained than the latter. The list
of empirical studies is not exhausted.
3. Methodology
3.1. Empirical specifications
Following Summers (1981) and Hayashi
(1982), Fazzari et al. (1988) develop an
empirical model to test for financing
constraints. Taking all practical issues into
account, several studies adapt the model to
test for financing constraints in developing
countries as follows (for example, Athey and
Laumas (1994), Harris et al. (1994), Ganesh
Kumar et al. (2001), (2002) and Carreira and
Silva (2010)). The adjusted specification reads

and,
(1)
where Ii,t denotes the investments in plant
and equipment for firm i during period t; Ki,t
symbolises the beginning-of-period capital
stock for firm i at period t;
denotes
changes in sales over period t; ∆EF denotes the
new external sources of finance such as loans,
bonds and equity finance;
indicates a
composite error term which consists of the time
invariant firm-specific effect, , the common
time effect, , and

is the error terms.

The coefficient of ∆S ( ) is expected to
be positive and significant according to the
accelerator model. A significant positive and
greater coefficient of ∆EF ( ) for the highinformation cost group of firms than for the
low-information cost group can be considered
as sufficient evidence to support the
hypothesis that the extent to which the firm’s
investment is sensitive to external funds
varies across firm’s types.
In order to identify the source(s) of funds
imposing the constraints on firms, external
fund (∆EF) in the investment specification (1)
is decomposed into its constituents, that is,
fresh equity finance and new long-term debts,
to estimate the sensitivity of each source to
the firm’s investment. This leads to empirical
specification (2)

and,
(2)
where all variables are mentioned
previously, except ∆EQUITY denotes firm’s
fresh equity finance and ∆LT_LOAN represents
the new long-term debts of the firm.
The size of coefficients of ∆EQUITY
( ) and ∆LT_LOAN (
indicates the
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extent to which firm’s investment is sensitive
to each source of funds. In other words, these
coefficients reveal the degree of finance
constraints for firms across external providers
of funds. Taking the size of estimated
coefficients into account, the role of each
source of funds in comparison to the others
can be judged. For example, if
is greater
than
, it can be concluded that the stock
market imposes more constraints on firms
than commercial banks.
Using the same approach with Le et al.,
(2016), the ownership structure - statedominated firm or private firm – is utilized as
a priori criterion to classify firms into a high
high-information cost group (i.e, statedominated firms) and a low -information cost
group (i.e., private firms) in this paper. While
Le et al., (2016) estimate equation (1) and find
that state-dominated firms are more financially
constrained, this study investigates the
source(s) of finance imposing the constraints
on firms by testing specification (2).
3.2. Methods
Three estimation procedures can be
applied for panel data analysis, that is, pooled
Ordinary Least Squares (pooled OLS)
estimation, random effect (RE) estimation or
fixed effect (FE) estimation (Plasmans, 2006).
However, the use of OLS models gives biased
and inconsistent results if there is unobserved
heterogeneity (unobserved individual-specific
effects among firms). To avoid this bias,
usually a FE estimator is used (Schaller, 1993,
Perotti and Vesnaver, 2004). Moreover, since
the data in this study cover almost all listed
firms on both stock exchanges rather than a
random sample drawn from a population of
listed firms, the FE estimator is also a more
appropriate estimator than the RE estimator
(Dougherty, 2007). Consequently, we will use
the FE estimator in our analysis.
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4. Data analyses
4.1. Data collected
The study uses a panel of all firms that
were listed on the Vietnamese stock
exchanges at any time during 2006Q1 –
2009Q4. The panel consists of 417 firms.1
Financials are not included in the sample
because their balance sheet structure is
completely different from that of industrials.
Due to the lack of data availability in some
periods for many firms, we use an unbalanced
panel. All quarterly accounting data were
obtained manually from the Ho Chi Minh City
Stock Exchange (HOSE), the Hanoi Stock
Exchange (HNX), and the websites of security
firms and listed firms.
Following Guariglia et al. (2011), a firm
is categorised as ‘state-dominated firm’ if the
government holds more than 50 per cent of its
total shares; otherwise it is assigned to the
group of ‘private firms’. This percentage of
ownership is chosen as a cut-off point in time
at the end of 2009Q4 due to the shortage of
available data.2 The choice of the end 2009Q4
is not likely to affect our study severely since
it is not the objective of the paper to study the
effect of firms’ transitions from statedominated firms to private ones. Also, the use
of a time-invariant measure of stateownership can minimise the measurement
errors in this variable (Guariglia et al., 2011).
4.2. Descriptive statistics
Table 1 presents the descriptive statistics
of all our variables. We notice a wide range of
investment activities: some firms disinvest,
others invest significantly vis-à-vis their capital
stock. With respect to the financing variables,
we notice that additional equity finance
accounts for a much greater proportion than
financing through long-term loans. This
illustrates the importance of the new stock
exchanges for the Vietnamese economy.
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Table 1
Descriptive statistics
The table reports the descriptive statistics of all variables for the whole sample, the group of private firms
and the group of state-owned firms. In the table, INV denotes investment of the firm; K(t-1) is the previousperiod capital stock of the firm; ∆S symbolizes the change in total sales; ∆LT_LOAN is the new long-term
debt and ∆EQUITY denotes fresh equity finance of firms.
Panel A: Whole sample (%)
Variable

Obs.

Mean

Std.

Min

Max

INV/K(t-1)

1144

2.25

6.61

-6.93

28.87

∆S/K(t-1)

1146

6.46

29.05

-70.35

97.46

∆LT_LOAN/K(t-1)

1144

0.47

2.15

-4.11

7.64

∆EQUITY/K(t-1)

1144

5.25

5.16

-2.55

18.38

Panel B: Whole sample by firms’ groups (private and state-owned) (%)
Private firms
Variable

State-owned firms

Obs.

Mean

Std.

Min

Max

Obs.

Mean

Std.

Min

Max

INV/K(t-1)

689

2.86

6.72

-6.93

28.87

455

1.33

6.32

-6.85

28.35

∆S/K(t-1)

691

8.07 29.57 -69.35

97.46

455

4.02 28.10

-70.35

94.62

∆LT_LOAN/K(t-1) 689

0.36

2.02

-4.11

7.61

455

0.64

2.33

-3.96

7.64

∆EQUITY/K(t-1)

5.47

5.28

-2.53

18.38

455

4.92

4.97

-2.55

18.22

689

Panel C: For HOSE by firms’ groups (private and state-owned) (%)
Private firms
Variable

State-owned firms

Obs.

Mean

Std.

Min

Max

Obs.

Mean

Std.

Min

Max

INV/K(t-1)

426

3.59

6.60

-6.93

28.83

137

1.34

6.10

-6.82

27.84

∆S/K(t-1)

427

7.59 28.98 -69.35

97.46

137

2.16 25.67

-70.35

94.62

∆LT_LOAN/K(t-1) 426

0.48

2.02

-4.02

7.61

137

0.60

2.48

-3.60

7.60

∆EQUITY/K(t-1)

5.54

5.34

-2.53

18.14

137

5.37

5.24

-2.55

17.79

426

Panel D: For HNX by firms’ groups (private and state-owned) (%)
Private firms

State-owned firms

Variable

Obs

Mean

Std.

Min

Max

Obs

Mean

Std.

Min

Max

INV/K(t-1)

263

1.68

6.77

-6.79

28.87

318

1.32

6.42

-6.85

28.35

∆S/K(t-1)

264

8.85 30.54 -57.69

96.32

318

4.82 29.08

-65.98

92.52

∆LT_LOAN/K(t-1) 263

0.17

2.00

-4.11

7.40

318

0.66

2.26

-3.96

7.64

∆EQUITY/K(t-1)

5.35

5.18

-2.49

18.38

318

4.73

4.85

-2.38

18.22

263
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Panel B shows the descriptive statistics
for state-dominated and private firms
separately. The investment to the previousperiod capital stock ratio and the sales
changes to the previous-period capital stock
ratio of the private group are about two times
higher than that of the state-dominated group.
Descriptive statistics for HOSE and HNX are
shown in Panel C and Panel D, respectively.
In general, the difference between the
variables of the two stock exchanges seems to
be marginal.
5. Research findings
Table 2 presents our estimation results.
The specification (2) is estimated for the whole
sample, and for each stock exchange (HOSE
and HNX) individually to control for the
heterogeneity between the two stock exchanges
such as the listing criteria differences and
development degree of each exchange.3 Some
important points are worth noting. First, given
the very low VIF statistics (that is, from 1.03 to
1.11) for all the regressions, it can be
concluded that there is no evidence of
multicollinearity. Second, the Wald statistics
for a groupwise heteroskedasticity diagnostic
test are highly statistically significant at the one
per cent level, indicating that significant
heteroskedasticity across firms is present.
Hence, all specifications are estimated by
taking into account this heteroskedasticity, that
is, using cluster-robust standard errors,
clustering by the panel variable (Baum, 2006).4
All the estimated coefficients of [∆S/K(t1)] are positive as predicted by the salesaccelerator model, except for the group of
private firms in HNX. Nevertheless, only the
coefficient for private firms listed on HOSE is
statistically significant at 10 per cent.
Considering the whole sample, the
estimated coefficient of [∆EQUITY/K(t-1)] is
positive and significant. The regression
suggests that investment activities are sensitive
to the access to equity funding. This result,
however, is (completely) driven by the large
firms listed on HOSE. For HNX, no evidence
of significant sensitivities is found. We also
observe that for both HOSE and HNX the
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estimated equity sensitivity coefficients are
larger for state-owned firms as compared to
private firms. Formal t-tests, however, show
that the coefficients for the group of stateowned firms are not statistically higher than
those for the group of private firms at the
conventional confidence levels. Hence, our
results do not permit strong statistically based
conclusions for new equity financing.5
For new long-term loans, we find a
somewhat opposite result. While all
coefficients of [∆LT_LOAN/K(t-1)] are found to
be positive and significant for the whole
sample, the overall result seems to stem from
very conflicting results for the large (HOSE)
and small (HNX) firms. Although the
sensitivity coefficients of bank financing are
all positive and large compared to the
sensitivities vis-à-vis new equity, the
coefficients for the HOSE listed firms are not
significantly different from zero. The
sensitivity coefficients of the smaller firms at
HNX however are both significant at the five
per cent level.
While the results for the whole sample and
HOSE consistently show the pattern that stateowned firms’ investments are more sensitive to
the long-term loans than their private
counterparts, the opposite trend is found for
HNX! The smaller finance constraints imposed
to the state-owned firms on HNX to loans
finance are consistent with the alleged
importance of personal connections and
political acquaintances in credit allocation in
Vietnam (Malesky and Taussig, 2009). Our
results suggest that especially smaller private
firms exhibit a large bank financing sensitivity.
Yet, again the t-test statistics show that
coefficients for the group of state-owned firms
are not statistically larger than those for the
group of private firms.6 Given these results, we
can conclude that listed firms are still
financially constrained to both external sources
of funds, that is, equity and long-term loans.
Nevertheless, there is overwhelming evidence
that state-owned firms face more finance
constraints to either source of external funds
than private firms for the whole sample as well
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as the two stock exchanges.
Recall
that
the
coefficient
of
[∆LT_LOAN/K(t-1)] is substantially larger than
that of [∆EQUITY/K(t-1)] in almost all cases.
These findings consistently show that firms’
investments are more sensitive to long-term
loans than to equity financing. We attribute

these findings to the fact that listed firms still
mainly rely on long-term loans to finance
their investment. This indicates that the
Vietnamese stock exchanges still have a role
to play in the Vietnamese economy (that is,
raising and channelling financial resources to
listed firms).

Table 2
Estimation results of specification (2) for the whole sample, HOSE and HNX
The table reports the estimated results of specification (2) for the whole sample and for each stock
exchange. In the table, INV denotes investment of the firm; K(t-1) is the previous-period capital stock
of the firm; ∆S symbolizes the change in total sales; ∆EQUITY denotes total fresh equity of firm and
∆LT_LOAN is the total new long-term loans. t-statistics are robust t-statistics after correcting for
heteroskedasticity shown in parentheses. The F- statistic is the result of the F-test on R2. Diagnostic
test statistics such as the variance inflation factor (VIF) and the Wald test statistic for groupwise
heteroskedasticity are also reported. Finally, the notations *, ** and *** denote the significance levels
of 10%, 5% and 1%, respectively.
The whole sample
Stateowned

HOSE

Private

Stateowned

HNX

Private

Stateowned

Private

Variable
∆S/K(t-1)
∆EQUITY/K(t-1)
∆LT_LOAN/K(t-1)

0.0116

0.0081

0.0005

0.0248*

0.0116

-0.0147

(0.92)

(0.87)

(0.02)

(1.94)

(0.78)

(-1.06)

0.2077**

0.1197*

0.3271**

0.1704**

0.1393

0.0544

(2.35)

(1.70)

(2.86)

(2.10)

(1.14)

(0.43)

0.3944

**

(2.73)
Constant

0.0001

0.3538

*

(1.96)
0.0202

***

**

0.6901**

0.4970

0.1671

0.3638

(1.46)

(0.82)

(2.26)

(2.10)

0.0037

0.0142**

-0.0071

0.0238

***

(0.01)

(5.18)

(-1.11)

(4.90)

(0.61)

(2.16)

Observations

455

688

137

426

318

262

R2

0.05

0.02

0.15

0.03

0.03

0.06

4.78***

2.95**

3.93**

2.74**

2.04

1.80

VIF

1.04

1.07

1.11

1.07

1.03

1.08

Wald test statistic
(p-value)

0.00

0.00

0.00

0.00

0.00

0.00

F-statistic

6. Conclusions
Empirical study by Le et al., (2016)
shows that irrespective of their size and
irrespective of the ownership structure (state-

dominated versus private firms), Vietnamese
firms’ investments are sensitive to the
availability of external funding, indicating that
large listed state-dominated firms are more
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financially constrained than private firms. In
this study, we further test the sources of
finance imposing the constraints on firms.
Decomposing the total new external
funding into equity finance and long-term
loan finance, we confirm that listed firms are
financially constrained with respect to both
funding sources. We find that state-owned
firms do exhibit higher sensitivity coefficients
of equity than private firms, albeit with a nonstatistically significant difference. For bank
loan financing, we notice that large (HOSE
listed) state-owned firms show a sensitivity
that is three times the sensitivity of the private
firms. The smaller HNX listed firms however
show the reverse result, the private firms have
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a sensitivity coefficient that is twice as large
as the one for the state-owned firms. The
evidence weakly suggests that small, stateowned firms may face less finance constraints
than their private counterparts.
Our findings suggest that, for smaller
firms, soft budget constraints might put the
state-owned firms temporarily at an advantage
but only for bank finance. Notice that, at
present, the major banks in Vietnam are stateowned as well. As the pecking order story
suggests, equity finance is the most costly and
least preferred financing source but once
state-owned firms have to tap the equity
market, their politically based advantage is
gone too

Note:
1

2

3

4

5

6

Although the sample comprises of five industries, the composition of each industry in the total sample stays
relatively stable over time using a
test on contingency table.
Some main characteristics of both groups of firms using this classification criterion are worth mentioning here.
The state-owned type firm group has an average percentage of state ownership of roughly 58%, while in private
type firm group the mean of state shares is approximately 14%, 11% and 17% for the whole sample, HOSE and
HNX respectively. In addition, majority of state-owned type firms has the state ownership in the range from 50%
to 70%, while most of private type firms has the state shares of 0%-20%. Since the difference in the average
percentage of state ownership between the two firm group is fairly large, our conclusions might not seem to be
severely biased.
This classification criteria up to a large extent can also help to control for firm size measured by the firm total
assets. Using a simple t-test, we find that the average size of HOSE-listed firms is statistically significantly greater
than that of HNX-listed firms.
We would like to show our gratefulness to C.F. Baum for suggesting the Stata command to take account of this
issue.
We perform the following hypothesis test on the relevant coefficients: Ho: coeff. of [∆EQUITY/K(t-1) ](state-owned firms)
≤ coeff. of [∆EQUITY /K(t-1) ](private firms) v.s Ha: coeff. of [∆EQUITY/K(t-1) ](state-owned firms) > coeff. of [∆EQUITY/K(t-1)
](private firms) for the whole sample, HOSE and HNX; the p-values of the test are 0.21, 0.13 and 0.31, respectively.
We perform the following hypothesis test on the relevant coefficients: Ho: coeff. of [∆LT_LOAN/K(t-1)](state-owned
firms) ≤ coeff. of [∆LT_LOAN/K(t-1) /K(t-1)](private firms) v.s Ha: coeff. of [∆LT_LOAN/K(t-1)/K(t-1) ](state-owned firms) > coeff.
of [∆LT_LOAN/K(t-1)/K(t-1)](private firms) for the whole sample, HOSE and HNX; the p-values of the test are 0.43, 0.20
and 0.81, respectively.
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