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ABSTRACT

Using accounting data of listed firms on the Vietnamese stock market this study documents
that listed Vietnamese firms still face finance constraints, even after the introduction and rapid
growth of the equity markets and the privatization wave that started since 1992. Contrary to
most of the existing literature, especially large state-dominated firms were documented to be
significantly more financially constrained.The cash flow sensitivity differences between the state-
dominated and private firms are economically large but statistically not significant.These
findings are still consistent for both stock exchanges of Vietnam (HOSE and HNX).
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1. Introduction

It is well known that information
asymmetries make external finance more
costly than internal finance (Fazzari et al.,
1988). If financing becomes too costly, firms
face difficulties to raise enough capital in
order to realise their investment ambitions.
These firms are said to be finance constrained.
To overcome this fundamental problem of
underinvestment, a well-functioning financial
system is needed and must be established.
Legislators all over the world have developed
and implemented a mixture of two models of
financial architecture: the Anglo-Saxon
market based system and the German-
Japanese commercial banking driven system.
Although the optimal design of the financial
structure for developing countries is still
debated (Ganesh Kumar et al., 2002), most of
these countries have started to develop and

foster their stock and loan markets as a
channel of raising funds to finance firms’
investments'. 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.
In addition, during the period 2006-2009
Vietnam has witnessed a fast development of
the credit market through licensing more than
29 commercial banks (State Bank of Vietnam
(SBV), 2011)°.

Despite the seemingly rapid growth of
financing sources, it is often found that a
reality check often is sobering. The growth of
equity markets is potentially driven by
speculative motives. Moreover, financing
channels in developing countries often suffer
from poor accounting practices, price
manipulation, and so forth. As a consequence,
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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).

Vietnam probably is no exception to this
concern. Moreover, despite the transition to a
market based economy, significant state-
ownership of firms puts the Vietnamese
economy forward as a particularly interesting
case (see, for example, Nguyen and Meyer
(2004)). Whereas it is often argued that due to
soft budget constraints and a political pecking
order, state-dominated firms are confronted to
a lesser extent with credit constraints than
private firms (for example, Poncet et al.
(2010)), it is not clear whether this result
carries over to Vietnam. In Vietnam, there
historically exists a common belief that state-
dominated firms are problematic. Many state-
dominated firms suffered severely from a
number of problems such as poor
performance, bad corporate governance
practices and disclosure of corruption by
managers who are also governmental officials.

For example, it is publicly known that 11
State  Civil  Engineering  Construction
Corporations (CIENCOs) suffered substantial
amounts of losses, where one of them lost up
to VND 2 trillion (approximately USD 130
millions) (Nguyen and van Dijk, 2012).
Likewise, subsidiaries of the Vietnam State
Paper Corporation reported a loss of more
than USD 2 million in 2004 (Nguyen, 2006).
It is estimated that on average about 20 — 40
per cent of the total investment from the state
budget is lost and squandered by state-
dominated firms (Nguyen and van Dijk,
2012). Corporate governance of state-
dominated firms is another concern. The
representatives of the state in the boards of
state-dominated companies, mostly
politicians, often insufficiently monitor the
firms’ activities since they tend to be more
concerned with the chances of re-election or

promotion (Nguyen and van Dijk, 2012).
These managers, therefore, tend to maximise
their own benefits rather than those of the
state or the firm itself due to the agency
problems and a lack of outside monitoring
(Jensen and Meckling, 1976, Grossman and
Hart, 1983).

These problems have created a lot of
distrust concerning state-dominated firms and
their operations. In order to remedy these
problems and to attract capital investment
from outside investors, state-dominated firms
were privatised and listed on the stock
exchanges to make them more transparent.
This paper aims to answer the question
whether a general distrust in firms, their
managers and their owners puts finance
constraints on them. We will 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 state-dominated firms are
documented to be significantly more
financially constrained.

The remainder of the paper is structured
as follows. Section 2 gives an overview of the
Vietnamese stock exchanges and their
development, while section 3 reviews the
existing literature. In section 4, we present the
methodology used. Section 5 describes the
data and their descriptive statistics. Empirical
results are discussed in section 6. Finally, we
conclude.

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 an a priori
chosen information cost proxy. Firms that
incur high information costs are expected to
experience more finance constraints than
those with low information costs. Fazzari et
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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) and ownership structure, as
well as government policy oriented criteria
were advanced. The choice of size as
information cost proxy has spawned very
mixed results®. A number of authors, for
example, Devereux and Schiantarelli (1990),
Kadapakkam et al. (1998) and Cleary (1999),
found that large firms seem to face more
finance constraints than small firms. Others,
for example, Becchetti and Trovato (2002),
however, documented the opposite result. To
complete the spectrum, Audretsch and Elston
(2002) found medium sized firms to be the
most financially constrained. Research and
Development (R&D) activity is considered to
be a discretionary investment. Therefore,
firms which decide to invest in R&D are
expected to be more financially constrained
(Carreira and Silva, 2010). This hypothesis
was widely supported for US firms
(Himmelberg and Petersen, 1994), for Italian
firms (Scellato, 2007) as well as for an Irish
sample of firms (Bougheas et al., 2003).
Ownership structure may affect the degree of
financial constraints too. Domestic firms are
found to be more financially constrained than
foreign-owned firms (for example, Colombo
and Stanca (2006) for Hungary, Hutchinson

and Xavier (2006) for Slovenia and Blalock et
al. (2008) for Indonesia). Poncet et al. (2010)
argue that credit constraints are imposed on
private Chinese firms but not on the Chinese
state-dominated firms and foreign-owned
firms.

3. Methodology

Notwithstanding some conflicting Hungarian
evidence (Perotti and Vesnaver, 2004),
empirical studies in transitional economies
and developing countries typically find that
state-dominated firms are less financially
constrained than private firms (Poncet et al.,
2010, Guariglia et al., 2011, Lizal and
Svejnar, 2002). Soft budget constraints and a
‘political pecking order’ are often advanced as
explanations of these findings. Soft budget
constraints allow state-dominated firms to
obtain  funds  irrespective  of their
indebtedness. Due to the so-called ‘political
pecking order’ in the credit allocations of
financial institutions, private firms are
perceived as lower rank entities in terms of
political status than state-dominated firms.

Vietnam shares many institutional
features with other transitional and developing
economies. Malesky and Taussig (2009) point,
for example, at the importance of personal
connections and political acquaintances in credit
allocation. Moreover, the four state-dominated
commercial banks (SOCBs), which account
for at least three quarters of the total bank
credit market, are expected to be generally
more concerned with industry policy and the
risk of non-payment by private borrowers than
with profitability. An understandable reaction
since there are strict punishments, including
the possibility of jail time, to lending officers
of SOCBs for their nonperforming loans to
private firms (Le and Nguyen, 2009). Both
facts suggest that state-dominated firms are
better positioned to access bank loans than
private firms and hence should be less
financially constrained than their private
counterparts. The general distrust that has
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been described in the introduction, however,
leads us to conjecture the reverse: the
ownership structure - state-dominated firm or
private firm - is a viable candidate to be used
as an 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.

3.1. Suggested model

Fazzari et al. (1988) suggested modeling
the behavior of investments as:

Iit Xit CFit
Kit f<Ki,t> +g<Ki,t) T Ui (1)

where 1;; denotes the investments in plant
and equipment for firm i during period t; Ki
symbolises the beginning-of-period capital
stock for firm i at period t; f is a function of
Xit, where X;, designates a vector of
variables of  theoretical investment
determinants; g is a function of the firm’s
internally generated cash flow (CFi;) and
u; . is the error term.

Following Summers (1981) and Hayashi
(1982), Fazzari et al. (1988) develop an
empirical model to test for financing
constraints, by introducing Tobin’s g (Tobin,
1969) in the equation to control for the
market’s evaluation of the firm’s investment
opportunities. Tobin’s  measures the ratio
between the market value and the replacement
value of the same asset. Fazzari et al. (1988)
stated this empirically as

Lie
— =+ Qi +
it

CFi,t .
Kit + & (2)

where A; denotes a time invariant firm-
specific constant, Q; . approximates the value
of marginal g at the beginning of period t and
g¢ Is the error term. Finally, the other
notations are the same as in the general form
of investment equation (1).

Hubbard (1998) argued that the estimated
coefficient, &;, in investment equation (2)
should be zero under the absence of capital-
market frictions as long as Qi: controls
adequately for a firm’s investment; a
significantly positive value of @, suggests the

presence of financing constraints.

Ganesh Kumar et al. (2001) and Carreira
and Silva (2010), among many others,
however, show that the measurement of
Tobin’s q faces numerous practical
difficulties, especially in the context of
developing countries. In some cases,
measuring Tobin’s  is even impossible due to
the lack of precise data on the replacement
value of assets. Given the high volatility of
emerging stock markets such as the
Vietnamese stock market, Tobin’s q may not
reflect market fundamentals but instead be
affected by “bubbles” or factors other than the
present value of the expected future profits
(Goergen and Renneboog, 2001, Bond et al.,
2004). Besides, a large number of studies
focusing on firm-level data often show the
insignificance of Q;. In cases where it turns
out to be statistically significant, the estimates
imply implausibly slow adjustment (Bond et
al., 2004).

Taking all these issues into account, Athey
and Laumas (1994), Harris et al. (1994) and
Ganesh Kumar et al. (2001), (2002) suggest
replacing Tobin’s ¢ by the sales-accelerator
model of investment developed by Abel and
Blanchard (1987) in which they assume that
past sales reflect the expectations of the future
profitability of firm’s investment. Following
Ganesh Kumar et al. (2002), a possible
empirical specification of the investment
function for a panel of firms reads as

Ly AS; CFi.

Kie1 & Kit—1 " ﬁzm Vi
and 3

Vig = A+ 1M+ &

where AS;, denotes changes in sales over
period t; K;. 1 represents the beginning-of-
period capital stock for period t symbolised by
K;. in equations (1) and (2); v;, indicates a
composite error term which consists of the
time invariant firm-specific effect, A;, the
common time effect, n,, and the usual firm-
specific and time-dependent error term, &; .
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Ganesh Kumar et al. (2002) argue that the
internal cash flow (CF) plays a key role in the
empirical literature on finance constraints in
advanced countries due to the fact that it is the
most important source of financing firm’s
investment in those countries. However, in
underdeveloped countries new external
sources of funds (AEF) is the most important
one since firms often start business with a far
smaller capital stock than those in developed
countries; hence, they hardly finance their
inherent lumpy investments in plant and
machinery using internal sources. An
important fact supporting for this is that many
underdeveloped countries perceive that lumpy
investments vital to spur growth could not be
financed through internal funds. Therefore,
development finance institutions have been
established to fill the gap in these countries. In
such a situation, although external funds
would be more costly than internal ones due
to capital-market imperfections, the focus
should be on external funds instead in the
context of underdeveloped countries.

Given the above arguments, Ganesh
Kumar et al. (2002) proposed replacing
internal cash flow (CF) by new external funds
(AEF) in the investment specification (3) to
test for the presence of finance constraints in
the context of developing countries. Ganesh
Kumar et al. (2002) also indicate that replacing
of internal cash flow by external funds allows
the decomposition of AEF into its constituents
to identify the source(s) of external funds
responsible for the finance constraints. Hence,
the adjusted specification reads

I ¢ AS; AEF;
— =Ygyt Yt
Kit—1 YKo Kit—q b
and, (4)
Vit = A+ + Eit
where all variables are mentioned

previously, except for AEF which denotes the
new external sources of finance such as loans,
bonds and equity finance.

Also, Sen et al. (1998) argue that external

funding is the most important source of
financing a  firm’s  investment  in
underdeveloped countries. Hence, the focus
on the investment constraints depending on a
firm’s access to external funds is highly
relevant for Vietnam. Consequently, we use
investment specification (4) to test for the
presence of financial constraints for listed
Vietnamese state-dominated firms.

The coefficient of AS (y;) is expected to
be positive and significant according to the
accelerator model. A significant positive and
greater coefficient of AEF (y;) for the high-
information cost group of firms (that is, state-
dominated firms) than for the low-information
cost group (that is, private firms) 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 other
words, it shows the evidence that listed firms
are financially constrained.

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.

4. Data analyses

4.1. Data collected

The study uses a panel of all firms that
were listed on the Vietnamese stock
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exchanges at any time during 2006Q1 —
2009Q4. The panel consists of 417 firms®.
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 Hochiminh 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®. 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 state-
dominated to private. Also, the use of a time-
invariant measure of state-ownership 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. Summary statistics for the
whole sample are shown in panel A. We
notice a wide range of investment activities:
some firms disinvest, others invest
significantly vis-a-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.

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-dominated firms. In the table, INV denotes investment of
the firm; K.y is the previous-period capital stock of the firm; AS symbolizes the change in
total sales; AEF denotes new external funds used to finance the firm’s investment.

Panel A: Whole sample

(%)

Variable Obs. Mean Std. Min Max
INV/K 1.1y 1144 2.25 661  -6.93 28.87
AS/K 1) 1146 6.46 29.05 -70.35 97.46
AEF/K 1) 1144 5.72 559  -6.16 24.86

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

Private firms

State-dominated firms

Variable Obs. Mean Std. Min Max Obs. Mean Std. Min  Max
INV/K -1 689 286 6.72 -6.93 28.87 455 133 6.32 -6.85 28.35
AS/K 1) 691 8.07 29.57 -69.35 97.46 455 4.02 28.10 -70.35 94.62
AEF/K 1.1 689 583 572 -497 2486 455 556 538 -6.16 22.83
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Panel C: For HOSE by firms’ groups (private and state-dominated) (%)

Private firms

State-dominated firms

Variable Obs. Mean Std. Min Max Obs. Mean Std. Min  Max
INV/K -1y 426 359 6.60 -6.93 28.83 137 134 6.10 -6.82 27.84
AS/Kt-1) 427 7.59 28.98 -69.35 97.46 137 216 25.67 -70.35 94.62
AEF/K (1) 426 6.02 5.80 -4.97 24.86 137 597 572 -278 2181

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

Private firms

State-dominated firms

Variable Obs Mean Std. Min Max Obs Mean Std. Min  Max
INV/K t-1) 263 1.68 6.77 -6.79 28.87 318 132 642 -685 28.35
AS/Kt-1) 264 8.85 30.54 -57.69 96.32 318 4.82 29.08 -65.98 92.52
AEF/K (1) 263 552 560 -4.81 2210 318 538 523 -6.16 2283

Panel B shows the descriptive statistics
for state-dominated and private firms
separately. The investment to the previous-
period 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.

5. Research findings

Table 2 presents our estimation results.
The specification (4) 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®. In case that the new external funds
of a firm and its current sales level are highly
correlated, endogeneity of regressors might
occur (Ganesh Kumar et al., 2002). Although
a priori we do not expect that financing
decisions have a significant impact on firm’s
sales due to the long-term nature of these
financing sources, the Durbin-Wu-Hausman

(DWH) tests (Davidson and MacKinnon,
1993) are employed to check the exogeneity
of the financial variables and sales variable
using one quarter lagged values of variables
as instruments (Ganesh Kumar et al., 2002,
Harris et al., 1994). As can be seen below, the
tests cannot reject the exogeneity of new
external finance [AEF/K.1] at the five per
cent level in these specifications’.

Given these results, specifications (4) can
be estimated in a consistent and efficient way
by the OLS procedure (Ganesh Kumar et al.,
2002)8. After that the coefficients of interested
variables (that is, new external finance
[AEFIK.1)]) are estimated for both groups of
firms, a simple t-test is employed to compare
between the two coefficients®.

The estimation results of specification (4)
are presented in Table. Some important points
are worth noting. First, given the very low VIF
statistics (that is, from 1.02 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
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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)"°.

All the estimated coefficients of [AS/K.q)]
are positive as predicted by the sales-
accelerator 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. The
estimated coefficients of [AEF/Kyy] are
positive and significant at the conventional
levels indicating that listed firms face financial
constraints in the sense that their investments
are sensitive to the availability of new external
financing. It turns out that this conclusion is
mainly driven by the large (HOSE) listed firms.
For smaller (HNX listed) private firms we find
positive but not so statistically significant
investment sensitivity. As we conjectured, the
size of the sensitivity coefficient is greater for

the state-dominated firms vis-a-vis private firms
in all cases. A stronger discrepancy between the
two groups is found for large (HOSE) listed
firms. These results indicate that firms are
financially constrained irrespective of their size,
and that the extent to which firms are sensitive
to the external finance seems to be greater for
the group of state-dominated firms. However, a
one-tailed t-test on the null hypothesis that
state-dominated firms have a lower external
funding SenSitiVity (H05 Y‘2(state-dominated firms) =
Yo@rivate firms)) Can only be rejected for large
(HOSE) listed firms at the 10 per cent level™.
In other words, the evidence that state-
dominated firms are more financially
constrained than private firms is only supported
for large listed firms at the 90 per cent
confidence level. Overall, these results show
that distrusts to state-dominated firms still
cannot completely outweigh their inherent
favorable position (that is, soft budget
constraints and ‘political pecking order’
theory).
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Table 2. Estimation results of specification (4) for the whole sample, HOSE and HNX

The table reports the estimated results of specification (4) for the whole sample and for each stock exchange. In the table, INV denotes investment of the
firm; K1) is the previous-period capital stock of the firm; AS symbolizes the change in total sales; AEF denotes total new external sources of funds used
to finance the firm’s investment. t-statistics are robust t-statistics after correcting for heteroskedasticity shown in parentheses. The F- statistic is the
result of the F-test on R®. 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.

whole sample HOSE HNX
State- State- State-
dominated Private dominated Private dominated
Variable
AS/K-1) 0.0121 0.0077 0.0037 0.0248" 0.0115 -0.0177
(0.96) (0.82) (0.15) (1.95) (0.77) (-1.20)
AEF/K .1y 0.2416™ 0.1609™ 0.3490™ 0.1698™ 0.1833" 0.1573
(3.02) (2.50) (3.13) (2.13) (1.67) (1.47)
Constant -0.0006 0.0187 -0.0075 0.0238" 0.0028 0.0099"
(-0.15) (4.96) (-1.16) (4.81) (0.47) (1.74)
Observations 455 688 137 426 318 262
R? 0.05 0.02 0.14 0.03 0.02 0.02
F-statistic 599" 3.65" 6.08"" 3.977 1.81 1.42
VIF 1.04 1.08 1.09 1.06 1.02 1.11
Wald test statistic (p-value) 0.00 0.00 0.00 0.00 0.00 0.00
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6. Conclusion

This study tests for the presence of
finance constraints for Vietnamese listed
firms. Vietnam is an interesting case since it is
a developing economy in which previous
research has casted doubt on the credibility of
the governance structure of some state-
dominated entities. Hence, it allows us to test
whether state-dominated corporates in general
face less finance constraints than private firms,
as suggested by (Poncet et al., 2010, Guariglia
etal., 2011, Lizal and Svejnar, 2002).

Our results show 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. Although for smaller firms we do not
find  statistically ~ significant  different
sensitivities between state-dominated and
private firms, our evidence shows that large

financially constrained than private firms.
These results contradict findings in the
literature that claim that state-dominated firms
face less finance constraints due to political
pressure and soft budget constraints. Our
results show that this issue is more
complicated. We suggest that the credibility
of corporate governance structures might play
an important role in financing economic
activity. If corporate governance is not
perceived as trustworthy, markets stay
reluctant to provide financing which results in
higher cash flow sensitivity of investments.
Our findings suggest that the government
should foster the privatization process and
enforce credible corporate  governance
mechanisms. Large state-dominated firms do
face higher financing constraints than private
ones. As the privatization process proceeds,
the political pressure will decrease and
external funds will only be provided to

listed

state-dominated firms are more  investment worthy firms.

Notes:

1

For example, in 2009, the ratio of market capitalization to GDP reached 133 per cent for Malaysia, 49 per cent
for Philippines, 100 per cent for China and 90 per cent for India, while this ratio is 105 per cent for US, 128 per
cent for UK, 38 per cent and 66 per cent for Germany and Japan, respectively. Developing markets have also
shown a relatively high growth over last decades, for instance the annual growth rate of the market capitalization
over the period of 2000-2009 is on average 51 per cent for China and 36 per cent for India (World Bank, 2010).

The increasing in number of financial institutions makes the credit market more competitive. According to the
World Bank, the ratio of the annual average domestic credit to GDP in the 2006-2009 period is relatively high,
that is roughly 97 per cent p.a., (World Bank, 2011).

Ganesh Kumar et al. (2001) argue that size may not be a meaningful classification criterion in developing
countries. In developed countries, larger firms with more fixed assets can offer a larger amount of collateral
lenders. The key assumption is that the collateral is “marketable” that is it can be liquidated if required.
However, this assumption may be problematic in the institutional context of developing countries. Particularly,
the absence of well-developed bankruptcy laws and exit procedures may make the process of closing a firm and
subsequently liquidating its assets become complicated and time-consuming on the part of creditors.
Furthermore, the lack of secondary markets for various types of fixed assets may also result in the extremely
high bankruptcy costs for firms.

Although the sample comprises of five industries, the composition of each industry in the total sample stays
relatively stable over time using a X2 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
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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.

The p-values of the DWH test statistics are reported in the bracket next to the variable for specification (4),
[AEF/K.1)] (0.21).

One of the concerns raised by the panel econometric literature is cross-sectional or “spatial” dependence in many
panel data sets in macroeconomics, international economics, regional science and finance (see, e.g., (Beck and
Katz, 1995)). Failing to account for this dependence might result in inconsistently estimated standard errors
(Driscoll and Kraay, 1998). In order to address this concern, we also estimate our specifications using the
standard nonparametric time series covariance matrix estimator by Driscoll and Kraay (1998), which is robust to
heteroscedasticity and very general forms of spatial and temporal dependence. Although the standard errors of
coefficients are slightly changed in some cases, the results in general do not significantly change our
conclusions.

It should be noted that this approach is appropriate only if the error terms and hence the estimated coefficients
are assumed to be independently normally distributed. Indeed, we checked and found a very low covariance
between the coefficients in the (estimated) regression equations.

10 We would like to show our gratefulness to C.F. Baum for suggesting the Stata command to take account of this

issue.

1 we perform the following hypothesis test on the relevant coefficient: Ho: coeff. of [AEF/K .1y Iistate-owned firms) <

coeff. of [AEF/K(t-l) ](private firms) VErsus Ha: coeff. of [AEF/K(t—l) ](state—owned firms) > coeff. of [AEF/K(t-l) ](private firms) for
the whole sample, HOSE and HNX. The p-values of the test statistic are 0.21, 0.09 and 0.43, respectively.
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