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WELCOME NOTES

Dear Friends and Colleagues,

We are pleased to welcome you to the International Finance and Accounting Research
Conference (IFARC 2019) which is jointly organized by Academy of Finance and Ho Chi
Minh National Academy of Politics, Vietnam.

The International Conference IFARC 2019 brings together the world-leading experts
in finance, accounting, audit, economic and business administration, serving as a point of
convergence for researchers, practitioners and policymakers to meet, share and exchange their
ideas. The International Conference IFARC 2019 will strive to offer not only plenty of networking
opportunities, providing you with the opportunity to interact with the leading researchers from
both academia and universities, but also an environment to engage in stimulating discussions
about the most recent innovations, trends, experiences and concerns in the field of public and
corporate finance, accounting - auditing. We are especially honoured to have:

Professor Sheridan Titman - McAllister Centennial Chair in Financial Services, University
of Texas at Austin; Research Associate, the National Burecau of Economic Research; Editor,
Review of Financial Studies; Director of Center for Energy Finance, University of Texas at Austin;
Director of Real Estate Finance and Investment Center, University of Texas at Austin.

Professor Su Dinh Thanh - Former Dean of Faculty of Public Finance University of
Economics Ho Chi Minh City; Editor-in-Chief of the Journal of Asian Business and Economic
Studies (JABES).

Dr Xuan Hoa Hoang - Assistant Politburo Member, Vietnam Deputy Prime Minister Vuong
Dinh Hue

We are indebted to members of the Organizing Committee for their support to make this
International Conference a great success.

We wish you all an intellectually stimulating and productive conference!

On behalf of the Organizing Committee,

Nguyen Trong Co






ASSOCIATE PROFESSOR NGUYEN TRONG CO

PRESIDENT OF ACADEMY OF FINANCE

Assoc. Prof. Nguyen Trong Co is the President of Academy of Finance. He has been working
for the Academy since his graduation and in different positions such as lecturer, Head of Financial
Analysis Department, Deputy Head of Human Resources Department before becoming Vice
President of the Academy. He was nominated as the President of Academy of Finance in 2014 and
has been in that position to present.

He is the Editor-in-Chief of the Journal of Finance and Accounting Research, Vice President
of the Scientific Board of Finance Research and member of the Scientific Board of Banking
Research.

He was awarded the honor membership of FCPA Australia.

Assoc. Prof. Nguyen Trong Co is the author/co-author of more than 21 valuable textbooks
and reference books such as “Financial Analysis”, Finance Publishing House, 2017; “Auditing
Management and the use of Mineral Resources for Sustainable Development in Vietnam”, Finance
Publishing House, 2016, etc.

He has completed and published more than 20 research projects covering a wide range of
research topics such as corporate finance, public finance and technological market, etc. He has also
published more than 70 articles in both local and international journals.






PROFESSOR SHERIDAN TITMAN

* McAllister Centennial Chair in Financial Services, University of Texas at Austin

¢ Research Associate, the National Bureau of Economic Research

» Editor, Review of Financial Studies

» Director of the Energy Management and Innovation Center, University of Texas at Austin

» Director of Center for Energy Finance, University of Texas at Austin

» Director of Real Estate Finance and Investment Center, University of Texas at Austin

Sheridan Titman holds the McAllister Centennial Chair in Financial Services at the University
of Texas at Austin and is a Research Associate of the National Bureau of Economic Research. Prior
to joining the faculty at the University of Texas, Sheridan was a Professor at UCLA, the Hong Kong
University of Science and Technology and Boston College and spent the 1988-89 academic year in
Washington D.C. as the special assistant to the Assistant Secretary of the Treasury for Economic
Policy. Sheridan’s academic publications include both theoretical and empirical articles on asset
pricing, corporate finance, energy finance, real estate finance and urban economics. He has also
co-authored three finance textbooks, Financial Markets and Corporate Strategy, Valuation: The
Art and Science of Corporate Investment Decisions, and Financial Management: Principles and
Applications. He won the Smith-Breeden best paper award for the Journal of Finance, the GSAM
best paper award for the Review of Finance and was a recipient of the Battery march Fellowship.
Sheridan has served on the editorial boards of leading academic journals, including the Journal of
Finance, the Review of Financial Studies and Real Estate Economics and has served as President
of the Western Finance Association, the American Finance Association and the American Real
Estate and Urban Economics Association and has served as a Director of the American Finance
Association, the Western Finance Association, the Financial Management Association and the
Asia Pacific Finance Association.

Sheridan has a B.S. from the University of Colorado and an M.S. and Ph.D. from Carnegie
Mellon University.






PROFESSOR SU DINH THANH

* Former Dean of Faculty of Public Finance University of Economics Ho Chi Minh City

» Editor-in-Chief of the Journal of Asian Business and Economic Studies (JABES)

Mr. Su Dinh Thanh, Editor-in-Chief of Journal of Asian Business and Economic Studies
(JABES), University of Economics HCM (UEH), Vietnam

Mr. Su Dinh Thanh is Editor-in-Chief of JABES, UEH. Mr. Su has over 30 years of teaching
and research experience in finance and banking. Recently, Mr. Su has a significant contribution to
developing JABES as a Vietnam’s first international journal, which is published on Emerald. Mr.
Su was former dean of School of Public Finance, UEH.

He has been serving academies and universities, and giving lectures and seminars to several
universities, and invited by many universities to present papers or conduct seminars. He is the
chairman of international conference ACBES (UEH) in 2018, 2019 and 2020.

He has published 10 books and published more than one hundred papers including papers
published in Economic Analysis and Policy, Research in International Business and Finance,
International Economics, Annals of Public and Cooperative Economics, Centre of Sociological
Research, Finance Research Letters, Climate and Development, International Journal of Energy
Economics and Policy, Theoretical Economics Letters, Journal of Chinese Economic and Business
Studies, Review of development finance, International Journal of Energy Economics and Policy,
Economic Systems, Journal of Economic Development.






DR XUAN HOA HOANG

ﬁ-

» Research Associate in different Institutes

» Assistant Politburo Member, Vietnam Deputy Prime Minister Vuong Dinh Hue

Dr Hoa is an Assistant Politburo Member, Vietnam Deputy Prime Minister Vuong Dinh Hue.

He graduated in National University Vietnam and soon after his graduation he focused
his interests in International business by attending a Master course in the National Economic
University in 1997. In 2002, he completed his studies in International Business by obtaining
Doctorate of Philosophy degree in the Trade Research Institute, Ministry of Trade. He spent one
year in mastering his research skills in University of Bocconi, Milan, Italy in 2003.

Dr Hoa served many years’ in the European Research Institute, Vietnam Academy of Social
Sciences as a researcher. From 2003 to 2018, he served for Department of General Economics,
Vietnam Central Economic Board and had a number of important researches supporting for National
economic policies. In 2018, he was called for Assistant Politburo Member, Vietnam Deputy Prime
Minister Vuong Dinh Hue.
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DEVELOPMENT OF FINANCIAL TECHNOLOGY (FINTECH)
FOR FINANCIAL MARKET IN VIETNAM

Tran Quang Phu, Nguyen Lan Huong*
ABSTRACT

Financial industry (Fintech) is a common term that describes the advancement of information technology
applied in the financial field. Research on Fintech application situation in some developed countries and in
Vietnam shows that: based on high-tech platform, Fintech application brings more efficiency in the field of
investment; however, it also has potential of unpredictable system risks. Therefore, each country, including
Vietnam, needs to formulate and complete a strict legal system not only to ensure the stable operation of the

financial market applying Fintech but also to create protection for investors.

This research presents basic contents of Fintech and opportunities and challenges in Fintech development

in Vietnam.

Keywords: fintech, application of digital technology in investment, effective capital mobilization,
JEL:G10,G14

1. OVERVIEW OF FINTECH

The impact of the Digital Technology Revolution on the development of the banking system
is increasingly evident with the emergence of a series of innovative banking products and services,
as well as the introduction of new banking service distribution channels based on the platform of
financial technology. This gives financial institutions and banks opportunities for change as well as
new challenges. 1) Expanding the bank branch networks is no longer a priority in the competition
between financial institutions and banks; 2) Movement of customers using services from traditional
channels to electronic and online channels. However, the reality shows that Vietnam’s management
policies have not kept up with the development and demand of using Fintech in Vietnam financial
market. This has created the necessary needs for the completion of policy system for Fintech in
the coming time to take advantage of the great economic benefits of digital economy during the 4
industrial revolution.

1.1. Concept about Fintech

Fintech is currently a relatively new concept for many countries, including Vietnam. Fintech
is a term formed by two elements which are “Financial” and “Technology”. Therefore, Fintech
can be understood in the most general way as innovations and advances of information technology
applied in the financial field.

* Institute of Economics, Ho Chi Minh National Academy of Politics.
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According to the definition of PwC (2016), “Fintech is a field of interference between financial
services and technology in which startups use technology to improve and renovate products and
services being provided by traditional financial institutions.” In addition, IOSCO (2017) also
provides the following definition: “Fintech is the term used to describe innovative business models
and emerging technology that can transform the financial service industry.”

According to the Basel Committee’s classification of Banking Supervision, Fintech is mainly
applied in the following 4 areas:

+ Payment and setoff: This is the field that accounts for the largest proportion of suppliers
(41%) including internet payment services, e-wallets, peer-to-peer transfers, cryptocurrencies and
value transfer networks. value transfer networks, FX, electronic exchanges.

+ Market support services (27%): includes technological applications in information
collection, ecosystem, data mining, confidentiality, fraud protection, cloud computing, artificial
intelligence (Al), etc.

+ Credits and capital mobilization (18%): includes forms of crowdfunding, online micro
loan and credit scoring.

+ Investment management (9%): high frequency trading, copy-trading, electronic trading,
robot advisor.

Figure 1: Percentage of suppliers by Fintech service segment

M Payments, clearing and
settlement services

m Market support services

M Credit, deposit, and capital-
raising services

® Investment management
services

Other services

Source: Basel Committee on Banking Supervision
1.2. Fintech’s impact on world financial markets
1.2.1. Positive effects

Being born in the context of the Fourth Industrial Revolution (Industrial Revolution 4.0) with
increasingly strong development, Fintech is expected to make a breakthrough in the world financial
markets. Along with that, the 2008 global financial crisis has greatly reduced the confidence
of market members in the traditional banking systems and financial services. Popularity of the
Internet, social networks and high-tech platforms such as blockchain, big data, cloud computing,
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etc. has facilitated Fintech to rapidly become an integral part of the financial markets.

Rapid development of Fintech enterprises has changed the ways of performing the financial
system functions, promoted circulation of capital flows in the market, created new value,
transferred value and managed risks. In particular, the introduction of online payment services
and the concept of e-wallets and cryptocurrencies have created new tools in trading, payment, and
eliminated the distance of space and time. Or blockchain technology not only resists data changes
but also allows storage and transmission of information by blocks interconnected and expanded
over time. Blockchain technology is highly confidential, prevents financial fraud, and increases
the efficiency of the financial system because data is only added when there is a consensus of all
nodes in the system while the server system is distributed in many parts of the world to maintain
stable and safe operation for the whole system in case a part of blockchain collapses, other nodes
still exist and operate normally.

Based on the technology platform created by Fintech companies, the sales and service provision
channels are improved and modernized in the direction of personalizing financial services based on
the needs of each customer, which facilitates customers to easily and quickly select the appropriate
services. Currently, online banks which are designed according to the traditional banking system
model and provide similar products and services but at a much lower cost due to a large reduction
in costs of premises, utilities and labours. Such savings constitute a fund for the banks to upgrade
their trading systems which thereby increases the business efficiency and revenue for these financial
institutions. Being similar to the banking system, the current stock exchanges are also transferred
into a completely electronic model. In fact, the first real stock exchange in the world which was
built in 1971 was NASDAQ), the next stock exchange was Tokyo (1999), Singapore (2006), and
most recently Hong Kong Stock Exchange has been built (October 2017).

1.2.2. The risks come from fintech

Besides the opportunities Fintech brings back, this field is still new and complex, potentially
risky and can cause great losses in the market.

First of all, there are risks for investors and depositors through lending P2P Lending
forms. The peer-to-peer lending forms (P2P Lending) are based on a number of online
platforms where there are almost no or very few disclosure requirements, resulting in non-
transparency of data and lending portfolios. In addition, P2P Lending is a new lending form
that has not really experienced a full economic cycle, so no necessary adjustments have been
made. Therefore, when the market has strong fluctuations, interest rates will rise sharply or
fall deeply. There is no specific protection mechanism leading to very high insolvency rate of
these lending platforms.

In the crowdfunding form, when investors have decided to invest in Fintech startups, it means
that they have accepted a huge risk rate. According to statistics of IOSCO (2017), the bankruptcy
rate in these companies can be up to 50-90%. The long-term investment period (since the enterprise
has not been established yet) is also a factor that increases risks for investors. Moreover, startups
through crowdfunding often do not meet the IPO standards, so investors’ profits are often limited.

In addition, risks in Fintech also come from the lack of necessary legal regulations to stabilize
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the market. Traditional financial institutions are always subject to many constraints to ensure the
safety of the financial system. However, the regulations for Fintech are still very limited. This not
only creates an unfair playing field between Fintech companies and organizations trading traditional
financial services, but also increases the risk of fraud and misuse of customer information. Take
examples from the cryptocurrency. This currency is attracting the attention of many investors,
especially when the price of Bitcoin recently hit a record high, within one year the price of this
currency has increased by more than 850%, approaching the $10,000 mark. While the cause of
this price spike is still a subject of debate among many experts in the world, the cryptocurrency
is becoming more and more widely accepted in many countries, which creates an independent
monetary tool and is not controlled by any country’s financial or legal system. However, due to
the lack of management, the cryptocurrency is being abused as a money laundering tool and it is a
means to conduct some illegal business activities.

Figure 2: Venture capital into Fintech companies around the world from 2010 to 2016

2010 2011 2012 2013 2014 2015 2018

mmmm Capital invested ($B) =0 Deal count

Source: KPMG International, The Pulse of Fintech 04, 2016
2. APPLICATIONS OF FINTECH IN THE FIELD OF FINANCIAL INVESTMENT
2.1. Crowdfunding

According to the definition of IOSCO (2014), Crowdfunding is a term that describes
the use of contributions by large numbers of individuals and organizations, to raise funds
for a project, a personal loan, or for business purposes or other financial support needs
via online website technical platforms. In other hand, according to the World Bank (2013),
Crowdfunding is defined as a way fo use the Internet for other enterprises or organizations to
raise capital - usually from $1000 to 31,000,000 - in the form of contributions or investments
of many individuals.

According to IOSCO’s classification, Crowdfunding is divided into 4 main categories:
donation-based, reward-based, lending-based and equity-based.
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+ Donation-based: Is the form of which social organizations, non-governmental organizations
often use when they mobilize donations to help natural disaster areas, people in special circumstances
or sponsor centers, etc. This form does not consider having to have grateful gifts, profits or shares
in return for the above financial support.

+ Reward-based: Is a form of capital mobilization to implement new, breakthrough and never-
before ideas. The grant amount is divided into packages; each of such packages is a corresponding
gift. Sponsors will receive such gifts when the project is successful.

+ Lending-based: This form of capital call up is suitable for established enterprises but their
collaterals are not enough to convince any bank. The loan capital comes from capital contributed
by community or from people who have done business successfully in this form to create a large
flow of capital to help small and medium-sized enterprises.

+ Equity-based: This form is not different from buying stocks of a potential new company.
The investors receive the shares and profits if the company makes a profit.

In Vietnam, the concept of Crowdfunding is quite new. Popular forms of crowdfunding are
donation-based and reward-based. The first successful Crowdfunding project in Vietnam was the
one that supported the publication of the comic book named “Long Than Tuong” in the middle of
2014. Then, there are some capital mobilization website platforms that have attracted the attention
of the community such as Firststep, Betado, Comicola and Fundstart. According to foreign experts,
the crowdfunding forms are not popular in Vietnam yet, derived from three factors:

Firstly, due to cultural ideology, Vietnamese people are often affected by the fear of failure,
fear of criticism by the public when a new idea is given. It is for this reason that sharing such new
ideas widely on social networks to call for investment is hampered.

Secondly, personal relationships play a very important role not only in daily life but also in
the business of Vietnamese people. This has created a psychological barrier, apprehension when
investing capital for “strangers” on the Internet.

Finally, there are legal obstacles: Vietnam lacks a legal framework that regulates processes,
manages procedures related to crowdfunding, as well as measures to protect investors in case the
project fails or detects signs of fraud.

2.2, Capital mobilization from cryptocurrency tools (1C0)

ICO (Initial Coin Offering) is a form of capital mobilization for startups through cryptocurrency.
To conduct an ICO, these startups will issue a cryptocurrency under a token along with a detailed
business plan on how the funds will be used for investment and how profits will be divided for
investors. After researching the above information, investors will buy these tokens by widely
accepted cryptocurrency (it is usually Bitcoin or Ethereum). The proceeds will be used to invest
in the projects of these companies. If the proceeds do not meet the required minimum funds raised
(announced in the project to the investors), the raised funds will be returned to the investors and the
ICO will be deemed unsuccessful. If ICO is successful, the cryptocurrency issued by the company
will be able to be traded on the secondary market through cryptocurrency exchanges or other
technology platforms in exchange for the cryptocurrency. The cryptocurrency/token represents the
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interests of investors in startup projects, which are the rights to be entitled to future services and
products of the company or the right to be entitled to dividends.

However, because ICO is not subject to the management of laws, so the risks in this form of
investment are huge, frauds in ICO is very popular. The absence of support tools as well as the lack of
guarantee in information disclosure can distort investors’ judgment in the project. When investing in
fraudulent projects, investors will not receive funds back because there is currently no mechanism to
protect investors. ICO is associated with the most advanced technology applications, so the process of
buying and selling the cryptocurrency is easily affected and interrupted when encountering technical
problems or being stolen by the hackers’ fraudulent tricks. While ICO is increasingly becoming a
popular form of capital mobilization due to the wider and wider recognition of the cryptocurrency,
according to statistics most of the ICO activities are fraudulent or failed; the investors are mainly
small individuals who lack the professionalism and the ability to lead the market. Therefore, a strict
legal framework is required to protect investors and stabilize the market.

Figure 3: Comparison between investments in venture capital (VC) and ICO
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2.3. Fintech applications in stock trading

At present, the impact of technological advances including high frequency trading and
algorithm trading on securities trading activities is becoming increasingly clear, especially in the
developed stock markets.

Algorithmic trading: Algorithms have been applied in stock trading since many years ago
but only in the last 20 years their diversity, complexity and scope of use have expanded along with
the development of technological advances. In a simple understanding way, algorithmic trading
is trading based on mathematical formulas and mathematical models in order to make investment
decisions along with high-speed trading orders in the financial market.
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Algorithmic trading requires fast computer programs and complex algorithms to determine fast
trading strategies and to earn optimal profits. An algorithm can place orders on its own with a set
condition of price, market volume, and time. Algorithmic trading is more often used by institutional
investors than individuals, as they often trade in large volumes every day. Complex algorithms can help
organizations achieve the best prices and the lowest transaction costs, and do not have a strong impact
on forming prices of traded products. With the constant changes of the market, the algorithms are also
constantly being changed, leading to the life cycle of an algorithm in trading only to be calculated in
weeks or months. Academic studies' and anecdotal evidence show that thanks to algorithmic trading,
the market has good liquidity because the algorithms find the price difference among markets.

However, some market participants believe that the emergence of institutional investors
using such complex trading techniques makes them no longer want to participate in trading on
the market because they feel that they are too unfavorable to be compared to superior trading
technologies. Moreover, market shocks can be transferred from one market to another because the
markets are closely interconnected and the algorithmic trading will contribute to make such shocks
be transmitted more intense and faster. This is the potential place for many systemic risks for the
stock market.

High frequency trading — HFT: The definition of HFT is very difficult and no one is widely
accepted. Basically, HFT is a high-volume trading type and extremely fast trading time which is
measured in microseconds-millionths of a second, used by proprietary traders, through modern
electronic trading devices, often held by private businessmen. This trading type aggregates
information faster than normal orders, because they use complex trading algorithms and strongly
configured computers, often located near electronic order matching systems of the stock exchanges.
By placing trading systems near the order matching systems of the Stock exchange, high frequency
trading investment companies can increase order speed, even within milliseconds, thus, it can
create a competitive advantage compared to other traders who have slower order placement system.

High frequency trading order systems are not only faster but also more complex about buy
and sale order placement strategies, and even they allow cancelling trading orders in milliseconds.
In this way, high frequency trading companies can detect and forecast changes in the direction of
order placement from financial institutions or retail investors. High frequency traders can place
massive trading positions to benefit from asymmetric orders, or price fluctuations during the trading
day, by placing a low buy order first, then placing a sale order at a bit higher price within seconds.

High frequency trading is often interpreted as an algorithmic transaction type, however,
neither all types of algorithmic trading are high frequency trading. Compared to high frequency
trading, algorithmic trading has existed since a long time ago as a tool to decide how the trading
will take place after considering all factors which are time, price, and volume and trading location.

3. FINTECH DEVELOPMENT IN VIETNAM FINANCIAL MARKET

' (i) Jonathan A. Brogaard, High frequency trading and its impact on liquidity of the market, Northwestern
University, 2010; (ii) Terrence Hendershott, Charles M. Jones, & Albert J. Menkyeld, Does algorithmic trading
improve liquidity?, Journal of Finance, 2011; and (iii) Albert J. Menkyeld, High Frequency Trading and New
Market Makers, VU University Amsterdam, 2010.
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As a country where there is a young population structure and quite adequate Internet system,
the potential for development of Fintech enterprises in Vietnam financial market is enormous.
However, financial services have not really developed correspondingly. According to statistics, it
shows that only 30% of the Vietnamese population has bank accounts, in rural areas, this data only
stands at 16%. The percentage of people using other financial services such as insurance, securities
and asset management is even much lower.

As of 2018, the number of startups in Fintech field in Vietnam is limited to 48 companies
(the number of companies is quite low compared to the number of more than 500 companies in
Southeast Asia separately - according to statistics of Life SREDA VC Singapore). The enterprises
applying Fintech in Vietnam are mainly in the banking field related to online payment and mobile
payment solutions. In terms of legal aspect in the field of Fintech, since 2008, the State Bank of
Vietnam has allowed many non-bank companies to provide payment services on a pilot basis to
meet the development needs of the market.

The State Bank of Vietnam has licensed operation for 20 payment intermediary service pro-
viders by February 2018. However, this, basically, only satisfies a part for the financial technol-
ogy field in payment, there is no complete and synchronized legal framework for other financial
fields. In addition to the field of payment, some startups operate in other types of Fintech such as
fund raising (FundStart, Comicola, Betado, FirstStep, etc.), online lending services (LoanVi, Trust
Circle), remittance (remit.vn), management of personal financial data (BankGo, Moneylover, Mo-
bivi, etc.).

In the field of securities in Vietnam today, the distribution of fund certificates to raise capital
for investment funds is carried out by fund management companies through distribution agents or
at the company mainly by direct mode (the investors directly do trading at the distribution agents).

Clause 5, Article 14 of the Circular on Electronic Trading No. 134/2017/TT-BTC provides
that “Fund management companies and fund certificate distribution agents must report documents
specified in Clause 3 of Article 11 of this Circular to the State Securities Commission of Vietnam
at least five (05) working days prior to the implementation of the online securities trading system
for investors;”. However, up to now, no fund management company has conducted online fund
certificate trading for investors.

The Securities Company (TCBS) has deployed robo-advisors (TC Wealth) with the
technology to automate the process of long-term financial planning for investors, automatically
allocating the portfolio. Currently, Robo-Advisor service is being provided free of charge for
the aim of introducing and orienting Vietnamese families who are interested in long-term
financial plans. HFT Securities Corporation has implemented many activities in order to not
only research to complete models of consultancy and investment via robots but also bring
trading models via robots to a large number of people in the community and investors in
the future through organizing the first robotics conference of securities trading in Vietnam
(ROBO ARENA 1.0) in 2017. Through practical application process, HFT’s trading robots as
well as other testing robots have achieved positive results. The results were verified through
two test transactions to find the most effective robots. In just one month, there are robots that
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traded tens of percent and their accuracy signed above 50%. HFT intends to put the robots into
operation in the near future.

4, RECOMMENDATIONS FOR FINTECH MANAGEMENT IN THE FINANCIAL SECTOR IN VIETNAM

Regarding the legal framework, the regulations on Fintech in Vietnam are only limited in
the field of payment, namely the Law on Electronic Transactions No. 51/2005/QH11, Decree No.
35/2007/ND-CP guiding non-cash payments; the State Bank of Vietnam’s Circular No. 30/2016/
TT-NHNN on providing payment services and intermediary payment services; Regulations on
bank cards, risk management and security in e-banking, etc. (Circular No. 19/2016/TT-NHNN,
Circular No. 35/2016/TT-NHNN); Regulations on customer protection in electronic payment and
money laundering prevention (Decree No. 96/2014/ND-CP, Decree No. 25/2014/ND-CP).

The government has set an objective of reducing the volume of cash payments to less than
10% by 2020, while developing new payment methods, eliminating geographical disparities
among regions; it is expected that 70% of Vietnam’s population will use bank accounts by 2020.
In order to realize the above objective, the National Financial Supervisory Commission needs to
coordinate with the State Bank of Vietnam and relevant authorities to develop a National Financial
Development Strategy which takes Fintech as the most important factor to decide the success of
the whole Strategy.

For the development of Fintech technology in the field of securities, the State Securities
Commission of Vietnam needs to study the applications of Fintech in the field of securities such
as crowdfunding, ICO, and introducing regulatory regulations on new translations on technology
platforms (HFT, robot-advisor). The Vietnam Securities Market Regulatory Authority needs to
conduct research on the new trading types that will appear on the market to offer ways to manage
and monitor fluctuations and build accurate electronic databases to identify real customers for anti-
money laundering.
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TAX POLICY FOR INNOVATIVE START - UP IN VIETNAM

Nguyen Thi Thanh Hoai', Chu Van Hung?

ABSTRACT

In Vietnam, in recent years the number of startups has increased rapidly. To promote the development of
startup activities, it is necessary to use different tools and policies, one of which is to use tax policies. Tax policy
affects investors and entities directly involved in starting a business. Although the tax policy in Vietham has
recently been amended and improved to create favorable conditions for start-up activities, it has not yet met
the requirements, so it is necessary to continue to improve next time. The paper focuses on evaluating and

making some recommendations to complete the tax policy in Vietnam for start-up activities.

Keywords: Start - up activity, Tax policy

1. INTRODUCTION

Tax policy affects the decision-making of entities, investment, production and business activi-
ties. Countries that want to facilitate certain production and business activities will apply tax incen-
tives. Innovative start-up activities have been particularly interested in many countries in recent
times. Tax policy is one of the tools used by the state to promote innovation startups. The problem is
how to use tax policy? Through which means to achieve the best results is a matter of concern.

Research is aimed at assessing current tax policy in Vietnam for innovative startups, pointing
out the limitations, thereby proposing some solutions to change the tax policy to create more favor-
able conditions for business activities start - up in Vietnam.

2. CURRENT TAX POLICY FOR INNOVATIVE START - UP IN VIETNAM
2.1. Tax policy for innovative start-up businesses and individuals start - up
2.1.1. Tax policy for innovative start-up businesses

Start-up businesses are entitled to tax incentives for newly established businesses. Incentives
of the current tax policy in Vietnam in the direction of supporting businesses by location, field so
any business that meets the preferential conditions will be entitled to the corresponding incentives.
Therefore, if the start-up enterprise conducts start-up activities in the fields and geographical areas
eligible for tax incentives, it is eligible for incentives. If they do not conduct activities in tax-
favored areas and do not meet the standards in the current fields of investment promotion, they
will not be given tax support.
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Currently, basic content of corporate inccome tax policy incentives for newly established
businesses include:

Firstly, Tax exempt for some kind of income. Corporate income tax law regulated some kinds
of income are exempt, in which: (i) income from the performance of scientific research and tech-
nological development contracts; the sale of products turned out from trial production and pro-
duction with technologies applied for the first time in Vietnam; (ii) Aid received for educational,
scientific research in Vietnam and (iii) Incomes from technology transfer in the prioritized fields
of transfer of technology to organizations and individuals in geographical areas with particularly
difficult socio-economic conditions.

Secondly, Enterprises established and operating under Vietnamese law may deduct up to 10%
of taxed income for setting up their scientific and technological development funds. In the case if
enterprises not set up this fund but spend for scientific and technological activities, these expenses
can be deducted if they meet conditions for deduction.

Thirdtly, preferential tax rates. Currently there are three preferential tax rates: 10%, 15% and 17%:
e [0% rate for 15 years is applied to:

- Incomes of the enterprise from execution of new projects of investment in extremely disad-
vantaged areas, economic zones, hi-tech zones.

- Incomes of the enterprise from execution of new projects of investment in: scientific re-
search and technology development; application of high technologies given priority according to
the Law on High Technology; cultivation of high technology, cultivation of high-tech enterprises;
venture capital investment in development of high technologies on the list of high technologies
given priority; investment in construction, operation of facilities for cultivation of high technolo-
gies, cultivation of high-tech enterprises; investment in development of water plants, power plants,
water supply and drainage system; bridges, roads, railroads, airports, seaports, air terminals, train
stations, and other particularly important infrastructural works decided by the Prime Minister;
software production; manufacture of composite materials, light building materials, rare and valu-
able materials; production of renewable energy, clean energy, waste-to-energy process, develop-
ment of biotechnology.

- Incomes of enterprises from execution of new projects of investment in environmental pro-
tection, including: manufacture of environmental pollution reduction devices, environment moni-
toring and analysis devices; pollution reduction and environmental protection; collection, treat-
ment of wastewater, exhaust, solid wastes; recycling or wastes.

- High-tech enterprises, agriculture enterprises applying high technologies as prescribed by
the Law on High Technologies.

- Incomes of enterprises from execution of new projects of investment in manufacturing (ex-
cept for manufacturing of products subject to special excise tax and mineral extraction projects)
that satisfy any of the following criteria:

+ The project’s initial capital is at least VND 6,000 billion disbursed within 03 years from the
date of investment license according to regulations of law on investment, and the total revenue is at
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least VND 10,000 billion per year after not more than 3 years from the first year in which revenues
are generated by the project (the enterprise must has a total revenue of at least VND 10,000 billion
per year in the 4th year from the first year in which revenues are generated).

+ The project’s initial capital is at least VND 6,000 billion disbursed within 03 years from the
date of investment license according to regulations of law on investment, and project regularly has
over 3,000 employees after not more than 3 years from the first year in which revenues are gener-
ated by the project (the enterprise’s annual average number of employees is at least 3,000 in the
4th year from the first year in which revenues are generated).

- Incomes of an enterprise from execution of projects of investment in manufacturing (except
for manufacturing of products subject to special excise tax and mineral extraction projects) whose
capital is VND 12,000 billion or over, using high technologies that must be appraised in accor-
dance with the Law on High Technologies, the Law on Science and Technology, and capital of
which is disbursed within 05 years from the date of investment licensing.

- Incomes of an enterprise for execution of a new project of investment in manufacturing of
products on the list of ancillary products given priority that satisfy any of the following criteria:

+ Ancillary products are meant to support high technologies according to regulations of the
Law on High Technologies;

+ Ancillary products are meant to support manufacturing of: textile and garment; leather and
footwear; electronics and IT products; manufacturing of cars; fabricating mechanics that, up to
January 01, st 2015, they can not be manufactured in Vietnam or can be manufactured in Vietnam
and satisfy technical standards of EU or equivalent standards.

o [0% tax is applicable throughout the operation duration to:

- Incomes of enterprises from socialized education and training, job training, health care, cul-
ture, sports and environmental protection activities (below referred to as socialized fields).

+ Incomes of enterprises from the implementation of projects on investment and trading in
social houses for sale or lease to or hire-purchase.

+ Incomes of publishing houses from publication activities in accordance with the Law on
Publication.

+ Incomes of press agencies from printed newspapers (including advertisements on printed
newspapers) in accordance with the Law on Publication.

+ Incomes of enterprises from planting, cultivating, protecting forests; farming, husbandry,
aquaculture in disadvantaged areas; forestry in disadvantaged areas; production, propagation and
cross-breeding of plant varieties, animal breeds; production, extraction, and refining of salt; invest-
ment in post-harvest preservation of agriculture products; preservation of agriculture products,
aquaculture products, and foods, including direct investment in preservation and lease of preserva-
tion equipment.

- Incomes of cooperatives engaged in agriculture, forestry, fisheries or salt production and
not located in geographical areas with difficult or particularly difficult socio-economic conditions.
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e /5% tax rate: is applied to incomes of enterprises from farming, husbandry, processing
of agriculture and aquaculture products in areas other than disadvantaged areas and extremely
disadvantaged areas.

o [7% tax rate for 10 years is applied to:

+ Incomes of enterprises from the implementation of new investment projects in geographical
areas with difficult socio-economic conditions;

+ Incomes from enterprises from the implementation of new investment projects on production
of hi-class steel, energy-conserving products, machinery and equipment for agriculture, forestry,
fisheries and salt production, irrigation and drainage equipment, livestock and aquatic animal feed;
and development of traditional crafts and trades (including building and development of traditional
handicraft production, farm produce and food processing and production of cultural products);

o [7% tax rate is applicable throughout the operation duration to people’s credit funds, co-
operative banks and micro-finance institutions.

Fourthly, tax holidays

- Tax exemption for 4 years and 50% tax reduction for the next 9 years are applied to incomes
which applied 10% rate for 15 years, for incomes of enterprises from socialized education and
training, job training, health care, culture, sports and environmental protection activities and High-
tech enterprises, agriculture enterprises applying high technologies.

- Tax exemption for 2 years and 50% tax reduction for the next 4 years are applied to
incomes which applied 17% tax rate for 10 years and incomes of enterprises from the imple-
mentation of new investment projects in industrial parks (except industrial parks in favorable
socio-economic conditions).

2.1.2. Tax policy for innovative individuals start - up

When individuals start - up business activity, they have to pay personal income tax on
percentage on turnover. Currently, the percentages to turnover are:

- Distribution, supply of goods: 0,5%;

- Service provision, construction exclusive of building materials: 2% (except for Asset lease,
insurance brokerage, lottery brokerage, multi-level marketing brokerage: 5%);

- Manufacturing, transport, services associated with goods, construction inclusive of building
materials: 1,5%:;

- Other business activities: 1%.
2.2. Tax policy for investors in start up businesses

Vietnam has no specific regulations on tax policy for investment activities for startups. The
tax policy for investors investing in startups is the same as investing in any other business.

- For institutional investors, when contributing capital to an innovative start-up enterprise
receiving income after the capital-contributing unit has paid CIT, they are entitled to CIT exemption.
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When the investor transfers the capital, the income from capital transfer will be subject to CIT with
20% rate.

- For individual investors:

(1) When investing in a company, individual receives income from capital investments, this
income will be subject to PIT with rate 5%.

(1)) When transferring capital: For resident person: income from capital transfer will be
subject to PIT with rate 20% on the income from from capital transfer. For securities transfer, PIT
is calculated 0,1% on the selling price. For resident person: income from capital transfer will be
subject to PIT with rate of 0,1% on selling price.

2.3. Tax policy for start - up support organization

Incubators can provide businesses with a low-cost (or free) environment, support and
supplement the necessary knowledge, skills and resources, reduce investment and business risks,
reducing the risk of bankruptcy for startups, so creating favorable conditions for the establishment
and development of incubators is essential to support startups. In Vietnam there are some tax
incentives for start-up support organizations such as tax incentives for technology incubators. The
Prime Minister issued Decision 1193/QD-TTg on piloting a number of specific mechanisms and
policies for the development of Vietnam-Korea Industrial Technology Incubator in Can Tho City.
The Ministry of Finance issued Circular 214/2015/TT-BTC dated 31/12/2015 Guiding preferential
mechanisms and policies on state budget support, tax and development investment credit of the
State according to Prescribed in the Decision 1193/QD-TTg of the Prime Minister on piloting a
number of specific mechanisms and policies for the development of Vietnam-Korea Industrial
Technology Incubator in Can ThoCity. Tax incentives for nurseries include:

- Imported goods that cannot be domestically produced: machines, equipment, spare parts,
supplies and means of transport; domestic technology has not been created; documents, books,
newspapers, scientific journals and electronic information sources on science and technology of
importing enterprises to directly serve the technology incubation activities at incubator are exempt
from import duty.

- Incomes of enterprises implementing new high-tech incubation projects in incubator fields or
incomes from the execution of new high-tech investment projects on the list of technologies Priority
is given to development investment (in accordance with the Law on High Technology), which are
successfully created at incubator and are subject to a preferential CIT rate of 10% for 15 years and tax
exemption for 4 years and reduction of 50% of payable tax amount for the next 9 years.

2.4. Limitations of tax policies for start-up activities

Currently in Vietnam, startup activities have not been given higher tax incentives than other
business activities.

Firstly, there has not yet a specific policy for start-up enterprises in general, regulations on tax
policies for start-up enterprises in particular. Currently, only the SME Support Law was enacted in
2017 and Decree No. 39/2018 / ND - CP dated March 11%, 2018 detailing the SME Support Law.
Although the SME Support Law provides for tax and accounting support for SMEs, there are no
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regulations for start-up enterprises. Decree No. 39/2018 / ND - CP also did not mention this issue.
Besides, the regulations on venture capital funds have not been stipulated. Although Decree No.
39/2018 / ND-CP dated March 11, 2018 has detailed provisions on investing in innovative start-up
SMEzs, there are no specific provisions on investors’ tax obligations.

Secondly, although there has been a preferential treatment in tax rates for start-up enterprises
in the SME Support Law, the tax policy has not discriminated in the direction of giving higher tax
incentives for start-up enterprises. Specifically, the current corporate income tax rate applicable
to startups is as common as any other enterprise, at 20%. The preferential tax rates or exemption
or reduction of corporate income tax for a limited period of time for income from activities of
a number of industries and sectors entitled to incentives are the same as any newly established
enterprises from new investment projects.

Thirdly, there is no specific tax policy for investors investing in start-up businesses when
transferring capital. Tax policy stipulates tax for each capital transfer, each sale of securities for
investing in any enterprise then transferring capital. Investing in innovative startups carries a high
level of risk, as the transfer of capital may result in returns from a number of deals, but may result
in losses in many other investments. Tax policy has not yet been set to allow investors to offset
losses from investing in some start-ups with profits from investing in some other start-ups. This
has a certain effect on attracting foreign investment capital into start-up businesses.

The regulations on personal income tax for individual investors investing in start-up
businesses have not received any incentives yet they still provide general regulations for
individuals earning income.

Fourthly, specific policies and mechanisms for new Incubators are in the pilot application
stage, applied to Vietnam-Korea Industrial Technology Incubator in Can Tho City, which have not
been widely applied to all Incubators in general.

3. SOME RECOMMENDATIONS

Firstly, tax incentives for innovative start-up businesses and innovative start-up individuals
are much higher than for other businesses. Specifically:

- Applying a CIT rate for innovative start-ups lower than other small and medium-sized
businesses. In Vietnam, in the coming time, while the general corporate income tax rate is 20%,
the corporate income tax rate for innovative startups should be 15%.

- Allow innovative start-ups businesses and innovative start-up individuals to be exempt from
income tax during the first 5 years of operation.

The application of lower corporate income tax rates to innovative startups, the income tax
exemption for a period of start-up activities may have the following effects:
- Positive impact:

+ Contributing to support innovative and creative start-up businesses, creating conditions for
them to accumulate capital to develop production and business, improve the competitiveness of
businesses, which is the premise help startups innovate and develop.
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+ Creating motivation to set up more and more innovative and creative start-up businesses.
Because when the corporate income tax rate decreases, the after-tax profit of startups increases,
helping businesses increase capital accumulation, thereby increasing investment. When reducing
the CIT rate, extending the tax exemption and reduction period, it will be an incentive to realize
creative ideas and encourage the establishment of more and more startups.

- Negative impact: The reduction of general corporate income tax rates and the extension
of the period of exemption and reduction of CIT for innovative and creative start-up businesses,
in the short term, will reduce the collection of corporate income tax, leading to the reduction of
general state budget revenue, this also has adversely affecting the implementation of state budget
spending commitments. However, the reduction in revenue from startups support will probably be
offset by indirect taxes and other budget revenues, as once the development of start-up businesses
is able to spend more. Moreover, in the long term, as the development of new start-up businesses
develops, they will contribute to the increase in income from the CIT in the next period due to the
fact that startups have resources to reinvest and develop production and business.

Secondly, tax incentives for investors investing in innovative startups: should study the plan
to allow investors to be exempt from income tax from capital transfer at startup businesses, in case
the startup businesses have not had taxable profits yet, extending the period of carrying forward
losses of 7 years from the year following the year when losses arise. In addition, it is advisable
to study the plan to allow investors to offset losses from investing in start-up projects with other
investment projects.

- Positive impact:

+ The characteristics of innovative and creative start-up activities are highly risky, the
possibility of profitability is uncertain, and there are also many non-profit startup businesses in the
first years of operation. Limiting the period of 5 years of loss transfer will cause certain difficulties
for startup businesses and make investments in startup businesses unattractive. The amendment of
the CIT Law, which stipulates that allowing a startup business to carry forward losses up to 7 years
of loss transfer, instead of the current 5-year loss transfer period, will have a positive impact on
ensuring maximum support for the startup businesses.

+ An investor may invest in several innovative and creative startup projects and some of them
may only have a few profitable operations, and there may be many large losses. An investor can not
only invest in creative startup projects and may also invest in other investment projects at the same
time. If it is not allowed to offset the losses from investing in start-up projects with other projects,
it will not work to attract investment. Amending the Law on Corporate Income Tax, which allows
the clearing of losses of investment projects for start-ups with other projects will reduce the risks
for investors, encourage investors to invest capital in startup businesses.

- Negative impact: The prolongation of the time of loss transfer, the permission to offset
losses of investment projects for start-up with other projects, may affect the reduction of state
budget revenues. Moreover, the prolongation of the time of loss transfer can be taken advantage
of, may create a dependence mentality of startup businesses that rely on the support of the State,
do not try to rise up to operate more effectively, not only exit losses but also be profitable.
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Thirdly, stipulate personal income tax exemption for income that individuals receive from
research and development (R&D) activities in innovative and creative start-ups.

- The positive effect: The personal income tax exemption will work to create an incentive for
individuals to carry out innovative research, thereby contributing to improving the operational
efficiency of these startup businesses.

- Negative impact: does not guarantee the fairness of tax obligations among individuals who
receive income from various activities. In addition, the negative impact is to reduce the state
budget revenue.

Fourthly, supplement the regulation that innovative and creative startup entrepreneurs are
entitled to a 50% reduction of payable personal income tax, equal to the personal income tax
incentives for high-tech human resources working in Information technology field according to the
Government’s Resolution 41 in 2016.

- Positive impact: Encouraging individuals to start a business.

- Negative impact: does not guarantee the fairness of tax obligations among individuals who
receive income from various activities. In addition, the negative impact is to reduce the state
budget revenue.

Fifthly, supplement the tax exemption policy for income from surplus capital, transfer of capital,
transfer of right to contribute capital, at innovative and creative start-up businesses, in the case when
the business has not yet started taxable profits. Applicable to investors, especially angel investors in
the fields of encouraging development such as information technology, nano technology... because of
the main driving force, leading the economy during the Industrial Revolution 4.0.

- Positive impact: Allowing the above-mentioned incomes to be exempted from tax will have
the effect of encouraging investment in innovative and creative start-up businesses, especially
important enterprises, having a leading role in the economy. The increase in investment in these
businesses will create the foundation for these businesses to survive and develop, thereby creating
momentum for the entire economy to develop.

- Negative impact: in the short term, tax exemption will reduce state budget revenue.

Sixthly, simplify tax administrative procedures. Let tax incentives give real meaning to entre-
preneurship, besides the amendment of tax policy, it is necessary to simplify the procedures and
conditions so that the incentives for start-up activities actually have practical effects. Tax authori-
ties also need to strengthen more to guide businesses to implement tax procedures to make it more
convenient for businesses.
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THE IMPACT OF INFORMATION DISCLOSURE ON FINANCIAL RISK:
CASE STUDY IN LISTED CONSTRUCTION FIRMS IN VIETNAM'S STOCK MARKET

Diem Thi Thanh Hai’, Nguyen Ha My™, Nguyen Thi Anh Thi™, Bui Minh Trang™

ABSTRACT

This article presents the status of information disclosure and financial risk situation in listed companies in
construction industry in Vietnam. With that viewpoint in mind, the researchers investigate the relationship
between the amount of information disclosed with financial risks that such companies may face by studying
thoroughly the impacts of the amount of financial information (FI) and non-financial information (NFI)
on the quick ratio (QR). The results show that: the more information is published, the more effective the
quick solvency of enterprises will be, which contributes in reducing financial risks. On that basis, the authors

propose solutions to advance the information disclosure activities on Vietham'’s stock market.

Keywords: Information disclosure, financial risk, liquidity risk, listed companies, construction industry

1. INTRODUCTION

Information disclosure is commonly believed to contribute to information transparency, there-
by reducing financial risks. However, this is still a contentious issue. On a global scale, this field
has not witnessed much professional and in-depth contribution. Study of Truong H. Trinh, Thai
T. T. Duyen and Nguyen T. Thao (2015) — “The Impact of Corporate Governance on Financial
Risk in Vietnamese Commercial Banks”. International Journal of Economics and Finance, Vol.7,
No.7) indicates directly that businesses with excellent corporate governance and risk manage-
ment capability will publish more information than poorly managed ones. Information disclosure
is mainly considered in relation to the cost of capital - Wang (1993); Akins, Ng, & Verdi (2012);
Armstrong, Core, Taylor & Verrecchia (2009) or in correlation to the company’s market value as
research by Qiu (2016).

By studying the relationship between the information disclosure and corporate financial risks
with the case study involved in listed companies in construction sector in Vietnam, we would like
to contribute a piece of research on the theme and discuss about related current issues in an emerg-
ing market like Vietnam. We selected the data in the listed construction joint stock companies in
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Vietnam since this is a market-sensitive industry with large-scale enterprises, favorable informa-
tion transparency and strict compliance with law on information disclosure. In addition, such firms
are now facing financial risks, including market risks (42.4% of total enterprises), credit risks
(30.3% of total enterprises) and liquidity risks (27.2% of total enterprises). Since then, the authors
decide to do a research on the relationship between information disclosure and financial risks,
specifically liquidity risk, in order to assess the direction and extent of the impact of information
disclosure on financial risks of listed Vietnamese construction companies.

The structure of our study included into 4 following sections: Introduction, Data and
methodology, Findings and discussion, Conclusion

2. DATA AND METHODOLOGY

2.1. Theoretical basis
2.1.1. Definition of Information disclosure on stock market

Information disclosure is one of the basic principles in the operations of the stock market. In-
formation disclosure is understood as informing the public of all information related to the opera-
tion of securities issuing organizations, listed organizations, public companies, ... and information
about the market situation.

2.1.2. Definition of financial risks

- Risk: is a random (measurable) event that appears as an actual result which is not the same
as expected (planned) result.

- Financial risk: is the type of risk stemming from the capital structure and changes in prices,
interest rates, exchange rates that make changes in profitability rates during the operation of en-
terprises.

2.1.3. The theory of Information disclosure
- Representative theory:

This is the theory developed by Jensen and Meckling in a 1976 publication, studying about
the relationship between the authorizing party and the authorized party. Information asymmetry
is emphasized in this theory, whereby agency costs and information asymmetry arise due to the
separation between ownership (investors) and control (manager). According to this theory, firm
size, financial leverage, profitability, listing issues and management structure affect the level of
information disclosure of businesses.

+ Managers and shareholders’ relationship: The solutions to reduce authorization costs is
encouraging managers to maximize the company’s market value and maximize company profits
through contracts between shareholders and managers. Most of these bonus schemes are based on
accounting numbers, therefore, managers will seek to impact the financial statements through the
application of accounting policies to achieve the personal benefits.

+ Shareholder and creditor relations’ relationship: In order to reduce authorization costs, cred-
itors may include limited terms such as: controlling dividends, controlling investment activities,
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requesting information for contracts. supervise the situation of business activities. The use of such
restrictive provisions must be based on the enterprise’s accounting data. Therefore, managers will
find ways to apply accounting policies when preparing financial statements, which are most ben-
eficial to businesses if the enterprises are close to violating loan contracts.

Representative theory states that conflict will arise when there is incomplete and asymmetric
information between the subject and the representative in the company. Both parties have dif-
ferent interests and this problem is mitigated by using appropriate mechanisms to minimize the
divergence of interests between shareholders and managers, through implementing appropriate re-
muneration for managers, and establishing effective monitoring mechanism to limit the abnormal
behavior or self-interest of the company manager.

- Signal theory:

Signal theory describes the behavior of a party which holds information and announce its
signals to the market and the other party using that information. This theory shows that companies
with higher profitability tend to disclose more information.

- Political costs theory:

This theory was first introduced by Watts and Zimmerman in 1978. Its content is: Big busi-
nesses will have greater political costs than small businesses, companies will disclose more infor-
mation to reduce this type of costs. The study argues that the importance of political costs depends
heavily on firm size. Firm size is a proxy for political attention. The theory states that managers
can make decisions that affect the interests of the company based on the information published by
the company. According to Lang and Lundholm (1993), a large amount of information disclosure
will increase profitability, thus avoiding liability as well as a justification for the level of profit-
ability of the company. Political costs and the competitive environment also affect the level of
profit management, the relationship between political costs and the level of profit management in
information disclosure has been presented through studies of Cooke, TE, (1989), Dumontier, P.,
and B. Raffournier (1998), Inchausti, BG (1997).

- Capital needs theory:

Companies aim to attract external financing to increase their capital, either by debt or equity.
The theory of capital needs shows that increasing the level of disclosure helps to achieve the com-
pany’s need for low-cost capital mobilization (Choi, 1973). The relationship between the level of
disclosure and the cost of capital is thought to be positive; the higher of the level disclosure, the
lower the cost of capital. However, as Botosan (2006) emphasized, “another line of research indi-
cates that certain types of information published may have the opposite eftect”.

- Cost of ownership theory:

The theory of cost of ownership shows that the reason is considered the biggest barrier affect-
ing the disclosure of information of enterprises: that is the position in competition of enterprises.
Small-scale enterprises, if disclosing a large amount of information or publishing more informa-
tion, will adversely affect their competitive advantage in the market.

- Information economic theory:
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This theory has been applied since the 1970s, to assess the extent to which financial markets
as well as other institutions process and communicate information (Stiglitz, 2008). This theory
was formed on the basis of three classic studies by Akerlof (1970), Spence (1973), and Rothschild
and Stiliglitz (1976). The information economics theory is very suitable for application in empiri-
cal studies on voluntary information disclosure because it explains the phenomenon of voluntary
information processing enterprises to reduce information asymmetry between managers and own-
ers. In addition, it reduces the costs of stock trading transactions, minimizes the estimated risks (in
terms of profit and cash flow) of investors, thereby reducing capital costs (Diamond & Verrechia,
1991; Botosan). 1997; Healy & Palepu, 2001). Furthermore, although voluntary information dis-
closure is basically intended to reduce information asymmetry arising from management represen-
tation for owners, the disclosure of this information always faces a cost barrier. (Meek, Roberts &
gray, 1995; Depoers, 2000; Shi, Magnan & Kim, 2002). As such, it is reasonable to assume that
firms only provide optional information, if the benefits outweigh the costs associated with the dis-
closure of such information (Hayes & Lundholm, 1996; Shi et al., 2012).

2.2. Data and methodology

The study involved 74 listed companies in Vietnam construction industry in 7 years from
2011-2017, which went through 3 periods of economic changes. We assessed the level of firm’s
risk in relationship with information disclosure through the correlation regression method and
necessary tests.

The financial statement data of the enterprise is collected from the website Cafef.vn; Co-
phieu68.vn; Vietstock.vn and the homepage of businesses. The industry averages are aggregated
based on the financial figures of 74 companies in the sample and based on specific grouping crite-
ria. In addition, a combination of traditional methods is taken into this research, such as: statistical
analysis, comparison, synthesis,... on the basis of dialectical materialism and historical material-
ism so as to examine, assess and solve problems raised in this study.

% Variables used in the model

Table 1: Variables used in the model

Variable Name of Variable Data types Unit
types
Dependent . . . .
variable Quick ratio (QR) Decimal Times
The amount of financial information (FI) and non- Decimal Ttems
financial information (NFI) published every year
. Million
o o Total assets (TA) Decimal VND
" e‘fe“ en Debt/Equity ratio (D/E) Decimal Times
variables - 5 .
Earnings before interest and taxes/Total assets ratio Decimal Times
(EBIT/TA)
Effectiveness of assets use efficiency (EAU) (Total Decimal Times
Income/Total Assets)
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¢ Baseline model
QR=B,+f, FI+p, NFI+p, In(TA) + B, DE +f_ EBITTA+ B, EAU +e,

The researchers performed logarithm of Total asset (TA) and created the variable SIZE =
In (TA) to have a consistency because the unit of this variable is million, while the unit of other
independent variables is times.

Then, we have:

Model 1:

QR=B,+p, FI+p, NFI+p, SIZE +f, DE +f. EBITTA+ i, EAU + e,
(e, error with standard normal distribution, varies with i and t).

Descriptive statistics and correlation matrix between variables

- Descriptive statistics

Table 2: Variables descriptive statistics in the model

Variable | (b= Mean 3td. Dew Min Max
____________ o ] ] ] T ] ] " " " T " ! S B S o T
O | 518 .9085328 . B308155 .04 3.89

SIZE | 518 13.03014 1.410354 9.547384 17.22088

FI | 5l1a 18.1621% 17.598142 1 121

HNFI | 51s 9.202703 7 .055148 1 48

EBITTA | 518 .0915785 .1711678 - .6B855368 1.781574
____________ +________________________________________________________
EAD | 5l1s 1.22157s 1.25%8211 001987 15.1343

DE | 518 1.723038 11.54371 -154.5166 90.02447

Source: Results of running Stata Software

Table 3: Correlation matrix between variables

FI NFI EBITTA EATT DE SIZE

0.205% 1.0000

0.0131 0.1136

EAD -0.10%8 -0.0403 0.5773 1.0000
0.0124 0.3572 0.0000
DE 0.0300 0.0178 0.003% -0.0032 1.0000
0.4595% 0.56864 0.9252 0.9414
3IZE 0.4922 0.2186 -0.0368 -0.2655 0.10587 1.0000

[

+

I

I

I

I

I

I

EBITTA | 0.10%0 0.0696 1.0000

I

I

I

I

I

I

I

I

I

| 0.0000 0.0000 0.1966 0.0000 0.0125
[

Source: Results of running Stata Software

The correlation coefficient among variables in the model is determined to predict the direction
of the impact. As the table above, the variables are correlated with each other at the 1% significance
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level as variables NFI and FI, variables SIZE and FI; variables SIZE and NFI; SIZE and EAU.
However, the correlation level is not strong, the correlation coefficient among variables is less
than 0.6 and this level is acceptable. Therefore, multi-collinearity is less likely to occur when

performing regression models.
3. FINDINGS AND DISCUSSION

The legal framework for information disclosure on Vietnamese stock market, which all
enterprises must follow, is close and progressive to that one in the world. However, for mandatory
disclosure, according to the survey of the actual quality of the administration of periodic information
disclosure of listed construction companies in Vietnamese stock market, we discover the following
issues: The content of information on financial statements must be disclosed in accordance with
regulations is still incomplete; the truthfulness of published information has not been ensured - there
is a significant difference of financial data before and after auditing together with the announcement
of ignorance and even failure to publish extraordinary information; several companies have not
yet implemented information disclosure timely. For voluntary information disclosure, those firms
have announced very little. Only 5-10 out of 30 businesses issue voluntary information, but only
3-5 news per year, accounting for only 1-2% of the total amount of information published by
enterprises. Besides, voluntary quality of information disclosure is quite low.

Current financial risk situation

Financial risks consist of market risk (including exchange rate risk, interest rate risk and price
risk), credit risk and liquidity risk. According to the survey results on the rate of financial risks
collected from the annual report of listed companies in construction industry, we found that market
risk is the issue that most enterprises have to deal with. Indeed, since the construction industry
is directly affected by changes in the financial market and the macroeconomic situation, the
unfavorable fluctuations of the economy may lead to a decline in liquidity capability of the market
as well as adversely affect the selling price of projects’ products. In addition, such companies have
to face credit risks - as the partners do not meet the repayment obligations in the contract, causing
financial losses for the company, and liquidity risk - as many businesses have lots of receivables,
leading to capital backlog and payment difficulty.

Estimating and testing models

Pre-adjustment model according to fixed effect regression - FEM
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Table 4: Result of running re-adjustment model according to fixed effects regression - FEM

QR| Coef 5td.Emx t Pzt [95% Conf Interval]
e
SIZE | -323529 0881032 -3.67 0000 -4966867 -1503714
FI| .0025808 .002679% 096 0336 -0026836 0078472
NFI| .004836 004736 1.02 0310 -0045114 0141834
EBITTA | 2708136 2866531 094 0345 -292573 8342001
EAU | -0068899 0447608 -0.15 0878 -0948625 0810827
DE| -001246 0021028 -0.59 0534 -0033788 0028869
_cons | 5.018347 1.157566 434 0000 2743472 7293621
o
sigma_u | 72390047
sigma_e | 50106293
tho | 67608647 (fraction of vanance due to u_1)

Ftestthatallu =0: F(73.438)= 1196 Prob =F =0.0000
Source: Results of running Stata Software

- Re-adjustment model according to random effects regression —- REM

Table 5: Result of running re-adjustment model according to random effects regression - REM

QR| Coef Std Exm z P=[z| [95% Conf Interval]

O

SIZE | - 1898092 0515398 -3.68 0.000 -2908254 -088793
FI| 0041396 0024446 1.65 0.090 -0006517 .0089309
NFI| .0039306 .0045503 086 0388 -0049879 0128491
EBITTA | 1316494 2615329 050 0615 -3809457 6442446
EAU| 0253332 0379002 067 0504 -0489498 0996162
DE | -0011577 0020882 -055 0579 -0052505 0029352
_cons| 3.229408 6764856 477 0.000 1903521 4555296

o
sigma_u | 64533661
sigma_e | 50106293
tho | 62388725 (fraction of vanance due to u_1)

Source: Results of running Stata Software
- Hausman test to choose the model
chi2(6) = (b-B)’[(V_b-V_B)*(-1)](b-B)
= 8.58
Prob>chi2 = 0.1989

Source: Results of running Stata Software



32 INTERNATIONAL FINANCE AND ACCOUNTING RESEARCH CONFERENCE

Because p-value > 0.05, the researchers conclude that there is no difference between the FEM
fixed effects model and the REM random effects model statistically. This result also shows that the
errors are not correlated with the independent variables in the model and using the random effects
model (REM) will be more effective.

- Test for the model specifications
- Test for the presence of multicollinearity

Table 6: Testing for the presence of multicollinearity

Vanable | VIE 1VIF
_____________ e
EAU | 165 0607251
EBITTA | 1.58 0.633037
SIZE | 1.45 0.690093
FI| 138 0.725693

NEFI| 1.07 0.934463
DE | 1.01 0986427
_____________ e

Mean VIF | 1.36

Source: Results of running Stata Software

The test shows the variance inflation factor (VIF) of all variables are lower than 10, which
means there is no presence of multicollinearity in the model.

+ Test for the presence of heteroscedasticity

Table 7: Test for the presence of heteroscedasticity in model REM

Breusch and Pagan Lagrangian multiplier test for random effects

QR[Firml.t] =Xb + u[Firm1] + e[Fum] .t]
Estimated results:

| Var sd =sqrt(Var)
_________ A e e
QR | 6902543 8308155
e| 2510641 5010629
u| 4164593 6433366

Test: Var{u)=10
chibar2(01) = 549.57
Prob = chibar2 = 0.0000

Source: Results of running Stata Software
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The command xtestO was in use to test for the presence of heteroscedasticity. The result table
indicates P-value is lower than 0.05, which means heteroscedasticity is detected in the model.

+ Test for the presence of autocorrelation

Table 8: Test for the presence of autocorrelation

Wooldridge test for autocorrelation in panel data
HO: no first-order autocorrelation
F(1,73)= 24.770
Prob>F=  0.0000
Source: Results of running Stata Software

The test shows the P-value is lower than 0.05, which means there is presence of autocorrelation
in the model.

- Model after adjustment

The research team use robust standard error method to fix specifications in the model.

Table 9: Random effects model after adjustment

| Robust
QR| Coef Std Em. z P=z] [93% Conf Interval]
U
FI| .0041396 .0018382 225 0.024 0005368 .0077424
NFI| 0039306 0041468 095 0343 -004197 .0120582
SIZE | - 1898092 0612834 -3.10 0.002 -3099225 -.0696959
DE | -.0011577 .0012282 -0.94 0346 -0035648 .0012495
EBITTA | 1316494 3089664 043 0670 -4739136 7372124
EAU | 0253332 0571113 044 0637 -0866029 1372693
_cons | 3.229408 8290364 390 0.000 1604487 4854329
O
sigma_u | 64533661
sigima_e | 50106293
tho | 62388725 (fraction of vanance dueto u_1)

Source: Results of running Stata Software

From the results of the selected model, it is possible to conclude the impact of factors on the
quick ratio of construction enterprises as follows:

Based on the results of the table above, it can be seen that the variables which are statistically
significant and have an impact on the ability to Quickly QR payment, are the amount of financial
information published - FI (significance level of 1%) and the Total assets has been logged, which is
symbolized as SIZE. The impact of these two margins on the quick ratio of construction enterprises
is as follows:
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- The amount of published financial information (FI) has a positive relationship with the quick
ratio of construction enterprises (significant level of 1%). The impact of the amount of financial
information published - FI on quick ratio can be stated as follows: This ratio will increase by
0.0041396 units in the condition of the amount of financial information published increased
by 1 unit.

- The total assets of the enterprise have a negative relationship with the enterprise’s quick
ratio (significance level of 1%). This means that when the total assets increase by 1%, the QR

decreases = 0.0019 units.
Analysis results for baseline model 2

The researchers perform logarithm of 3 variables: Total Assets (TA), the amount of
financial information published (FI) and the amount of non-financial information published
(NFI).

QR =P, +p, InFI+p, InNFI +p, InTA+p, DE +f EBITTA+f, EAU +e,
In which:

- SIZE = In(TA)

- FID = In(FI)

- NFID = In(NFI)

Then, we have:

Baseline Model 2:

QR=B,+p8, FID+p, NFID +f. SIZE + B, DE + . EBITTA+ B, EAU + ¢,
(e,: error with standard normal distribution, varies with i and t).

Descriptive statistics and correlation matrix between variables

From the above tables (Table 2,3), it can be seen that the quick ratio (QR) of listed
construction companies in the period of 2011 - 2017 has an average value of 0.9085328, a
min value of 0.04 and a maximum of 8.89 units. For the independent variables, the amount
of financial information published after being logged has an average of 2,536881 units.
The average number of non-financial information after being logged is 1.974462 units. In
particular, the value of min in both variables is 0, this shows that some businesses only publish

1 financial / non-financial information a year. Besides, the debt to equity ratio (D/E) has an
average value of 1.723038; the SIZE variable has an average of 13,03014 units; the EBITTA and
EAU variables, respectively, have average values of 0.0915785 and 1.221576 units.

- Correlation matrix between variables
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Table 10: Correlation matrix between variables

| EBITTA EAU DE SIZE NFID FID

o

EBITTA | 1.0000

|
EAU| 05773 1.0000

| 0.0000
|

DE| 0.0039 -0.0032 1.0000
| 09292 09414

|
SIZE | -0.0568 -0.2655 0.1097 1.0000
| 0.1966 0.0000 0.0125

|
NFID | 0.0743 00262 -0.0053 02119 1.0000

| 0.0912 05518 09036 0.0000
I

Source: Results of running Stata Software

As the table above shows, the variables which are correlated with each other at the 1%
significance level are variables EAU and EBITTA, variables SIZE and EAU; variables SIZE
and NFID; variables SIZE and FID. However, the correlation level is not strong, the correlation
coefficient between variables is less than 0.6 and this level is acceptable. Therefore, multi-
collinearity is less likely to occur when performing regression models.

- Estimating and testing models

- Pre-adjustment model according to fixed effect regression — FE

Table 11: Result of running re-adjustment model according to fixed effects regression - FEM

QE | Coef Std Err.  t Pzt [93% Conf. Interval]
S
FID| .024034 045742 053 0.600 -0639107 1139787
NFID | 0468049 0446673 1.05 0295 -0409844 1345943
SIZE | -30274 .0833167 -3.55 0.000 -4704209 -.135039
EBITTA | 2635187 2868415 092 0359 -3002381 8272734
EAU | -.0009519 0445456 -0.02 0983 -0885016 .0865977
DE| -.0011754 0021075 -0.56 0577 -0053174 0029667
_cons| 4.678945 1.126782 4.15 0.000 2464375 6.893516
S
sigma u | 72186579
sigma e | 50133268
tho| 6744411 (fraction of varance due to u_1)

Ftestthatallu =0: F{73.438)= 12.08 Prob=F =0.0000

Source: Results of running Stata Software
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- Re-adjustment model according to random effects regression - REM

Table 12: Result of running re-adjustment model according to random effects regression - REM

QR| Coef Std.Ex. =z P=z| [95% Conf Intervall

S S

FID | 055105 .043413% 127 0204 -0299847 1401947
NFID | 0443364 0431178 1.03 0304 -0401729 _1288456
SIZE | -.1737864 0497852 -349 0000 -2713636 -0762092
EBITTA | 1314507 2618988 050 0616 -3818615 .6447629
EAU | 0296676 037897 078 0434 -0446092 1039444
DE | -001057 .0020931 -0.50 0614 -0051593 0030454
_cons | 2.8992 6527975 444 0000 161974 4178659

S

sigma_u | 64392791
sigma_e | 50153268
tho | 6238773 (fraction of variance due to u_t1)

Source: Results of running Stata Software

- Hausman test to choose the model
chi2(6) = (b-B)’[(V_b-V_B)*(-1)](b-B)
= 8.83
Prob>chi2 =  0.1831

Source: Results of running Stata Software

Because p-value> 0.05, the researchers conclude that there is no difference between the FEM
fixed effects model and the REM random effects model statistically. This result also shows that the
errors are not correlated with the independent variables in the model and using the random effects
model (REM) will be more effective.

After making necessary defect tests, the researchers found that the model suffered from
heteroscedasticity and autocorrelation. After implement of the adjusting model, only the SIZE
variable is statistically significant and affects the Quick ratio (QR) as follows: Negative relationship
with this ratio of the enterprise (significant level of 1%). This means that when the total assets
increase by 1%, the QR decreases = 0.00174 units.

Analytical results for baseline model 3:

The researchers perform logarithm of 3 variables: Total Assets (TA), Financial information
published (FI), Non-financial information published (NFI) and use log model.

QR =P, +pB, InFI+p, InNFI+B,InTA+p, DE +p. EBITTA+f, EAU+ B, In’FI +,
In’NFI + e,
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To facilitate the process of running the model and analyzing of the results, we create new
variables with the corresponding formula.

In which:

- SIZE =In(TA)

- FID = In(FI)

- NFID = In(NFI)
- FIDS = In’FI

- NFIDS = In>NFI
- Then, we have:

Baseline Model 3:

QR=P,+p, FID+p, NFID +p, SIZE +p, DE +_EBITTA+f, EAU +p_ FIDS +
B, NFIDS +e,

(e,: error with standard normal distribution, varies with i and t).
Descriptive statistics and correlation matrix between variables
- Descriptive statistics

Table 13: Variables descriptive statistics in the model

Vanable | Obs Mean Std. Dev. Min Max
o
QR | 518 9085328 8308155 04 8.89
NFID | 518 1974462 7117364 0 3.871201
FID | 318 2536881 8541823 0 4.795791
NFIDS | 318 4404089 2829605 0 149862
FIDS | 318 T7.163983 4453986 0 2299961

o S

SIZE| 518 1303014 1410354 9547384 17.22086
EBITTA| 518 0915785 .1711678 -6855368 1.781674
EAU| 518 1221576 1.298211 .001967 15.1843
DE | 518 1.723038 11.64371-154.6166 90.02447

Source: Results of running Stata Software
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Table 14 : Correlation matrix between variables

| EBITTA EAU DE FID NFID SIZE FIDS

|
EAU | 05773 1.0000

| 0.0000

|
DE | 0.0039 -0.0032 1.0000
[ 0.9202 09414

|
FID | 0.1793 -0.0900 0.0380 1.0000

[ 0.0000 0.0405 03879

|
NFID | 0.0743 -0.0262 -0.0053 0.1995 1.0000
[ 0.0012 05518 0.9036 0.0000

|
SIZE | -0.0568 -0.265> 0.1097 04490 02119 1.0000
[ 0.1966 00000 0.0125 0.0000 0.0000

|
FIDS| 0.1604 -0.1025 0.0397 09739 0.2190 04843 1.0000

[ 0.0002 00196 03672 0.0000 0.0000 O0.0000

|
NFIDS | 0.0810 -0.0341 00091 0.1928 09630 02313 02178
[ 0.0655 04380 0.8334 0.0000 0.0000 0.0000 O0.0000

Source: Results of running Stata Software

- Estimating and testing models
- Pre-adjustment model according to fixed effect regression - FEM

Table 15: Result of running re-adjustment model according to fixed effects regression - FEM

NFID | -.0128279 130078 -0.09 0927 -2861747 2605188
FID | -.0978773 16306287 -0.59 0.555 -4234072 2276325
NFIDS | 0139303 036737 043 06064 -0362534 088134
FIDS | 0263577 0347431 076 0448 -0419271 0946425
SIZE | -318093 0873355 -3.64 0000 -489744 - 1464419
EBITTA | 2570432 2875506 089 0372 -3081146 8222009
EAU | -0030128 0447261 -0.09 0930 -0918184 0830028
DE | -.001281 .0021139 -D.61 0.345 -0054357 0028736
_cong | 5.051334 1.203696 420 0.000 2.683366 7417102

sigma u| 72312137
sigma e | 50220983
rho | 67461172 (fraction of variance due to u 1)

Ftestthat allu i=0: F(73, 436)= 11.87 Prob = F = 0.0000

Source: Results of running Stata Software
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- Re-adjustment model according to random effects regression —- REM

Table 16: Result of running re-adjustment model according to random effects regression - REM

NFID | 0158464 .1371122 012 0.908 -2528885 2845813
FID| -106736 .1578908 -0.68 0499 -4161963 2027243
NFIDS | 0069621 .0359746 0.19 0.847 -0633468 077471
FIDS | 0347718 0327588 1.06 0.288 -0204344 0080779
SIZE | -.1862809 0511619 -3.64 0.000 -.2865563 -.0860034
EBITTA | 1191276 .262429 0.45 0650 -3952238 633479
EAU| 0283315 .0379638 0.75 0435 -0460761 .1027301
DE | -0011762 .0020961 -0.56 0.575 -.0052845 .0029321
_cons | 3252029 7300988 445 0.000 1.821061 4.682000

sigma u | 63070308
sigma e | 30220983
rho | 62669799 (fraction of variance due to u 1)

Source: Results of running Stata Software

Because p-value> 0.05, the researchers conclude that using the random effects model (REM)
will be more effective.

After making necessary defect tests, the researchers found that the model suffered from
multicollinearity, heteroscedasticity and autocorrelation. After implement of the adjusting model,
only Total Assets has negative relationship with this ratio of the enterprise (significant level of 5%).

4. CONCLUSION

The research investigates the impact of the amount of financial accounting information pub-
lished to financial risks of listed companies in construction industry on Vietnam’s stock market.
Research data includes 74 listed companies in the construction industry of Vietnam’s stock market
in the period 2011-2017. The thesis analyzed the influence of the amount of financial information
and non-financial information (FI and NFI) that listed companies disclose each year on quick ratio,
which represents firm’s financial risks.

The impact of the amount of financial and non-financial information published on the
quick ratio (representing financial risk in the listed construction companies) presented in
the three models above shows that the amount of financial information published has a posi-
tive relationship with the quick ratio of the enterprise, or in other words, this type of infor-
mation has an opposite relationship with the financial risks that businesses face. In terms of
the amount of non-financial information, in all three models, the amount of this one is not
statistically significant with the dependent variable — quick ratio. It is because the amount
of this type of information are still very modest and limited, it is not possible to conclude
about the relationship between information types and financial risks, requiring more studies
with larger and more in-depth samples to draw appropriate results.
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As conclusion from this research, we do believe that enterprises and related entities should have a
good sense of compliance with the regulations on information disclosure, enhancing voluntary informa-
tion and extraordinary information disclosure, actively implement and monitor information disclosure
procedures, improving internal audit and independent auditing activities. In the next context that all
listed companies must apply IFRS principles after 2025, information disclosure may produce a higher

level of transparency in stock markets in Vietnam and improve the control of firms’ financial risks.
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THE IMPACT OF THE GLOBAL FINANCIAL CRISIS ON BANK PROFITABILITY:
EVIDENCE FROM VIETNAM
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ABSTRACT

This paper investigates the effects of the global financial crisis on bank profitability in Vietnam. The paper
uses the return on assets (ROA) and the return on equity (ROE) as the bank profitability for the period from
2007 to 2018. By employing a sample of thirty commercial banks, the impact of the global financial crisis as
well as internal and external bank factors on profitability of the banking sector was analyzed. The results of
this research were obtained from the fixed effect model. The findings show that loan rate, liquidity assets,
capital structure, bank size have positive effects on both ROA and ROE of banks while operating expense is
strongly negative to ROA and ROE. Interestingly, this study finds that the global financial crisis (period 2007
—2011) have a significant positive impact on the bank profitability. Vietnamese banks have been relatively

less profitable after the crisis.

Keywords: financial crisis, profitability, banking system, fixed effects, loan, assets.

1.INTRODUCTION

The consequences of the global financial crisis require commercial banks in Vietnam improve
credit risk and operation strategies. Particularly, the absence of effective operation and credit risk
is one of the determinants that generated the current financial crisis. Higher capital requisites and
liquidity protections are targeted by supervisory bodies. Hence, there is global increase in the cost
of banking business. During the global financial crisis, the banking system and the government as
well cannot keep pace with the dramatical change of economic environment. Then, wrong decisions
were made. Many adverse things, which can harm economy, appear such as sharp growth of loan
level, high risk portfolios, absence of liquidity assets, high leverage, real estate bubbles, high
concentration of credit in particular sectors, etc. From the year 2007 to 2011, the credit growth
rates of banking system is extremely high, resulting high non-performing debt and the collation of
many commercial banks.
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Figure 1: Credit growth rate in Vietnam from 2007 to 2018
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The main objective of this study is to analyze the impact of global financial crisis and other
determinants of bank profitability in Vietnam from 2007 to 2018. As credit financing is the main
source of profit in banking industry in Vietnam. In Vietnam, companies’ capital relies heavily on
banking sector because of the weak role of stock market. As the result, companies, banks and the
government are more eager to push credit rate very high, especially from the year 2007 to 2011.

Most of studies consider bank profitability in case of internal and external factors. In our study,
when analyzing external factors, we consider the impact of global financial crisis, which carries
Dummy variable, to deeply understand which factor drive bank performance for that period.

The remainder of this paper is structure as follows. Section 2 reviews the relevant literature.
Section 3 outlines the data sources and methodology. Section 4 reports empirical findings. Finally,
Section 5 concludes the paper.

2. LITERATURE REVIEW

The market power hypothesis (MP), also referred to as the structure-conduct-performance
hypothesis (SCP). This theory was developed by Bain (1951), which was implied that in a market
with high concentration, banks are more likely to show collusive behavior and their oligopoly
rents would increase their profitability. High concentration meant less competition and hence
to higher profitability. In an empirical study, Karim et al. (2010) found the positive relationship
between industry structure and bank performance, which supported SCP theory. Lloyd—William et
al. (1994) also supported this theory for Spanish banks from 1986 to 1988. Another case of the MP
theory was the relative-market-power theory (RMP), which was pioneered by Smirlock (1985).
Smirlock supposed that bank with large share and well-differentiated products could control the
market and earning more. Largest bank with good brand name and high quality of service and
product could raise their price, thus gaining more profit.

Another theory of bank profitability was the structural efficiency theory (ES - efficient
structure), which was developed by Demsetz (1973). This theory states that if banks running
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their business more efficient than other, they can take over and dominate the market due to
the price cut. Anyanwaokoro (1996) insisted that bank profit played an important role when
customers decide to deposit their money in bank. A version of ES theory, X-efficiency version,
suggested that if banks improved their managerial efficiency and cut operating cost to reduce
the price, they could get more market share, and hence, more profitable. Another version of ES
theory, Scale-Efficiency version, insisted that a bank with large scale could reduce cost, thus
more profitable (Olweny and Shipho, 2011).

Many studies focusing on macroeconomic determinants on bank profitability, found that there
was positive relationship between bank profitability and macroeconomic factors, such as inflation
rate (Bikker and Hu, 2002). The global financial crisis and low interest rate in developed countries
caused the intensification of research concerning how monetary policy impacted on bank profitability.

Sufian (2011) analyzed the profitability of banks in Korea, while controlling for a set of bank
specific and macroeconomic determinants, including financial crisis factor. The result found that
Korean banks with lower liquidity levels tend to exhibit higher profitability. Furthermore, higher
diversification regarding banks’ income sources towards derivative instruments and other fee-
based activities shows a positive effect. The impacts of credit risk and overhead costs were always
negative whether macroeconomic and financial conditions controlled or not. Business cycle, par-
ticularly inflation, displayed a substantial pro-cyclical impact on bank profitability. The industry
concentration of the national banking system positively and significantly affected bank perfor-
mance. The impact of the Asian financial crisis was negative.

Khilji et al. (2010) estimate the impact of financial crisis on Pakistan banking system perfor-
mance from period 2000 to 2009. The estimated regression equation showd that profit is influenced
by net investment; net advances and operating fixed assets significantly. Borrowing from financial
institution, deposits and other accounts, number of employees also influenced profit but insignifi-
cantly. Financial crisis also had negative impact on profit but it is insignificant.

Gyulai (2017) analyzed the effect of the economic crisis on bank profitability in V4 countries
(including Czech Republic, Hungary, Poland and Slovakia) from 2005 to 2014, with special atten-
tion on the effects of the financial crisis. Using Fixed effect model, the paper concludes that per-
formance of the Hungarian commercial banks — at least in case of the profitability- was in a steady
decline and far away from the V3 numbers. There was no evidence that the higher profitability
delivers only advantages for the affected national economies. However it was presumed that the
interests of the shareholders had an effect on the quantity and quality of the debts, indirectly on the
development of the total economy.

Lindblom et al. (2010) examined the impact of the financial crisis on the profitability of Swed-
ish banks from 2007 to 2009. This study concluded that that, in general, banks had performed well
during the time period, with exceptions of credit losses, mainly from credit positions in the Baltic
countries. These results were also related to the use of the guarantee program imposed by the cen-
tral bank, which had shifted the banks from facing liquidity risk towards credit risk.

Amba and Almukharreq (2013) examined the impact of the financial crisis on profitability of the
Islamic banks and conventional banks in Gulf Cooperation Council (GCC) from 2006 to 2009. The
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results showed that the financial crisis had a negative impact on profitability of both Islamic and con-
ventional bank but the Islamic banks were more profitable than conventional bank during the financial
crisis but not statistically significant. It was also found that the Islamic banks had better capital structure
than the conventional banks during the financial crisis while the conventional banks had better liquidity
and liability ratios than the Islamic banks. No strong statistical evidence found that Islamic banking has
weathered the financial crisis than conventional counterparts in all performance measures.

Pawlawska (2016) examines the impact of banking-sector structure and macroeconomic
changes on bank profitability in the Polish banking sector from 1997 to 2012. This paper found
that foreign ownership and disintermediation had a positive effect on bank profitability in the
period 1997-2012. Another result was that bank profitability was strongly influenced by cyclical
developments and this paper finds a positive correlation between GDP growth and bank profit —
the same effect was found for CPI indices. Also, this paper found a negative correlation between
WIBOR 3M and bank profit. Finally, the crisis had a negative impact on bank profitability.

Caporale et al. (2016) examined the impact of the global financial crisis on the banking sec-
tor in the Middle East and North Africa (MENA) region, as well as the main determinants of the
profitability of both domestic and foreign banks during the period 2000-2012. The empirical find-
ings suggest that during the crisis, negative impact is investigated but the former outperformed the
latter in that region. As for the determinants of profitability, size does not appear to play a role,
whilst the liquidity ratio and net interest revenues seem to have a negative and positive effect re-
spectively; GDP has a positive effect in the case of domestic banks.

Mongid (2016) studies the impact of the global financial crisis on Islamic banks profitability from
MENA Countries. The study concludes that the financial crisis had a negative impact on profitability
of selected Islamic banks from the MENA region. Another conclusion is that profitability of Islamic
banks in the MENA countries is determined positively by asset size, equity to total asset, liquidity risk
and negatively by capital adequacy ratio, innovation. Positive and significant of asset size, underline the
viability of economies of scale and scope. Not well developed Islamic money market make the liquidity
position a hinder to profitability. The finding also indicates that regulatory capital ratios play negative
role in explaining the profitability of Islamic banks. Regulatory capital is merely serving an artificial
function in Islamic bank and does not always reflecting the strength of bank capital.

Tu Le (2017) investigates determinants of bank profitability of banks in Vietnam, while
controlling crisis factor for the period 2005 — 2015. The results show the persistence of profits
over time. More x-efficient banks appear to be more profitable, supporting the efficient-structure
hypothesis. The same is true for banks with greater lending specialization; for those with lower
liquidity risk; for more diversified banks; smaller banks; and for listed banks. The findings
also demonstrate that a less concentrated banking system improves bank profitability. Finally,
Vietnamese bank profitability is also affected by the economic growth and inflation and the impact
of financial crisis (period 2007 — 2008) is negative.

Nguyen Anh Tu and Pham Tri Nghia (2019) analyze the impact of bank-specific,
macroeconomic factor, financial structure on Vietnamese banks’ net interest margin (NIM) during
the period from 2005 to 2017. They use FEM (Fixed Effect model) to investigate factors of NIM.
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The findings show that credit risk, risk aversion and capital structure have positive impact on NIM,
while liquidity, operating expense and financial crisis (period 2007 — 2008) have negative impact.

3. DATA AND METHODOLOGY
3.1 Data sources

This research used panel dataset of 30 commercial banks in Vietnam. We collect bank-specific
variables from financial reports of 30 domestic Vietnamese commercial banks for the period from
2007 to 2018. The macroeconomic variables are collected from the State Bank of Vietnam and the
Vietnam Bureau of Statistics.

3.2 Methodology

To empirically test the effect of bank-specific and macroeconomic as well as global crisis
factors on bank profitability, we use both fixed effect method and random effect method. Then we
apply Haumans tests to select fixed effects or random effects. In case of problem with choosing
fixed effects or random effects when applying Hausman tests, we conduct Sargan — Hansen tests
to decide whether fixed effects or random effects are better.

Table 1: Variables summary

Variable Formula Notation
Return on assets Net income/total assets ROA

Dependent - - -
Return on equity Net income/equity ROE
Capital rate Equity/total assets CAP
Loan loss provision rate |Loan loss provisions/ total loans LLP
Loan rate Total loans/total assets LOAN
Bank size Log(total assets) SIZE
Deposit Deposit/total assets DEP

Independent Liquidity Cash and securities/total assets LIQUI
Interest expenditure Interest expense/ total debt INT
Operating expenditure Operating expense/total assets OPE
CRISIS DUMMY Takes a value of 1 for the crisis |[DUMMY

period and 0 otherwise

Inflation rate Inflation rate each year INFLAT
GDP growth rate GDP growth rate each year GGDP

Source: Author
4. EMPIRICAL RESULTS
4.1 ROA

Return on assets (ROA) is the simplest measure of bank profitability. It reflects the capability
of a bank to generate profits from its asset management functions. ROA represents how profitable
company assets are in generating revenue. A high ROA means that a bank has good operational
performance. Therefore it is frequently used as the key ratio for evaluation of bank profitability.
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Table 2: Determinants of ROA

Independent var. Coef. P>t [95% Conf. Interval]
Capital rate 0951925 0.000 0768554 1135296
Loan loss provision rate -.0414233 0.590 -.1925798 .1097332
Loan rate 0172211 0.002 .0065396 .0279025
Bank size 0041768 0.000 .0025829 .0057707
Deposit -.0042912 0.225 -.0112317 .0026493
Liquidity .0093353 0.100 -.0018054 020476
Interest expenditure -.0098273 0.659 -.0536374 .0339828
Operating expenditure -.4084108 0.000 -.5813115 -.2355101
CRISIS DUMMY 006166 0.000 .0035936 .0087385
Inflation rate -.0049125 0.620 -.024385 .0145599
GDP growth rate -.0448314 0.304 -.1305531 .0408903

Source: Authors’ calculation

The fixed effect model applied after running Hausman test. The probability value of this
model is less than 5% so this model is fitted to explain ROA. Capital rate, loan rate, bank size,
liquidity, operating expenditure, crisis are significant while Loan loss provision rate, deposit,
interest expenditure, inflation rate, GDP growth rate are not significant. According to the results,
capital rate, loan rate, bank size, liquidity, global crisis effect are positively impact on ROA, while
operating expenditure is negatively impact. The strongest positive factor of ROA is loan rate. In case
of loan rate increases 1%, ROA will increase 0,095%. It is easy to understand because Vietnamese
banks’ profit depends heavily on credit. Whereas is the solely and operating expenditure negative
factor of ROA. If operating expenditure increases 1%, ROA will decrease 0,4%. It is implied
that banks should cut operating cost to be more effective. An important result is that during crisis
period, banks are more profitable. It seems strange but consistency with loan rate because during
period 2007 — 2011, the credit growth rate of Vietnam banking system is really high, 53,89% for
the year 2007 and 37,53% for the year 2009.

4.2 ROE

ROE is defined as the ratio between net profits and equity capital expressed as a percentage.
This is the return to the shareholders on their equity capital. ROE measures the rate of return on
ownership interest of common stock owners and a firm’s efficiency at generating profits from
every unit of shareholder equity at any given period of time.

Table 3: Determinants of ROE

Independent var. Coef. P>t [95% Conf. Interval]
Capital rate 2867586 |0.005 |.0876776 |.4858396
Loan loss provision rate - 7463627 (0.371 [-2.387433 |.8947071
Loan rate 2673762 0.000 15141 3833424
Bank size 0411761 |0.000 |.0238716 |.0584806
Deposit -.0641357 [0.095 |-.1394868 |-.1394868
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Independent var. Coef. P>t [95% Conf. Interval]
Liquidity 1180427 |0.056 [-.0029091 |.2389945
Interest expenditure .0240208 {0.921 -4516151 | -.4516151
Operating expenditure -6.706473 [0.000 | -8.583614 | -8.583614
CRISIS DUMMY .0480279 [0.001 | .0200995 | .0200995
Inflation rate .0070497 [0.948 | -.2043582 | -.2043582
GDP growth rate -.9778505 [0.040 | -1.90851 -1.90851
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Source: Authors’ calculation

According to the Hausman test and Sargan — Hansen test, the fixed effect model is suitable for
the explanation of the ROE. The result shows that capital rate, loan rate, bank size, deposit, liquid-
ity, operating expenditure, global crisis effect, GDP growth rate are significant because the p-value
of these variables is less than 5% while Loan loss provision rate, interest expenditure, inflation rate
are not significant to explain ROE. In terms of result, capital rate, liquidity, loan rate, bank size,
global crisis effect have a positive effect on the ROE while deposit rate, operating expenditure,
GDP growth rate has a negative impact on the ROE. 1% increase in capital rate, liquidity, loan rate,
bank size, global crisis effect indicates that there is 0,12%, 0,28%, 0,27%, 0,04%, 0,05% increase
in ROE, respectively. On the other hand, 1% increase in deposit, operating expenditure, GDP
growth rate means that there is a 0.06%, 6.7%, 0.97% decrease in the ROE, respectively.

5. CONCLUSION

By using unbalanced panel data, this study tries to investigate the determinants of bank
profitability and the impact of global financial crisis in Vietnam as well. Empirical analyses con-
clude that there is a relationship between independent variables and bank profitability in Viet-
nam. Also, the impact of global financial crisis on the Vietnam banks’ profitability was investi-
gated by this study. The result finds that there is positive relationship between bank profitability
and global financial crisis. It sounds strange but reasonable because the Vietnam government
tried to stimulate the investment and consumption to avoid the global financial crisis impact. As
the result, high level but low quality of credit growth. Another result of this study indicates that
capital rate, loan ratio, liquidity, bank size results in better bank performance. This result was
supported by most of the prior studies. Also operating expense has a negative on bank profit-
ability. During the period 2007 to 2011, banks are more profitability. This results from very high
credit growth in Vietnam. The consequences are really serious so that the State Bank of Vietnam
still faces with until now. Finally, financial supervisors and banks as well should strengthen their
bank capital, asset quality, liquidity assets, bank size, suitable profitability and credit growth to
manage future financial crises.

The findings of this study also offer suggestion to policymakers. It is reasonable to care about
the quality of loans, not the quantity. High level of credit growth could result more profitable for bank
in short term. But in the long term, the result is extremely negative. Further research could be more
variables such as exchange rates, state-run and private banks as well as listed and unlisted banks.
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MODEL OF IMPACT FACTORS ON VIETNAM COMMERCIAL BANKS'
INVESTMENT CAPITAL CREATION

Do Thi Lan Dai’, Nguyen The Khai™

ABSTRACT

The objective of the paper is to study the impact factors on Vietnam commercial banks’ capital creation, with a 450
-sample sample survey for some banks and customers, bank managers. The study using linear regression model,
reveals that there are 6 impact factors on the investment capital creation of commercial banks, including: Business
environment; Banking capacity; Customer capacity; State policy; Process and procedure; Credit information and
a dependent variable is Vietnam commercial banks’ investment capital creation.

The result of the study provides policy implications for Vietnham commercial bank administrators. It also
recommends that bank administrators’ solutions to be made should be put in an impact relationship among

the factors on their bank’s investment capital creation.

Keywords: Investment capital creation; impact factors on investment capital creation; Commercial banks, Vietnam.

1. INTRODUCTION

The issue of capital creation via the commercial banking system, has been researched and
mentioned a lot by scientists from different perspectives.

In Vietnam, the issue of capital creation through Vietnam commercial banks has been concerned
by researchers. It was quite widely mentioned in even the Party’s documents, economic - financial
journals. Typically, right from 1994, the Nhan Dan (People) Newspaper in collaboration with the
State Bank held a column on the Nhan Dan Newspaper “How to mobilize domestic capital for
socio-economic development” and since then, there have been various different studies on Vietnam
commercial banks’ capital creation. Due to practical requirements, however, more research projects
on Vietnam commercial banks’ capital creation in a more comprehensive and systematic manner
are needed. Multiple researches on capital creation of commercial banks have been given, but with
regard to the research on building capital creation models through the impact of factors, which is
studied by only a few works for individual aspect, such as model of impact factors on depositors,
savings, capital mobilization in the population, individual deposits, business deposits, ...

The objective of the paper is to identify factors that impact on the investment creation of
Vietnam commercial banks. Thereby, providing bank administrators with scientific bases to build
appropriate and effective investment creation strategy.

* Lac Hong University, 15/3B Huynh Van Nghe, Bien Hoa, Dong Nai, Vietnam. E-mail: dolandai@lhbs.vn.
** Lac Hong University, 15/3B Huynh Van Nghe, Bien Hoa, Dong Nai, Vietnam. E-mail: nguyenkhai2005@gmail.com.
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2. THEORETICAL BASIS AND RESEARCH MODEL
2.1. Overview of capital creation of commercial banks

Concept

Capital is a vast category of currencies, materials, assets, resources, natural resources,
geographical location and many other types of tangible or intangible capital such as inventions,
patents and business copyrights, worker qualification, ...

Commercial banks are a financial institution that performs the function of currency trading,
taking money as a business product, in other words, the capital of a commercial bank is money
capital. The capital of a commercial bank has an organic relationship, interacting with tangible and
intangible capitals. This is most clearly affirmed in the condition of a developed market economy,
an economy in which goods-currency relations are developed at an unprecedented high level in the
evolutionary history of mankind.

In the context of the monetary commodity economy, if there is no money capital, tangible and
intangible capitals also do not become really useful.

Capital of commercial banks: is the monetary value created by commercial banks through
mobilizing loans to lend, invest or perform other business services.

Capital of a commercial bank includes equity and borrowed capital: capital owned by the
Bank, mobilized capital, borrowed capital and other capital.

Capital creation characteristics of commercial banks

Capital creation of a commercial bank must be based on the effective performance of its
professional activities:

Practical operation of the commercial banking system has shown that any results achieved on
one business activity cannot be separated from the operational results of other business activities.
For example, credit activities in the field of raising capital to create capital for commercial banks
cannot be without the support of payment operations. Bank customers who want to make a
payment must have money on their account (regardless of its origin). From the time the money
is on the account until the money is transferred to pay other beneficiary customer; during that
time the bank managing the customer’s account can use that money. The bank that manages
the customer’s account is entitled to the payment before the customer uses it (using that same
money). The more developed the Bank’s payment operations, the more conditions the bank can
create capital, considering each bank or the whole banking system, not including payment work
through which, the Bank also receives commissions. These amounts also constitute capital for
the bank.

Foreign exchange operations (trading in foreign currencies, gold, silver, etc.) also contribute
to creating capital for the bank.

In addition to business activities in market economic conditions, service activities, such as
consulting activities of the bank, also make contribution to the bank’s capital.
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The above perception shows that the capital creation activities of commercial banks only
really reach the set targets when there are effective solutions to implement the banking operations
in a synchronized view.

- Capital creation of commercial banks is not separable from timely and synchronized
implementation of legal documents, management policies and professional regulations in the
macro sector:

It is shown through the above analytical generalization, and assessment:

+ In the modern economy, the capital category has been changed from perception to practical
action and with such right perspective of capital category will bring tremendous benefits to all the
banks, the customers and the economy;

+ Capital creation of commercial banks only brings about the desired effect when it is done on
the basis of effective implementation of the activities of commercial banks; at the same time with
the synchronous and timely implementation of issues in the field of macro management.

2.2, Impact factors on capital creation of commercial banks

In consideration of each specific factor impacting on the capital creation of commercial
banks that is numerous and varied, but from the internal and external perspective, it is divided
into two types:

Firstly, external factors
External factors can be classified into 3 groups:
Group of economic and macro management factors:

Whether or not capital creation is effective depends primarily on the mobilization and lending
of capital. Business activities of a commercial bank are on the basis of performing the operation
of “borrowing to lend” in service of customers’ production and business activities. Consequently,
every good or bad expression in customer activities will have a corresponding effect on the bank’s
operations through market impact mechanisms. With the appropriate credit policy mechanism,
commercial banks will find out good customers to lend, creating a reasonable correspondence
between the mobilized capital source and meeting customers’ loan demand.

The economic development cycle also has an impact on commercial banks’ capital creation
operation. During the recession of downsized production - business, the bank’s capital creation
operation will face difficulties in all areas of both mobilization and use. For example, when capital
is needed to lend, it cannot be mobilized, or sometimes it is mobilized without lending successfully,
etc., resulting in an imbalance between supply and demand. In contrast, during the development
period of increased demand for credit capital, less credit risk, other activity aspects of the banks
are also developed, obviously the capital creation in this period gets favorable.

The compatibility between bank interest rates and profits of production and business enterprises
in the social economy also affects the bank’s capital creation activities. Because, the bank’s income
from credit activities is limited by the profits of these businesses when using bank loans.

Group of social factors:
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Factors that directly affect the capital creation activities of commercial banks are customers
directly involved in the bank, such as depositors and borrowers, opening payment accounts, ...

Credit and payment relations are formed on the basis of trust and confidence. That means that
the bank’s capital creation activity is a combination of factors: Demand, ability and mutual trust
between banks and customers.

Apart from the above factors, there are also factors affecting capital creation such as social
morality related to credit risk, in the case of benefiting trust to cheat. The fluctuation of economic,
socio-political situation at home and abroad also affects the amount of capital generated by the bank.

Besides, the capital creation of commercial banks also depends heavily on factors of natural
resources and geography.

Group of legal factors:

The legal factors show the consistency, completeness, timeliness of the legal system, from the
Law to the by-laws. At the same time, they must be consistent with the intellectual level of the law
compliance process.

The law is an indispensable part of the market economy regulated by the State. In case of
no laws or inappropriate laws, any economic activity will not be able to proceed smoothly. The
law is tasked to create a legal environment for all production and business activities to conduct
conveniently and achieve high results. Therefore, the legal factor plays an important role in
the bank’s capital creation. Only in the conditions of law compliance by customers involved in
relations with the bank, the activity of capital generation is developed and beneficial for both the
Bank and the customer.

Secondly, bank pertained factors

Bank pertained factors are all aspects of banking operations. From the perspective of the topic,
which only studies the direct impact factors, mainly lending and capital mobilization activities to
the capital creation process of commercial banks from different angles.

Credit policy factor:

This factor is studied from the perspective of capital mobilization and lending. Business
activities of the bank are mainly credit activities. A proper credit policy will attract many customers,
ensuring profitability on the basis of risk minimization, law compliance.

Bank organization model:

The organizational model of scientific construction must create conditions to promptly meet
the requirements of customers, helping the bank to monitor and strictly manage loans, capital
mobilization, and well implement various types of banking services. This is the basis for conducting
expanded capital creation operations.

Human resource quality:

People are the decisive factor for the success or failure in professional operations and banking
business management.
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An increasingly developed society requires a higher and higher quality of personnel to be
able to respond promptly and effectively to the elevated requirements of capital mobilization,
investment and services with different situations of capital generation activities.

Information work:

Information plays an important role in capital creation activities. Thanks to the information,
can managers make the necessary decisions related to capital mobilization and lending? How to
track and manage customers? How to perform the services? ... Information can be obtained from
various sources such as in banks, outside banks, from customers, from the media.

Thus, the more complete, agile, accurate and comprehensive the information is, the more
effective the commercial bank’s ability to generate capital is.

Internal control:
In the field of capital creation, control activities include:

+ Control of credit policies, payment policies, business policies, customer policies, ... and
professional procedures and processes related to capital creation (management and supervision
competence of loans, loan procedure records, interest rate policy, marketing, ...).

+ Regular and irregular inspections of implementation of professional and operational
regulations and procedures related to the bank’s capital generation. The quality of capital creation
depends on the quality of internal inspection and control.

In addition to the above factors, a series of other internal factors also have an impact on the
capital creation of commercial banks, such as technological level, technical facilities, management
and administration, banking marketing, etc.

2.3. Empirical research directly related to the topic

There have been many studies on capital creation of Vietnam commercial banks through
different angles:

Ngo Duc Duy (2018), “People’s Credit Fund System for Vietnam Rural Economic
Development”, Doctoral thesis, Banking University Ho Chi Minh City. In his study of impact
factors on the use of capital, the author offered a general research model on the impact of factors
such as: Customers, Credit Funds, State Policies, Processes, Credit operations.

Vo Minh Duc (2019), “Bank credit for economic structure transition in Ho Chi Minh City”,
Doctoral thesis, Banking University Ho Chi Minh City, in which the author has studied Factors that
impact on bank credit with economic structure transition. With 6 factors from the perspective of
lending, borrowing capacity, lending capacity, state policy, lending modality and credit information.
The author has studied from the perspective of the role of bank credit in economic restructuring

Nguyen Thi Giang (2010), “Mobilizing and using investment capital for economic development
in the Mekong Delta region”, Doctoral thesis, University of Economics, Ho Chi Minh City. The
research content systematically evaluates the successes and limitations in attracting capital for the
Mekong Delta and their causes. The author used the regression equation: Y = BO + B1*I, where Y
is a dependent variable (GDP value), I is an independent variable (investment capital value), and
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lists the impact factors on investment capital attraction in the Mekong Delta. Proposed solutions
to attract and effectively use investment capital for Mekong Delta economic development through
estimating capital by the regression model.

Nguyen Ngoc Anh and Nguyen Thang (2007) studied the determinants of FDI inflows in
Vietnam’s provinces, showing that market size, labor and infrastructure have a significant impact
on FDI while the government policy through provincial competitiveness index does not have
significance.

Research by Grant Thornton (2010) gave the view on the important role of both issues of
borrowing - lending in the bank credit capital market, to provide effective capital raising solutions
as a contribution to enhancing efficiency of capital use in business. The author used 14 online
questions to interview 250 financial executive directors of both state and private enterprises in
business sectors such as banking, construction, healthcare, education, finance, catering services, ...

Generalizing the theoretical basis for capital creation of commercial banks and the above
mentioned reference works, the author references and inherits to build a model to study the impact
factors on Vietnam commercial banks’ investment capital creation.

2.4. Research model

Pursuant to the capital generation theory of commercial banks, experimental studies on capital
generation, at the same time with the practice of capital creation of Vietnam commercial banks
today, the author proposes the model of investment capital creation as follows:

Y=p,+BX +BX +BX +BX, +BX+BX, e
In which:

Dependent variable Y: Investment capital creation of Vietnam commercial banks (TVDT).
B,: Constant

X.: Business environment (MTKD)

: Operational capacity of the bank (NLNH)

: Customer capacity (NLKH)

: State policy (CSNN)

X.: Credit information (TTTD)

X,: Process, procedure (QTTT)

¢: Error

The proposed research hypotheses are as follows:

H,: Favorable business environment has a positive relationship with capital creation of
commercial banks.

H,: The bank’s operating capacity is positively related to commercial bank’s capital creation.

H,: Customer capability has a positive relationship with commercial bank’s capital creation.
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H,: Appropriate State policies have positive relations with commercial bank’s capital creation.
H.: Credit information has a positive relationship with capital creation of commercial banks.

H,: Good processes and procedures have a positive relationship with commercial banks’

capital creation.
3. RESEARCH METHODOLOGY
The topic uses qualitative research in combination with quantitative research.

The 5-step Likert scale was used to measure the impact of the factors on capital creation of
Vietnam commercial banks under the steps: 1- Very little impact; 2- Little impact; 3- Medium; 4-

High impact; 5- Tremendous impact.
Used the customer survey questionnaire with a sample count of 450.

After the data was collected, the author cleaned, removed invalid votes, and the data was
processed using SPSS software. Next, assessed the reliability of the scale through Cronbach’s
Alpha coefficient and the exploratory factor analysis (EFA). Finally, performed a correlation
matrix and linear regression analysis to test the model and hypotheses, thereby determining the
impact of factors on Vietnam commercial banks’ investment capital creation.

4. RESEARCH RESULTS
4.1. Testing of the scale reliability by Cronbach’s Alpha coefficient

Table 1. Results of testing scales

Ordinal Code Cronbach’s | Variables are The remaining variables
numbers Alpha eliminated gv
MTKDI1, MTKD2, MTKD3, MTKD4,
! MTKD 874 ) MTKDS5, MTKD6
2 NLNH 818 NLNH4 NLNH1, NLNH2, NLNH3
NLKHI1, NLKH2, NLKH3, NLKH4,
3 NLKH .848 NLKH6 NLKHS
4 CSNN 795 - CSNNI1, CSNN2, CSNN3
5 TTTD .824 - TTTDI1, TTTD2, TTTD3, TTTD4
6 QTTT .814 - QTTT1, QTTT2, QTTT3
7 TVDT .899 - TVDTI1, TVDT2, TVDT3

Source: The researcher s collecting data and SPSS

Testing the scale reliability by Cronbach’s Alpha coefficient allows eliminating the non-
conforming variables in the research model. In fact, the study cannot know the exact variance as well
as the error of the variables. Therefore, only variables with an appropriate total correlation coefficient
greater than 0.3 and with a Cronbach’s Alpha coefficient greater than 0.6 are accepted and suited
for subsequent step analysis (Nunnally and BernStein, 1994). Under the research results, there are 2
excluded variables (NLNH4, NLKH6) out of 26 (including dependent variables) observed variables.
The remaining 24 observed variables continue to be included in the exploratory factor analysis.
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The scale of investment capital creation with Cronbach’s Alpha coefficient reaching 0.899>
0.6 is satisfactory and the total correlation coefficient of 3 observed variables is greater than 0.3.
Thus, these 3 observed variables are retained for inclusion in factor analysis.

4.2, Exploratory factor analysis (EFA)

Table 2. KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy .897
Approx. Chi-Square 4615.588
Bartlett’s Test of Sphericity Df 253
Sig. .000

Source: The researcher s collecting data and SPSS

The scale of the components of impact factors on Vietham commercial banks’ investment
capital creation, with 24 observed variables, after an evaluation of reliability satisfied with
Cronbach’s Alpha, is put into the exploratory factor analysis. From the research results, it is shown
that there is one excluded variable (TTTD2). KMO coefficient (Kaiser-Meyer-Olkin) reaches
0.897> 0.5 so EFA factor analysis is suitable in this study. Bartlett’s test is statistically significant
(Sig.< 0.05) indicating that the observed variables are correlated with each other in the overall.

Table 3. Total Variance Explained

a Initial Ei Extraction Sums of Squared Rotation Sums of Squared

g nitial Eigenvalues Loadings Loadings

S

Q . . .

§ Total V:f)i ;fce Cumlzatlve Total V:f; ;nfce Cum:;l)atlve Total V:fi ;fce Cumlzatlve
1 |7.744 33.670 33.670 | 7.744 33.670 33.670 | 3.732 16.224 16.224
2 2150 9.349 43.019 | 2.150 9.349 43.019 | 3.221 14.004 30.228
3 ]1.583 6.884 49.903 | 1.583 6.884 49.903 | 2.205 9.587 39.815
4 |1.432 6.226 56.129 | 1.432 6.226 56.129 | 2.174 9.452 49.266
5 | 1.367 5.942 62.072 | 1.367 5.942 62.072 | 2.169 9.432 58.698
6 |1.275 5.544 67.615 | 1.275 5.544 67.615 | 2.051 8.917 67.615

Extraction Method: Principal Component Analysis.

Source: The researcher s collecting data and SPSS

The Eigenvalues coefficient= 1.275> 1 represents the variance explained by each factor,
meaning that the drawn factors have a meaning that represents the other variables. Total variance
explained: Rotation Sums of Squared Loadings (Cumulative%) reaches 67.615%> 50%. This
shows that 67.615% of data variation is explained by 6 factors.

Factor Loading of all observed variables is greater than 0.5, so it meets the requirements, or
the scale reaches the convergent value. Thus, with the initial 26 observed variables, after checking
Cronbach’s Alpha reliability, there are 24 observed variables, and through the EFA factor analysis
step, there remain 23 observed variables and 6 key factors are extracted.

The scale of investment capital creation including 3 observed variables, after an evaluation of
reliability satisfied with Cronbach’s Alpha, is included in the EFA factor analysis. The analytical



MODEL OF IMPACT FACTORS ON VIETNAM COMMERCIAL BANKS' INVESTMENT CAPITAL CREATION 57

result for the KMO coefficient reaches 0.746> 0.5, so the EFA analysis is appropriate. Bartlett test
with significance level 0.000< 0.5, therefore this test is statistically significant and the observed
variables are correlated in the whole. At the same time, the variance explained= 83.165%> 50% at
Eigenvalue= 2.495> 1, hence the model is eligible for exploratory analysis.

4.3. Correlation analysis

Table 4. Correlations

TVDT MTKD NLNH NLKH CSNN TTTD QTTT
Pearson Correlation 1 .669™ .693™ 678" .668™ 537 574"
TVDT Sig. (2-tailed) .000 .000 .000 .000 .000 .000
N 450 450 450 450 450 450 450
Pearson Correlation 669" 1 414 383" 407 478" 465"
MTKD Sig. (2-tailed) .000 .000 .000 .000 .000 .000
N 450 450 450 450 450 450 450
Pearson Correlation 693" 414 1 .396™ 368" 295" 375"
NLNH Sig. (2-tailed) .000 .000 .000 .000 .000 .000
N 450 450 450 450 450 450 450
Pearson Correlation 678" 383" 396" 1 3617 323" 4117
NLKH Sig. (2-tailed) .000 .000 .000 .000 .000 .000
N 450 450 450 450 450 450 450
Pearson Correlation 668" 407 368" 361 1 332" 392"
CSNN Sig. (2-tailed) .000 .000 .000 .000 .000 .000
N 450 450 450 450 450 450 450
Pearson Correlation 537 478" .295™ 323" 332" 1 .342™
TTTD Sig. (2-tailed) .000 .000 .000 .000 .000 .000
N 450 450 450 450 450 450 450
Pearson Correlation 574" 465 375" 4117 392" .342™ 1
QTTT Sig. (2-tailed) .000 .000 .000 .000 .000 .000
N 450 450 450 450 450 450 450
**_ Correlation is significant at the 0.01 level (2-tailed). |

Source: The researcher s collecting data and SPSS

The result from the Pearson correlation coefficient matrix shows that six factors includeng:
MTKD, NLNH, NLKH, CSNN, QTTT and TTTD are linearly related to the investment capital
creation (TVDT) of Vietnam commercial banks with a significance level Sig being less than 0.05.
As such, the independent variables have strong linear relationship and have the same directional
impact as the dependent variable, investment capital creation.

4.4. Regression analysis

Table 5. Model Summary®

Model R R Square Adjusted R Std. qur of the Durbin-Watson
Square Estimate
1 .930¢ .865 .863 251 1.950

a. Predictors: (Constant), QTTT, TTTD, NLNH, CSNN, NLKH, MTKD
b. Dependent Variable: TVDT

Source: The researcher s collecting data and SPSS

The result for the adjusted R? coefficient = 0.863 indicates that the model suitability is 86.3%
(> 50%) or in other words, 86.3% of the change of the dependent variable, Investment capital
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creation (TVDT) is explained by the 6 independent variables above, the remaining 13.7% of the
change is due to other factors outside the research model.

Table 6. Coeflicients?

Unstandqrdized Standarfiized Collinearity Statistics
Model Coefficients Coefficients t Sig.
B Std. Error Beta Tolerance VIF
(Constant) -.199 067 -2.971 | .003
MTKD 161 017 211 9.404 | .000 .607 1.647
NLNH 229 015 317 15.435 | .000 724 1.382
1 |[NLKH 227 016 295 14.318 | .000 718 1.393
CSNN 219 016 286 13.962 | .000 127 1.375
TTTD .094 015 126 6.136 | .000 728 1.374
QTTT .059 016 .080 3.788 | .000 .677 1.478
a. Dependent Variable: TVDT

Source: The researcher s collecting data and SPSS

The results of regression analysis show that there are 6 impact factors on investment capital
creation (TVDT), including: MTK, NLNH, NLKH, CSNN, TTTD, QTTT all of which have a
value Sig< 0.05 satisfied.

From the regression analysis table, the relationship between the dependent variable, investment

capital creation (TVDT) of Vietnam commercial banks and 6 independent variables is shown in
the following standardized regression equation:

TVDT = 0.211*MTKD + 0.317*NLNH + 0.295*NLKH + 0.286*CSNN + 0.126*TTTD +
0.080*QTTT

The regression equation shows that the investment capital creation of Vietnam commercial
banks is affected by 6 factors with the following specific level of influence:

The first is the Banking Capacity factor: Coefficient B, = 0.317

The second is the Customer Capability factor: Coefficient B ., = 0.295
The third is the State Policy factor: Coefficient B, = 0.286

The fourth is the Business Environment factor: Coefficient 8, , = 0.211

The fifth is the Credit Information factor: Coefficient ... = 0.126

TTTD

The sixth is the Process and Procedure Factor: Coefficient BQTTT =0.080

From the above, it is revealed that the coefficients B> 0 show that the independent variables
positively impact on capital creation of Vietham commercial banks. Through the above results,
confirm the hypotheses made initially (H, to H,) are accepted and tested appropriately.

4.5, T-Test and One-Way ANOVA Testing

The purpose of this testing is to test the average difference between demographic variables
affecting investment capital creation of Vietnam commercial banks.
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T-Test: Testing two variables of gender and marriage that have a value Sig= 0.000< 0.05,
so there is a difference in the impact on capital creation of Vietnam commercial banks between
gender and marriage groups.

One-Way ANOVA Testing: Age variable with a value Sig= 0.000< 0.05; Education variable
with Sig= 0.041< 0.05; Income variable with Sig= 0.000< 0.05. Thus, all qualitative variables
in the survey sample have differences on the impact on investment capital creation of Vietnam
commercial banks.

5. CONCLUSION

With the above research results, the author has built a model of impact factors on Vietnam
commercial banks’ investment capital creation with the goal of finding the main impact factors on

the effective investment capital creation of Vietnam commercial banks.

After following the research process with qualitative and quantitative methods, the topic
conducted descriptive statistical analysis, testing of the scale reliability, exploratory factor analysis
and regression analysis, and the quantitatively proven hypotheses, the author has identified all 6
impact factors on the investment capital creation of Vietnam commercial banks, including: Business
Environment, Bank’s Operational Capacity, Customer Capacity, State Policy, Credit Information,
and Process and Procedure. In which factors: Bank operational capacity, Customer capacity, State
policy have a strong impact on generating capital of Vietnam commercial banks, so they play an
important role in building a investment capital creation strategy for the bank.

Administrators are always limited in resources: money, time and manpower to set up their
capital creation strategy, so this study will help them prioritize and allocate resources appropriately

based on the extent of the impact of factors on their bank’s investment capital creation.

It depends on the specific conditions of each bank to build a suitable capital creation strategy
through the impact of each factor. However, when formulating policies to create capital through
the impact of factors, they should be put in the close impact relationship of factors, depending
on each condition, one factor may be emphasized and other factors lessened, but the relationship
between them cannot be separated.

In the bounds of a Seminar paper, limited by regulation, many contents only raise the main
features, so the persuasion of some content has not yet carried the profound connotation of a problem.
This is a major problem in scientific research in the study field of capital creation of commercial
banks, so the next study needs to expand the scope of research, increasing the research sample.

REFERENCE
1. Hoang Trong and Chu Nguyen Mong Ngoc (2008). Analysis of research data with SPSS, Volume 1 &
Volume 2. Ho Chi Minh City: Hong Duc Publishing House.

2. Ngo Duc Duy (2018). Peoples Credit Fund System for Vietnam Rural Economic Development,
Doctoral thesis, Banking University Ho Chi Minh City

3. Nguyen Thi Giang (2010). Mobilizing and using investment capital for economic development in the
Mekong Delta region. Doctoral thesis. University of Economics, Ho Chi Minh City.



60

INTERNATIONAL FINANCE AND ACCOUNTING RESEARCH CONFERENCE

Nguyen Van Bon and Nguyen Minh Tien (2014). Determinants of FDI inflows in Asian countries.
Science Journal of Can Tho University, 31 (2014): 124-131.

Tran Nha Tran (2012). Fund mobilization at Joint Stock Commercial Bank for Foreign Trade of
Vietnam - Da Lat Branch. Master thesis. Vietnam National University, Hanoi.

Vo Minh Duc (2019). Bank credit for economic structure transition in Ho Chi Minh City. Doctoral
thesis. Banking University Ho Chi Minh City.

Vu Duc Khoan (2015). Efficiency of creating capital sources at the Bank for Agriculture and Rural
Development of Vietnam - Bac Lieu Branch. Master thesis. Banking University Ho Chi Minh City.



EXPERIENCES OF BANGLADESH IN IMPROVING GREEN BANKING AND LESSONS FOR VIETNAM 61

EXPERIENCES OF BANGLADESH IN IMPROVING GREEN BANKING AND
LESSONS FOR VIETNAM

Nguyen Quoc Viet™

ABSTRACT:

Green banking is a form of banking from which the country or nation gets environmental benefits. A
conventional bank becomes a green bank by directing its core operations toward the betterment of
environment. Green banking has become abuzzwordintoday’s banking world. It means developing inclusive
banking strategies which will ensure substantial economic development and promoting environmental -
friendly practices as well. This paper focuses on the experiences of Bangladesh in improving green banking,

which enables the author to suggest some recommendations for Vietnam.

Keywords: green banking, sustainable development, commercial bank.

1. INTRODUCTION

There is no universally accepted definition of the term “green banking”, although it has been
widely used both in scientific and in popular literature, and is gaining more and more importance
at present times.

The importance of green banking stems from a number of factors. The dominant one is
definitely the role that banks are called to play in the modern economy worldwide. Banks are
the main providers of liquidity and credit the business, to the individuals and to the public sector.
In this role, they have enormous capacity to influence all types of actors in the economy. In this
respect, banks cannot stay aside of the processes that are taking place at macroeconomic policy
level. For the last 20 and more years, the awareness of climate change and pollution has been
gaining strength due to the adverse effects from the phenomena and the increasing research activity
dedicated to them. The findings of numerous research papers prove that climate change is due to
human activities causing pollution. Thus the vital importance of the fight with climate change and
pollution came to the forefront not only through the work of researchers but policymakers as well.

Currently there is common understanding that efforts at all levels are needed to ensure that
humanity is not to be destroyed in the near future by its own actions. Macro policy has been
defining specific targets at micro and macro level with the aim of attaining constraint of spreading
of the already existing adverse effects from climate change and pollution.

As anatural result from this, banks are required to operate that showing a responsible attitude
towards everything that has to do with the preservation of environment. To implement green
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banking, Bangladesh Bank — the World’s first central bank, which has in-depth and apparent
knowledge on green banking, has developed the regulations of green banking in 2011. Therefore,
doing research on the experiences of Bangladesh is the basis for the author recommend some
lessons for Vietnam.

2. THE DEFINITION OF GREEN BANKING

To date, there is no commonly accepted definition of the term “green banking” outlining
its precise meaning and scope. For the past ten years, there are numerous scientific publications
related to the importance of various aspects of green business — green marketing, corporate
entrepreneurship as a means to achieving sustainable banking, etc.

As part of the research centered around other topic, few papers provide definitions on green
banking. In this respect Lalon (2015) defines green banking as “any form of banking from which
the country and nation gets environmental benefits. A conventional bank becomes a green bank by
directing its core operations toward betterment of environment”. Bhardwaj and Malhotra (2013)
define it as “an effort by the banks to make the industries grow green and in the process restores the
natural environment.” Papastergiou and Blanas (2011) in essence discuss green banking restores the
natural concept of sustainable banking and explain the connection among the various organizational
initiatives (including HR, marketing, internal resource management) to achieve sustainability in
the services the banks are offering. They build their analysis on the basis of Jeucken (2001) four
stage model. Isalm and Das (2013) point out that green banking “indicates endorsing environment
— friendly practices and reducing carbon footprint from banking activities”.

The definition proposed by the authors is that green banking is banking in all its business
aspects (deposit gathering, credit disbursement, trade finance, leasing operations, mutual funds and
custodian services, etc.) which is oriented towards preservation of environment. And here a strict
delimitation needs to take place so that the term is understood and used correctly. Green banking
in its essence is actually the provision of loans, deposits and other banking products (mutual
funds and other investment products, custodian services, etc.) that would positive impact on the
environment. Activities such as introduction of paperless statements, electronic communication
with clients, internal efforts to save energy, paper and toners, various internal campaigns targeting
the building and sustaining of staff awareness of environmental issues. This is true because all
these efforts, though highly important for the organization and for the society, do not represent
core banking practices, and could be, and are deployed in many other types of organizations,
despite the fact that the latter are not banks. The proposed definition of green banking is more
narrow compared to the one proposed by other authors, such as Lalon (2015) who states that all
kinds of banking activities, including internal operations generating consumption of paper and
other resources could go under the definition of it.

One of the reasons why the understanding and usage of the term green banking is related
to the practices described above, and not to the core banking activities, is that these practices
are comparatively easy to put in place, and banks use the information on them for PR purposed.
At the same time, the implementation of product lines targeting the specific and wide — raging
environmental needs requires huge effort inside the bank, level of education and awareness
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especially among corporate and risk officers, and last but not least, a lot of time for implementation.
Another important hurdle for the fast deployment of such kind of products and services is the fact
that oftentimes they are related to accepting higher financial risks on the part of the banks and lower
interest rate margin, and in certain cases, even customers’ attrition (due to increase requirements
from the customers which are required to ensure that they operate in an environmentally — friendly
way). Also, this is against the interests not only of the bank as a whole but also of the individuals
who are supposed to sell those products and services, and whose bonuses depend on the income
they have generated.

3.SCOPES OF GREEN BANKING

The scope of green banking, as understood by most authors, could be delineated on the basis
of the activities of the banks related to the environment. These activities could be divided into two
groups, related to the two types of aspects and hence the two types of impacts on the environment:
direct and indirect ones. In the opinion of the author, the indirect ones are actually the important
ones and to them the attention of the bank management should be concentrated.

The direct aspects and consequently — impacts — are related to the usage of resources by the
banks for the purpose of its operations — electricity, oil, heating, paper, toners and others, and the
waste related to their consumption, where relevant. Indirect impacts are related to all kinds of
activities through which banks can indirectly have influence on the environment.

Green banking implies not only the creation of green products, but also the incorporation of
environmental indicators in the risk assessment and control process. This requires the existence
of a pertinent environmental risk management procedure, where the following need to be defined:
(1) environmental risk assessment method; (ii) importance of environmental risk assessment
outcome for the loan approval; (iii) environmental risk follow — up upon loan disbursement; (iv)
measures that are going to be taken by the bank in case the client proves to fall out of compliance
with the environmental requirements of the bank related to his risk performance; (v) Roles and
responsibilities related to environmental risk management in the bank; (vi) Reporting to the top
management on the exposure the loan portfolio has to this risk, etc.

By implementation of such a procedure, the bank, even if does not support a line of green
products, actually act as a green bank, because it places specific requirement on its client to abide
by certain environmental criteria. In such a way, depending on the strictness of these criteria, the
bank has the power to restrict access to finance to polluting industries and to give preferential
terms to businesses that are environmentally — friendly.

4. EXPERIENCES OF BANGLADESH IN IMPROVING GREEN BANKING
4.1. Roadmap for green banking implementation

Bangladesh Bank introduce the green banking policy that needs to be covered through time
frame work. The framework is segregated into 3 phases as following.
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Phase 1

Diagram 1: Phase 1 on green banking of Bangladesh Bank
Policy Formulation & Incorporation of Initiating in — house
Governance environmental risk in core environment management

risk management
Introducing green Online Banking
financing ‘\
Phase -1 i
Creation of climate —  — Sup')p'ortmg employee
risk fund Timeline: 31/12/2011 training consumer
awareness and green
Introducing green

Reporting green banking
practices

marketing

Source: Annual Report on green banking of Bangladesh Bank

(1) Policy formulation and Governance

Bank shall formulate and adopt broad environmental or green banking policy and strategy
approved by their Board of Directors. Moreover, bank shall approve a considerable fund in their
annual budget allocation for green banking. Banks are required to establish a separate green
banking unit or cell having the responsibility of designing, evaluating and administering related
green banking issues of the bank.

(2) Incorporation of environmental risk in CRM

Banks shall comply with the instructions stipulated in the detailed guidelines on Environmental
Risk Management (ERM) in consideration of a part of the green banking policy. Bank shall
incorporate environmental and climate change risk as part of the existing credit risk methodology
prescribed to assess a prospective borrower. This will include integrating environmental risks
in the checklists, audit guidelines and reporting formats, which enables banks to cover possible
sources of environmental risk.

(3) Initiating in — house environment management

Banks shall prepare an inventory of the consumption of water, paper, electricity, energy, etc.
by its offices and branches in different places. Then it should take measures to save electricity,
water and paper consumption. Furthermore, banks should make plan to use solar energy at their
premises to save electricity.

(4) Introducing green finance

Eco friendly business activities and energy efficient industries will be given preference in
financing by bank. Environmental infrastructure such as renewable energy project, clean water
supply project, wastewater treatment plant, solid & hazardous waste disposal plant, etc. should
be encouraged and financed by bank. Customer loan programs may be applied for promoting
environmental practices among clients.
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(5) Creation of climate risk fund

Bank should finance the economic activities of the flood, cyclone and drought prone areas at
the regular interest rate without charging additional risk premium. However, banks should assess
their environmental risk for financing the sectors in different areas for creating a climate change
risk fund. This will be used in case of emergency. The bank would ensure regular financing flows
in these vulnerable areas and sectors. The fund could be created as part of banks’ CSR expenses.

(6) Introducing green Marketing

Green marketing is the marketing of products that are presumed to be environmentally safe.
Green marketing incorporates a broad range of activities, including product modification, changes to
the production process, packaging changes, as well as modifying advertising. It refers to the process
of selling products and/ or services based on their environmental benefits. Such a product or service
may be environmentally friendly in itself or produced and/or packaged in an environmentally friendly
way. Green marketing is expected to raise awareness development among common people.

(7) Online banking

Online banking is the practice of making banking transactions or paying bills via the Internet on a
secure website of the respective bank that allows the customers to make deposits, withdrawals and pay
bills. Banks should give more emphasis to make the easiest way to help environment by eliminating
paper waste, saving gas and carbon emission, reducing printing costs and postage expenses.

(8) Supporting employee training, consumer awareness and green event

Employee awareness development, training on environmental and social risk and the relevant
issues should be continuous process as part of the bank’s human resource development. Awareness
development among consumers and clients would be a continuous job of a bank under its public
relation department.

(9) Disclosure and reporting of green banking activities

Banks shall report on the initiatives/practices to BB and disclose in their respective websites.

Phase 2
Diagram 2: Phase 2 on green banking of Bangladesh Bank
Sector specific environmental Green strategic Planning Setting up Green Branches
policies

/ Rigorous programs to

/ Educate Clients

Disclosure and Reporting of
Green Banking Activities

Improved in — house

environmental management
Phase Il

Timeline:

31/12/2012

Formulation of Bank specific
environmental risk
management plan and

guideline

Source: Annual Report on green banking of Bangladesh Bank
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(1) Sector specific environmental policies

Banks need to formulate strategies to design specific policies for different environmental
sensitive sectors such as agriculture, agro-business, agro-farming leather, fishers, textile and
apparels renewable energy, etc.

(2) Green strategic planning

A bank should determine green targets to be attained through strategic planning. Bank should
determine a set of achievable targets and strategies, and disclose these in their annual reports and
websites for green financing and in — house environment management as well. For in — house
environment management, the target areas should cover attaining energy efficiency in the form
of the use of renewable energy, reduction of electricity, gas and petrol consumption, reduction
of greenhouse gas (GHG) emission, issuance of e-statements, electronic bill pay, saving papers,
environment friendly office building, etc. For Green Financing, the target areas should cover
reducing loans for certain environmentally harmful activities, attaining a particular percentage of
environmental loans as percentage of total, introducing eco-friendly financial products, etc.

(3) Setting up green branches

A green branch should be featured by the provision of the maximum use of natural light,
use of renewable energy, use of energy saving bulbs and other equipment, reduced water and
electricity use, use of recycled water, etc.

(4) Improved in-house environment management

Strategy of reuse, recycling of materials and equipment, and source reduction and waste
minimization strategy should be part of in — house environmental management in Phase 2. Banks
should increasingly rely on virtual meeting through the use of video conferencing instead of
physical travel which would help saving cost and energy.

(5) Formulation of Bank Specific Environmental risk management plan and guidelines

A bank should develop and follow an environmental risk management manual or guidelines in
their assessment and monitoring of project and working capital loans. In addition to the compliance
of national regulation the bank may set internationally accepted higher environmental standards.
In this connection, green initiatives by a groups of banks will not only be effective but will also
offer competitive advantage. Bank alliances may prepare standard and guidelines for themselves
for improving green banking practices.

(6) Rigorous Programs to Educate clients

Clients and business houses should be encouraged and influenced to comply with the
environmental regulations and undertake resource efficient and environmental activities. Banks
should introduce rigorous program to educate clients.

(7) Disclosure and reporting of green banking activities

Banks should start publishing independent green banking and sustainability reports showing
past performances, current activities and future initiatives. Updated and detailed information about
banks environmental activities and performances of major clients should be disclosed.
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Phase 3
Diagram 3: Phase 3 on green banking of Bangladesh Bank

Designing and introducing
innovative product

Phase 3 Reporting in standard format

with external verification

Timeline:

Source: Annual Report on green banking of Bangladesh Bank

A system of environmental management should be in place in a bank before the initiation of the
activities of Phase 3. Banks are expected to address the whole eco — system through environment
friendly initiatives and introducing innovative products. Standard environmental reporting with
external verification should be part of the phase.

(1) Designing and introducing innovative products

Alongside avoiding negative impacts on environment through banking activities, banks
are expected to introduce environment friendly innovative green products to address the core
environmental challenges of the country.

(2) Reporting in standard format with external verification

Banks should publish independent green annual report following internationally accepted format
like Global Reporting Initiatives (GRI) targeting their stakeholders. There should be arrangement for
verification of these publications by an independent agency or acceptable third party.

4.2, Green banking development support polices of Bangladesh Bank

- To foster green banking practices in the country, Bangladesh Bank (BB) formulated the “Green
Banking Policy and Strategy framework” and “Environmental Risk Management Guidelines” in a
consultative manner. Many banks are now financing environmental friendly projects.

- BB has introduced a refinance scheme worth BDT 2 billion (USD 25 million) to refinance loans
to effluent treatment plants, solar panels, bio — gas plants and Hybrid Hoffman Kiln technology in
brick making industry at a 5% interest rate provided by banks and non-bank financial institutions.

- BB has installed a 20-kilowatt solar panel on the rooftop of its own building.

- BB started Automated Clearing House, e-Banking, e-Commerce, Mobile Banking,
e-Tendering, e-recruitment, e-Noting, etc. in order to reduce unnecessary wastage of papers.

- Preferential treatments for environmental compliant banks have been taken into consideration.
BB will award points to banks on the criteria of management while computing CAMELS rating
where there will ultimately be a positive impact on overall rating of a bank.

- BB will actively consider green banking activities/practices of a bank while according
permission for opening new bank branches.

- BB will declare the names of the top ten banks for their overall performance in green banking
activities on the BB website
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5.LESSONS FOR VIETNAM

- The State Bank of Vietnam (SBV) should establish a detailed roadmap for green banking
implementation with timeline and tasks which is compulsory for all commercial banks. Moreover,
BB must monitor the green banking practices of commercial banks.

- SBV only allow the commercial banks which have excellent performance in green banking
activities to open new bank branches.

- SBV should apply the preferential refinancing policy for green banking activities.

- Government should encourage and try to create awareness about green banking among mass
people as well as introduce supporting polices for green projects like reducing taxation rate.

6. CONCLUSION

Green Banking has become a buzz word in today’s banking world. For going green products,
electronic compliances, motor vehicles, etc. for eco-friendly atmosphere. Automation and
improved in house green activities, required and rigorous training program for top/ mid/ lower level
management and at the same time clients as well need to be carried on. Board authority should be
aware and updated of the current green banking activities and development. Green Banking now
is not only limited to awareness but also in practice. It is now expected from all scheduled banks
that they would not only allocate budget for green finance, green event or green projects under
CSR activities, green marketing and capacity building but ensure the efficient utilization of budget
allocation. Finally, we can say that going green should be the motto of all commercial banks.
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FACTORS THAT DETERMINE FIRM PERFORMANCE - EMPIRICAL EVIDENCE
FROM THE FIRMS LISTED ON THE VIETNAM STOCK EXCHANGE

VuVan Ninh*, Pham Thi Thanh Hoa™

ABSTRACT

The study empirically identifies the factors significantly affecting the financial performance of Viethamese
listed firm for the period 2009 to 2017. The researcher used panel data set and fixed effect model due to
the presence of cross-sectional fixed effect in the regression results. The dependent variable was ROA as a
measure of firm’s financial performance while the independent variables were leverage, firm size, growth,
tangibility and liquidity. Findings from empirical model expresses the leverage, firm size and growth are the

factors significantly affecting the firm’s financial performance.

Keywords: firm performance, factors, Vietnam stock exchange.

1. INTRODUCTION

In the process of interaction and integration among companies and governments worldwide,
competition has become fiercer than ever. The economic changes in the world requires each country
have to improve the competitiveness of national industries and also requires firms to improve
their financial performance. This is especially true for Vietnam where profitability can allow firms
achieve the development and improve their competitiveness.

During the pass time, Vietnamese firms have met a lot of difficulties in the business due to
economic recession. Such difficulties have made the performance of firms in other industries reducing.

The international business literature is replete with empirical works pertaining to financial
performance. A few studies have investigated the factors effecting the financial performance of the
Vietnamese firms in each industries or in Vietnamese province (Nguyen Le Thanh Tuyen, 2013;
Nguyen Van Duy and Pham Van Hung, 2017).

No study has been done to examine the factors effecting the financial performance of the
Vietnam firms listed on the exchange. Hence, this study will provide the empirical evidences on
the factors effecting the financial performance of the listing Vietnamese firms.

We constructed this paper into five parts: the second section reviews literature related to
financial performance and the factors; the third section presents the methodological framework;

the fourth section deals with the result and discussion; the main conclusion are discussed in the
last section.
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2. LITERATURE REVIEW
2.1 Financial performance

Naz, Ijaz and Naqvi (2016) stated that financial performance principally reflects business
sector outcomes and results that show overall financial health of the sector over a specific period
of time. It indicates that how well a firm is utilizing its resources to maximize the profitability and
the shareholder wealth.

Financial performance is the achievement of the firm’s financial performance for a certain
period covering the collection and allocation of finance, is the firm’s ability to manage and control
its own resources. Resources can be labors, assets, capital... The results can be sales, profits, firm
value, environment protection...

Measures of financial performance

A number of researchers investigate how to measure firm’s financial performance. There have
been various measures of financial performance, such as return on sale reveals how much a firm
earns in relation to its sales; return on assets determines a firm’s ability to make use of its assets
and return on equity reveals what return shareholders take for their investment. The advantages
of financial measures are the easiness of calculation and that definitions are agreed worldwide
(Panagiotis and Konstantinos (2016). Traditionally, the success of manufacturing system or
company has been evaluated by the use of financial measures (Tangen, 2003).

The use of financial performance measures will be influenced by the goals of the business
and the development of the financial market. For example, if the financial market is not yet
developed and dynamic, measuring efficiency based on market data will not yield accurate results,
so indicators based on book data are often used. Use as: ROA, ROE, ROI. (Demsetz and Lehn,
1985; Gorton and Rosen, 1995; Mehran 1995, Ang, Cole and Line 2000).

However, if the stock market develops, indicators based on market data are often used as
price-to-earnings (P/E) (Abdel Shahid, 2003), market value per value books (MBVR) and Tobin’s
Q ( Zhou 2001). ROA is also used by many studies to measure the performance of enterprises
(Reese and Cool, 1978, Abdel Shahid 2003, R. Zeitun, G.G Tian 2007).

Factors affecting the financial performance

A strand of empirical literature examines how financial and non financial factors, such as debt
leverage, liquidity, investment, firm size, age, location, tangibility and managerial efficiency have
an influence on the firm’s firm performance.

Financial leverage

Financial leverage is measured by the ratio of total debt to total asset. It shows the degree to
which a firm is utilizing borrowed money. The use of debt can increase the shareholder’s return
on their investment due to using the tax advantages associated with borrowing. However, firm is
highly leveraged may be at risk of bankruptcy if it is unable to make payments on its debt.

The Modigliani & Miller Theory of Capital Structure MM (1958) stated that if the capital
market is perfect, capital structure does not affect on the firm value. In other words, a firm cannot
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increase its value by changing its capital structure. According to Modilligani and Miller, with
corporate income tax, the use of debt will increase the value of the business.

The optimal capital structure theory states that the capital structure has an impact on the
average cost of capital and firm value or, in other words, an optimal debt ratio, where the average
cost of capital of the smallest enterprise and the value of the largest enterprise.Thus, according to
the theory of Modigliani & Miller and the theory of optimal capital structure, the use of capital
structure will have an impact on the financial performance.

Previous studies by Zeitun& Tian (2007), Margaritis&Psillaki (2007); AbbasaliPouraghajan
&EstandiarMalekian (2012) have found that capital structure has a negative effect on the business
performance of enterprises.To reflect the capital structure, previous studies all used leverage ratio.
Leverage is the ratio of debt to equity in the capital structure of a business, used to measure the
ratio of debt mobilization to total assets. This ratio is also used as a measure of operational and
financial risk of the enterprise.

The conclusion of a study on the relationship between capital structure and profitability of
Shubita and Alsawalhah (2012) shows that although financial leverage will help businesses receive
tax incentives, it is also while increasing default risks for lenders such as banks, credit institutions
and other private lenders. When financial leverage increases, not only affects the potential profits
of businesses, but also the ability to repay the debts also decreases, credit risk increases.

Thus there is either a positive or negative influence of leverage on firm’s performance.

Liquidity

Liquidity refers to the degree to which debt obligations coming due in the next 12 months can be
paid from cash or assets that will be turned into cash. It is measured by the current assets to current

liabilities. It shows the ability to convert an asset to cash quickly and reflects the ability of the firm to
manage working capital when kept at normal levels (Panagiotis and Konstantinos 2016).

Liquidity plays an important role in the financial situation of the company, this is shown
through research by Amalendu, Bhunia 2010. The ability to pay short-term low and prolonged
will lead to the risk bankruptcy. However, if the short-term solvency is too high, it also affects
the performance of the business. Because when the current solvency ratio is high, it shows that
the company is investing too much in short-term assets such as cash, short-term financial assets,
inventory, and receivables, thereby increasing additional costs for businesses such as opportunity
costs of cash reserves, inventory management costs and receivables ... Therefore it will reduce
profits and thereby affect operating efficiency.

A study by Agrawal and Knoeber (1996) showed that the increase in corporate solvency is a
manifestation of wasted cash and negatively affects the firm performance. Hvide and Moen (2007)
suggest that a moderate amount of liquidity may propel entrepreneurial performance, but that an
abundance of liquidity may do more harm than good. Therefore, the effect of liquidity on firms’
financial performance is ambiguous.

Firm size

The firm size can be interpreted as the level of revenue, the level of assets, the capital, the
number of workers. Large-scale businesses will have favorable conditions on prestige, brand, market
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share, financial strength, so they have better access to capital (for example, easier to mobilize, higher
loans, lower interest rates). These businesses with financial strength, assets and management ability
will easily exploit economies of scale to minimize input costs and increase output efficiency.

The size of the firm affects its financial performance in many ways. Large firms can exploit
economies of scale and scope and thus being more efficient compared to small firms. In addition,
small firms may have less power than large firms; hence they may find it difficult to compete with
the large firms particularly in highly competitive markets (Panagiotis and Konstantinos (2016).

In the study of Zeitun& Tian (2007), Margaritis&Psillaki (2007); AbbasaliPouraghajan&Esf
andiarMalekian (2012); Maja Pervan&JosipaVisi¢ (2012); firm size has a positive impact on firm
performance.

According to a study by Mesut Dogan conducted in Turkey on the correlation between firm size
(based on three indicators: total assets, total revenue and number of employees) and profitability
and observation indicate the support relationship between firm size and profitability when assessed
based on all three variables. Firms listed in Turkey recorded greater profits as they grew in size, as
large firms were better able to take advantage of economies of scale.

Tangibility
Deciding to invest and use appropriate capital will help the company increase business

efficiency. In this paper, the author chooses the asset structure variable that represents the firm’s
investment decision. (Memba and Nyanumba 2013).

Investing in equipment, modern production technology to best meet the needs of customers,
expanding the market and increasing the competitiveness in the market. The technical level and
production technology level of an enterprise affect productivity, product quality, affect the level of
saving or increase in material costs, thus affecting the production and business efficiency of enterprise.

The fixed assets to total assets ratio affects firm’s performance negatively (Notta O. and
Vlachvei A., 2007; Agiomirgiannakis et al., 2006). This can be attributed to the reduced level
of current assets which could lead to a lower level of sales, since the firm will be short of the
necessary materials, stocks, etc., with a reduced level of activity overall.

Tangible assets also represent protection to lenders against moral hazards resulted by the
shareholder-creditor conflict (Jensen and Mekling, 1976). Therefore firms with the higher level
of tangible assets are more likely to employ higher levels of leverage. According to Wessel and
Titman (1988), Ragruram and Zingales (1995) there is a strong negative relation between a firm’s
operating performance and tangibility but a positive association with long term debt .

Growth

Growth helps businesses accumulate capital and facilities to invest in expanding production.
Growth also helps businesses improve their competitiveness in the market to ensure the existence
and development in today’s fierce competition.

Studies also show that the growth rate has a positive impact on the efficiency of production
and business activities of enterprises.
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According to Jovanovic (1982), firms that grow experience increasing profitability while
those making losses contract and eventually exit the market. Frank (1988) finds that recent growth
is a good signal of the firm’s performance expectations and hence implies a positive correlation
between firm’s survival and recent growth.

3. METHODOLOGICAL FRAMEWORK
3.1 Hypotheses

Previous empirical studies have shown that many factors affect the business performance
of enterprises on the financial perspective: capital structure, firm size, growth rate, facilities,
equipment and technology and liquidity. Therefore, based on the theory and previous studies, the
hypothesis of the research model is given as follows:

HI1: There is a significant relationship between debt ratio and business performance of the
enterprise.

H2: There is a significant relationship between liquidity and business performance of the
business.

H3: There is a significant relationship between firm size and firm’s performance.

H4: There is a significant relationship between facilities, equipment and business performance
of the business.

H5: There is a significant relationship between growth rate and business performance of the
business.

The research will build a regression model based on linear equations. The regression model
has the following form:

Pit = o + BFit + €it (1)
Inside:
Pit is the business performance of the company 1 year t
Fit is a set of factors representing factors affecting business performance observed at the firm i year t.

3.2 Variable and Regression model

Dependent variable: There are various measurements of a firm’s performance. The popular
form of these measurements is ROA, which is measured by dividing net income by total assets
(Demsetz and Lehn, 1985; Gorton and Rosen, 1995; Mehran 1995, Ang, Cole and Line 2000). Based
on the literature and empirical studies, ROA is selected as the proxies for financial performance in
this paper.

Independent variable:

The independent variables include the debt ratio representing the capital structure, current
ratio representing liquidity, total logarithm of assets representing size of enterprises, structure of

fixed assets representing factors of facilities, machinery and technology, revenue growth represents
the growth of businesses.
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Table 1: The explanation of variables

The Dependent variable

ROA Return on asset = Net income / total assets

The Independent variables
SIZE Logarithm of total assets = Logarithm of total assets
DEBT Leverage = Total debt/Total assets
GROWTH Sales Growth = (Sales, — Sales )/ Sales,
LIQUID Current ratio = Current assets/ Current liabilities
TANG Tangibility = Fixed asset/total assets.

Thus, the model of researching factors affecting business performance of listed enterprises is
described as follows

Performance, = B0 +B1TANGit +B2SIZEit +P3TDTAjt +B4GROWTHjt +LIQUIDit + &it.
The subscript i denotes the n company and the subscript t denotes the t" year.

€it: the error term

3.3 Data and Methodology

This paper used the secondary data of the listed firms to determine the factors impact on
the financial performance of these firms. We used panel data from 381 listed companies on the
Vietnam Stock exchange in the period from 2009 to 2017. Data were collected from financial
statements officially published for a fiscal year on both Hanoi Stock Exchange and Ho Chi Minh
Stock Exchange. Since we controlled for the condition of ongoing business in this period, our
sample was well balanced.

Data are analyzed using descriptive analysis, correlation coefficient presented for all dependent,
explanatory variables and panel data methodology in Stata 12.0. In panel data analysis, fixed
effects model (FEM) and random effects model (REM) are used. Hausman test is used to select the
appropriate model. The result shows that the FEM estimation is the most relevant estimation method.

4. RESULTS AND DISCUSSIONS
4.1 Descriptive analysis

Table 2 presents the descriptive statistics for 381 firms listed on the Vietnam Stock exchange
for a period from 2009 to 2017.

Table 2: Descriptive Statistics

Variables Mean Min Max SD

ROA 0.06446 -1.6267 1.8978 0.0967
TDTA 0.50529 0 4.7871 0.2427
GROWTH 0.26921 -0.8736 308.448 5.3111
TANG 0.23041 0.00005 0.9764 0.2083
LIQUID 2.29735 0.0025 229.57 4.7022
SIZE 5.73869 4.0535 8.3299 0.6702




FACTORS THAT DETERMINE FIRM PERFORMANCE - EMPIRICAL EVIDENCE... 75

Table 2 shows that the average rate of profit after tax on asset (ROA) is 6.4%. The average
debt ratio is 0.49 at the average level and fluctuates in the range (0; 4.78), this shows that in
addition to the businesses with almost absolute financial leverage, there are still businesses using
the majority of equity to minimize risk.

The average growth rate of enterprises is about 26.9%. The level of variation of this indicator
is 5.3%. Firms in the research sample have an average fixed asset structure of about 23%, the
average current solvency ratio is 2.29.

4.2 Correlation analysis

Table 3: Correlation analysis for dependent and explanatory variables

ROA TDTA GROWTH TANG LIQUID SIZE
ROA 1.0000
TDTA -0.4151 1.0000
GROWTH 0.0016 -0.0085 1.0000
TANG 0.0070 -0.0514 0.0018 1.0000
LIQUID 0.1054 -0.2797 0.0002 -0.0763 1.0000
SIZE -0.0721 0.2826 0.0142 -0.0508 -0.0765 1.0000

Table 3 presents the correlation coefficients for all variables considered. It can be seen from
the table 3, ROA has a positive correlation with growth rate, asset structure and solvency, and has
a negative correlation with debt ratio and firm size.

4.3 Regression results
Table 4: The summary of regression
(FEM) (REM)
VARIABLES ROA ROA
TDTA -0.132%** -0.144%**
(0.00961) (0.00817)
GROWTH 0.000526** 0.000411*
(0.000237) (0.000237)
TANG -0.00302 -0.000391
(0.0129) (0.0100)
LIQUID -9.49¢-05 -0.000152
(0.000314) (0.000307)
SIZE -0.0522%** -0.0103%**
(0.00677) (0.00385)
Constant 0.432%%** 0.197%**
(0.0394) (0.0223)
Observations 3,429 3,429
R-squared 0.079
Number of id 381 381

Note: *** ** gnd * show the significant level at 1%, 5% and 10% respectively
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Table 4 indicates that TDTA negatively associated with ROA at the p-value 1%. This means the
higher debt ratio leads to the lower financial performance. For the period 2009-2017, the Vietnamese
listed firms met a lot of difficulties: the crisis of real estate, inflation, change in interest etc. The use of
borrowed money is not effective, at this time financial leverage has an adverse effect on the performance
of the business. Therefore, the higher the debt ratio, the lower the operating efficiency. This regression
result corresponds to the prior empirical studies of Muhammad Umar et al 2012, R.Zeitun, G.G Tian 2007.

Firm size is negatively correlated with ROA with statistical significance of 1%. This shows that
the expansion of the scale but the cost is too large, the management is not good, leads to the reduction
of business efficiency. This result is opposite of the prior empirical studies of Zeitun & Tian (2007),
Margaritis & Psillaki (2007); Abbasali & Esfandiar (2012); Maja Pervan & Josipa Visi¢ (2012).

The positive sign of growth could be seen for ROA at p-value <0.05. This means that
listed firms could improve their financial performance by increase sales. This regression result
corresponds to the prior empirical studies of Jovanovic (1982) and Frank (1988).

5. CONCLUSION

This research paper tested five firm factors and their influence on firm performance represented
by ROA. These results explain what factors were associated with firm level operating performance.
The study concludes that firm’s performance in Vietnamese listed firms is significantly affected by
leverage, firm size and growth. The Vietnamese listed firms should keep in mind the above factors
while making financial decision regarding firm’s performance.

Data availability is a major issue in finance studies of the Vietnamese financial market. This
limits the number of observation in the entire sample, which consequently restricts the variation
in findings. The factors that determine firm performance of Vietnamese listed firms therefore
can be further studied and researched. The study used book value measure for dependent and
independent variables. The future research on firm’s performance may be made through market
value measures like Tobin’s Q. A study investing influence of agency cost, corporate governance
on firm performance could also be a good value to the finance research.
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APPLICATION OF INFORMATION TECHNOLOGY TO FINANCIAL
MANAGEMENT: THE CASE OF TAXATION SECTOR

Nguyen Manh Thieu

ABSTRACT

Application of information technology to state management in the current context is very important. In
recent years, the taxation sector has achieved many results in the application of information technology in
management. This paper focuses on analyzing the current situation of information technology application
for taxation sector, thereby proposing some ideas and solutions to improve the efficiency of information

technology application in the management of taxation sector in the new context.

Keywords: Information technology, taxation, management, policy

1. RATIONALE

The information technology has been determined by the Party and the State as an effective
tool to implement three strategic breakthroughs in the national development, which is the key
for Vietnam’s economy to take off. In the period of 2013 — 2018, the Ministry of Finance always
took the leading position in ministries and sectors in the Vietnam’s readiness index rankings
for the development and application of Information Technology (IT). In 2018, the Ministry of
Finance was awarded ASOCIO 2018 by the Asia-Oceania Computing Industry Organization
(ASOCIO) in the category of “Excellent IT Application Organization” for government
agencies. The implementation of IT application in the Finance sector by 2020 focuses on the
goal of providing online public services to people and enterprises on the basis of standardizing
administrative procedures, applying IT in administrative reform; Applying various forms of
support services through integrated technology devices; Building a management information
system and information serving directing and administration for leaders; providing multi-
dimensional information, supporting analysis, statistics and forecast: Developing databases
in accordance to modern technology standard; Treasury and Budget Management Information
System (TABMIS), Tax Management System (TMS), Vietnam Automated Cargo Clearance
System and Vietnam Customs Intelligence Information System (VNACCS/VCIS); Step by step
apply IT in the fields of financial management (prices, public assets, enterprises, insurance,
etc.) according to the roadmap for reform and modernization of specialized units, etc. There
are 4 basic components in IT, namely: (i) IT infrastructure includes computer networks and
telecommunications; (ii) application of IT is the use of IT in socio-economic, foreign affairs,
defense, security sectors and other activities in order to improve productivity and quality of
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these activities; (iii) IT industry is a high-tech economic-technology industry producing and
supplying IT products, including hardware, software products, and digital information contents;
(iv) IT human resources. Implementing the Resolution No. 36a/NQ-CP of the Government,
the Taxation Sector continues to promote the application of IT in all stages, supporting in the
process of handling administrative procedures on taxation, supporting staff in charge of taxation
according to business process are the key tasks that need to be performed. The taxation sector
has implemented applications such as: analyzing risk information of businesspeople paying
tax under the poll tax method; applying receivables related to land and vehicles; applying the
centralized asset management method; recruitment management software, inputting the data of
candidates registering for recruitment; applying electronic tax refund for enterprises, investment
projects, import and export business subject to electronic tax refund; deploying the information
exchange system between the General Department of Taxation and Vietnam Social Security.
Currently, the application of IT has supported most of steps in the tax administration process,
from establishment stage, poll tax calculation for business households; non-agricultural land
use tax; license tax to tax declaration, payment, handling of violation, determination of tax
debts, analysis of tax debts, etc., of all organization and individual taxpayers that are all handled
centralized data on unique Tax Management System (TMS) application of the taxation sector. The
civil servants of taxation sector who work at the division that exploits and processes information
on the application according to the access rights to solve jobs quickly, updating data has been
only entered in one stage and then exporting many types of reports and books, records for
other divisions to use quickly, accurately and well serve the processing and monitoring works,
creating modern and professional working style. In addition, a number of application such as:
TTR, TPR, QLAC, BCTC, TPH, etc., are updated regularly by the functional departments to
support and search in effective tax management, etc.

2. POLICIES ON APPLICATION OF INFORMATION TECHNOLOGY TO FINANCIAL MANAGEMENT

Implementing resolution No. 36-NQ/TW dated 1 July 2014 of the Politburo on promoting IT
application and development; on 15 April 2015, the Government issued resolution No. 26/NQ-CP on
the Action Program to implement Resolution No.36/NQ-TW. The resolution no. 36a/NQ-CP dated
14 October 2015 of the Government on E-government; The Government has put the central task of
strengthening and innovating the propaganda, dissemination and raising awareness and knowledge
about IT in society. In particular, the Web portal system for State administrative agencies will be built
and put into use uniformly and smoothly from the central to local levels; the information system for
receiving and handling feedbacks, recommendations on administrative regulations and situation, results
of handling administrative procedures at all government levels. Especially, in the current period, the
Fourth Industrial Revolution is a major trend affecting the socio-economic development of all countries.
The Prime Minister signed to use the Directive No. 16/CT-TTg dated 4 May 2017 on strengthening
the capacity to access the Fourth Industrial Revolution. Under this directive, from now to 2020, it
must focus on developing IT infrastructure, encouraging enterprises to innovate technology, etc., to
take full advantages. The Resolution No.52-NQ/TW dated 27 September 2019 of the Politburo on
a number of guidelines and policies to actively participate in the Fourth Industrial Revolution. The
Decision No.556/QD-BTC approving the 5-year Plan on IT application in operation of the Ministry of
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Finance for the period of 2016-2020. This plan is a part of the Financial Strategy for the period of 2011-
2020, which has an essential role and significance for the modernization process in association with the
administrative reform of the Finance sector. The Ministry of Finance focuses on studying and proposing
amendments to the Law on Tax Administration (revised) that is ratified by the National Assembly; the
Law amending and supplementing a number of articles of tax laws; the amended Decree on invoices
and many other provisions. The Ministry of Finance signed Decision No0.2369/QD-BTC approving
the Plan and list of budget estimations for deploying IT application in 2019. Through summarizing,
the volume of the tasks on IT application in 2019 of the whole sector and each departments/units is
very large. In 2019, the sector deploys 50 projects, 23 plans — detailed budget estimations and 299
contents without budget estimation and plan. For contents that are newly deployed in 2019, they are
expected to deployed under 177 bidding packages, in which, units deploying IT application with large
budget estimations are: General Department of Taxation, Department of Financial Informatics and
Statistics, General Department of Vietnam Customs, Vietnam State Treasury, General Department of
State Reserves, State Securities Commission of Vietnam. The application of information technology to
the State management in general and the taxation sector in particular has a great importance, so there
are many policies to promote the development such as:

- Decision No. 201/2004/QD-TTg dated 06 December 2004 of the Prime Minister approving
the “Program of Tax System Reform by 2010”; Decision No.1830/QD-BTC dated 29 July 2009 on
the Pilot Project of Taxpayers filling tax declaration over Internet”.

- Decision No.1937/QD-BTC dated 12 August 2009 approving the use of digital signature
authentication system of Vietnam Post and Telecommunications Group during the pilot phase of
the project “Taxpayers filling tax declaration over Internet”.

- Decision No.723/QD-TTg dated 17 May 2011 of the Prime Minister approving the “Strategy
on tax system reform for the period of 2011-2020”; Decision No. 2331/QD-TCT in 2014 on the
Process of managing information technology requirements/incidents of the Taxation sector issued
by the General Department of Taxation.

- Decision N0.278.QD-TCT dated 01 March 2016 on the Action Plan of the General Department
of Taxation on the expansion of the electronic invoice issuance system with the certification of the

tax authorities.

- Decision No0.2790/QD-BTC dated 27 December 2016 on the pilot application of receiving

dossiers and return the result of solving the value added tax (VAT) refund by electronic methods.

- Circular 110/2015/TT-BTC dated 28 July 2015 of the Ministry of Finance guiding electronic
transactions in the taxation field; Decision No.549/QD-TCT promulgating the regulation on
information technology application in taxation sector; Decree no. 119/2018/ND-CP dated 12
August 2018 of the Prime Minister regulating e-invoices when selling goods and providing
services, etc. In addition, there are many regulations and policies related to the application of
information technology in tax administration such as the regulation on receiving dossiers and
returning VAT refund result by electronic methods, supervising tax refund on TMS, application of
risk analysis, regulation on electronic invoices, inspection works, etc.
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3.CURRENT SITUATION OF INFORMATION TECHNOLOGY APPLICATION FOR MANAGEMENT WORKS OF THE TAXATION
SECTOR

The strategy for tax system reform in 2011-2020 is to build a modern, effective and efficient
tax sector that facilitates taxpayers. Currently, the electronic tax declaration has been implemented
in 63 provinces/cities and at all taxation departments and divisions under the general department;
637 thousand enterprises use electronic tax declaration services, reaching nearly 100% of the total
number of enterprises currently operating in the country. The number of electronic tax declaration
dossiers received was over 45.6 million. The General Department of Taxation has completed the
connection with commercial banks, which is implemented at 63 Taxation Departments. By now,
the number of enterprises registered with tax authorities for using tax payment services via banks
was more than 625 thousand enterprises, accounting for over 97% (of total number of currently
operating enterprises). The number of enterprises that have completed the service registration with
the bank is more than was more than 600 thousand enterprises, accounting for over 96%, with the
amount paid to the State budget of over VND 520.3 trillion. Moreover, in the implementation of
e-government, the taxation sector provides online public services that currently reaches level 3
or higher with nearly 50% of administrative procedures. The tax system reform strategy for the
period of 2011-2020 has achieved remarkable initial results. In order to meet the requirements of
the new trend, the taxation sector has strongly promoted the application of information technology
in tax administration. IT has been widely applied to help simplify tax administrative procedures,
reduce costs for enterprises and people, and at the same time, contribute to manage, promote the
collection growth in rapid and sustainable way. According to the Doing Business 2018 report of
the World Bank, the Vietnam’s tax payment index ranked 86/190 countries, going up 81 places,
ranking 4™ place in ASEAN, after Singapore, Thailand and Malaysia.

After applying and deploying information technology application in tax management, the

results are as follows:

Regarding electronic tax declaration: Over recent time, the General Department of Taxation
has actively implemented an electronic tax declaration system to assist taxpayers in filling most of
the tax declaration documents, including first/additional declarations, declarations on each occasion,
tax finalization declaration, financial statement, invoice report, charge and fee payable receipts
according to regulations. In addition, the General Department of Taxation has also implemented
a system of information exchange between tax authorities and land registry agency — under the
ministry of Natural Resources and Environment to support Tax Departments in deploying and
using information exchange system. After the pilot phase of electronic tax, the mass application
is deployed in 2014-2018. In this period, the rate of enterprises filing tax declaration online was
always high, over 97% of enterprises using this service. The number of electronic tax declaration
has also grown tremendously, in 2014, there was more than 18 million declarations were filed
into the online tax declaration system; this number doubled in 2016, reaching nearly 36 million
declarations. In 2017, the number of registered enterprises was 644,737 (reaching 99.95% of total
number of operating enterprises); The number of dossiers received was over 47,622,313. Regarding
individual taxpayers, the tax agencies are currently managing 35,072 individual taxpayers; the
number of received dossiers was 61,329. By 2018, the electronic tax declaration system has bene
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implemented in 63/63 provinces/cities and 100% of Tax Departments and Divisions under the
General Department of Taxation.

Table 1: Current status of electronic tax declaration in Vietnam in 2015-2018

No. Criteria 2015 2016 2017 2018

The number of tax departments
applying electronic tax declaration
The number of tax departments
2 | meeting the assigned target on 62/63 63/63 63/63 63/63
electronic tax declaration

1 63 63 63 63

The number of enterprises applying

3 . . 511,801 566,662 559,998 697,377
electronic tax declaration

4 The number of operating enterprises 515,245 567,768 561,064 698,481

5 The rate of enterprises applying 99.3 99.8 99.8] 99.84

electronic tax declaration

6 | Ihenumberof declarations receivedin | ¢ (oq 991 | 35810774 | 47622313 | 56,500,000
the electronic tax declaration system

Source: Reports of the General Department of Taxation and synthesis of the author

The implementation of electronic tax declaration and payment services has helped tax
authorities, enterprises and banks reduce the time for completing procedures; reduce costs for
enterprises and society, especially, contributed to the disclosure and transparency of information
for taxpayers.

Regarding electronic tax payment: The General Department of Taxation has issued
documents guiding electronic transactions in the tax field, creating a legal basis for conducting
electronic transactions. Implementing from 2014 by now, electronic tax payment in Vietnam has
gained remarkable results. In 2014, there were 18 Tax Departments participating in the pilot of
electronic tax payment, by now, there are 63 Tax Departments using this method. In 2014, 12/18
Tax Departments achieved the target on electronic payment, this number in 2015 was 42/63 and
in 2018 was 61/63 finishing the targets on electronic tax payment set by the General Department
of Taxation. The number of enterprises registering for the services increased sharply, from
18,835 enterprises in 2014 to more than 555,000 enterprises in 2016 after having the policy on
compulsory electronic tax payment from the Ministry of Finance. The rate of enterprises finishing
the registration at tax authorities and commercial banks in 2015 was 89.88%, in 2016 was 97.06%,
in 2017 was 96.42% and in 2018 was 96.3%. The total amount of electronic tax payment increased
rapidly, from VND 8,524 billion in 2014 to nearly VND 557,697 billion in 2018. The electronic tax
payment is implemented through the main channel of commercial banks. The General Department
of Taxation has implemented the policy to collaborate with commercial banks from 2013. In 2015,
there were 5 banks connected with the General Department of Taxation, this number in 2015 was
33 and 43 in 2016, then 50 banks in 2018. In 2017, the number of enterprises registering with
commercial banks were 621,938 (reaching 96.42%). By 31/12/2018, the number of enterprises
completing service registration with banks were 672,599. In 2018, enterprises paid tax through
over 3.1 million electronic tax transactions with the amount of over VND 658 trillion.
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Regarding electronic tax refund: Implementing Resolution No. 36*/NQ-CP of the
Government on e-Government, Resolution no.19/NQ-CP of the Government on promoting
administrative procedure reform, the General Department of Taxation has conducted analysis and
upgrading applications for receiving dossiers and returning the results of value-added tax (VAT) by
electronic method. To ensure the legal basis for the pilot implementation of electronic tax refund
service, the Ministry of Finance issued Decision No. 2790/QD-BTC dated 27 December 2016
on the pilot application of receiving dossiers and return the result of solving the value added tax
(VAT) refund by electronic methods. Basing on these legal documents, the General Department
of Taxation has set up a plan to implement electronic tax refund. The General Department of
Taxation piloted the electronic tax refund in Hanoi city and Haiphong city; from 12 May 2017, the
taxation sector has officially implemented electronic tax refund nationwide — marking a new step
in modernizing and reforming the administrative procedures of the sector.

Accordingly, the receipt of dossiers and return of results of value added tax refund by electronic
methods at Tax authorities in 63 provinces/cities have been decided to apply since May 2017 by
the Ministry of Finance. Additionally, the General Department of Taxation deployed a temporary
solution to supervise tax refund based on the Official Dispatch No.4118/TCT-KK dated 9 September
2016 on the implementation of tax refund supervision on TMS and Official Dispatch No. 13804/
BTC-TCT dated 30 September 2016 of the Ministry of Finance on VAT refund management in the
last months of 2016. After 6 months of pilot, the number of registered enterprises reached 4,675;
the number of dossiers processed were 9,452 (total number of dossiers received were 11,953); the
total amount of money refunded was over VND 49,200 billion.

Implementing some other applications: Regarding the pilot of implementing an electronic
invoice system with authentication codes; Application of IT in inspection, monitoring and internal
monitoring; Regarding the implementation of online public services delivery: the number of
administrative procedures provided online is 125/298, reaching level 3 or higher. Currently, 63
Tax Departments and the General Department of Taxation have their own websites providing
tax information. Three level 3 or higher public services are provided, including: Electronic tax
system (online invoice declaration; declaration of using receipts for online charges and fees;
Online tax declaration; Electronic tax payment; Electronic tax refund); Anti-counterfeiting invoice
code issuing system; Information Exchange system between tax authorities and Natural resources
and environment agencies (electronic inter-door system). In addition, the General Department
of Taxation also applies the Service of online paying registration fees for cars and motorbikes;
Service of electronic land tax payment and household; Application of Document management
software at administrative units (eDocTC).

Over last years, the taxation sector has trongly promoted the application of IT in tax
administration. Electronic services such as online tax declaration, electronic tax payment,
electronic tax refund, etc., have brought a lot of benefits to taxpayers; creating a breakthrough
in adminstrative procedures reform, bringing a very positive effect to people and society. This is
also the main reason and the core to help Vietnam’s tax payment index increase dramatically in
recent years. Applications for electronic tax management as mentioned above have been built,
operated on the basis of the Tax Management System (TMS). This application is identified by
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the Ministry of Finance and the General Department of Taxation as core profesional application
system (backbone) to support the tax administration works, which replacing tax administration
application systems that had been implemented in all three levels of the taxation sector from 1998.
This system has been developed and upgraded many times based on the previous application’s
framework. Recent reform efforts of the tax authorities have been recognized and appreciated
by the Government, the Ministry of Finance and the business community. According to a survey
conducted by VCCI, the satisfaction index of enterprises on tax administrative reform in 2016 was
75/100 points (compared to 71/100 points in 2014). The Advisory Council on administrative reform
of the Government assesses the cost of compliance with tax administrative procedures ranking 1
in 8 groups of tax administrative procedures that are included in the assessment. The General
Department of Taxation will continue to promote the application of information technology in tax
administration starting from the management of electronic tax registration, tax declaration, tax
payment, and tax refund, continuing to widely deploy the electronic tax declaration, tax payment,
tax refund throughout country; accelerate the application of information technology in risk
managememnt, tax inspection and supervision, tax debt collection management and enforcement.
The effectiveness of IT application in tax management has achieved important results, such as:
implementing tax administrative reform, facilitating taxpayers, reducing costs in terms of time and
paperwork in tax declaration and payment; ensuring that taxpayers’ information and tax declaration
are sent to tax authorities quickly, accurately, without errors and mistakes; synchronously creating
necessary conditions for both tax authorities and taxpayers when doing electronic tax declaration
and payment; reducing the overload at the tax offices when tax declaration time, etc. However,
policies and legal documents on tax as well as input templates and forms of current application are
constantly changing. The upgrading, supplementing and deploying current IT infrastructure of the
Taxation sector have not met the requirements and the implementation speed. Technical errors still
exist in the process of operating the application system, so sometimes, it does not serve timely the
analysis of data for tax administration works. The data monitoring taxpayers’ tax obligations on
the computer system is not sufficient and there are many cases of discrepancies and errors but not
yet regularly reviewed and double checked, and not yet resolved these discrepancies and errors,
etc. Therefore, it is necessary to continue to supplement and complete more applications in the
near future to meet the requirements.

4. RECOMMENDATIONS

From the real requirements of the new trend of 4.0 technology application and to overcome
the limitations in deploying IT applications, implementing the national program on IT applications
in the operation of State agencies for 2016-2020, the Taxation sector should continue to strongly
promote the application of information technology in tax administration in the following
orientations and solutions:

Firstly, applying the Blockchain technology to the taxation sector, building a national tax
database to meet the requirements of e-government implementation. National data on the number
of enterprises using electronic tax payment, electronic invoices with authentication codes of tax
authorities; electronic tax declaration and value added tax, corporate income tax; paying registration
fee for cars, motorbikes by electronic methods, etc.; publicizing processes and regulations on tax



APPLICATION OF INFORMATION TECHNOLOGY TO FINANCIAL MANAGEMENT: THE CASE OF TAXATION SECTOR 85

administration for taxpayers to know, monitor and supervise; reducing, simplifying and publicizing
administrative procedures for taxpayers to know and follow. For example, value added tax is
a tax that contributes largely to the national budget, so tax authorities are always looking for
ways to collect value added tax most effectively. However, collecting sufficient information from
taxpayers is a challenge for tax authorities. On the other hand, the amount of value added tax is
calculated for a certain period of time, usually by month or quarter. Therefore, the tax authorities
are increasingly facing difficulties to monitor and control the collection and payment of value
added tax. Thus, the Blockchain technology should be applied to the tax system to manage, track
and monitor the situation of collection, payment and refund of VAT throughout the industry as well
as every enterprise; there are some benefits for enterprises and tax authorities to limit fraud, errors
in tax collection.

Secondly, it is necessary to have clear legal basis for electronic transactions, user verification
system, technical infrastructure and especially the mechanism to encourage enterprises to
voluntarily participate in electronic transactions. Completing the system of synchronized legal
bases related to electronic tax transactions such as tax registration, processing tax declaration, tax
payment documents, calculating late payment, debt notices, monitoring tax refund, etc., to reduce
manual works and save time for tax officials. Therefore, the management and processing of tax data
must be more quickly, timely and effectively. All tax officials are able to exploit information on
the application to understand the situation of tax payable, each tax payment document to promptly
remind tax collection and tax debt collection.

The taxation sector should expand electronic services providing to taxpayers such as: eTax,
electronic tax declaration, electronic tax payment, electronic tax refund, etc. This also helps the
superior tax authorities to understand the management situation of subordinates; actively supports
leaders of superior tax authorities in supervising, directing, administering and managing subordinate
tax authorities. In order to effectively implement electronic tax services, it is necessary to have a
corresponding legal framework; by this way, the entities participating in the electronic tax services
will have bases to exchange information and electronic data serving the tax administration.

Thirdly, promoting support taxpayers through the provision of expanded electronic tax
services; encouraging and supporting intermediary organizations to develop tax services, meeting
the requirements of socialization of some services such as tax consulting and accounting; electronic
tax declaration service, etc.

Fourthly, modernizing the internal management of the taxation sector in order to improve the
quality and efficiency of the operation, creating a professional and effective working environment
in the application and implementation of information technology in the taxation sector.

Fifthly, urgently developing IT infrastructure with advanced, modern and synchronous
equipment; the General Department of Taxation should pay attention to invest in, upgrading
the technical infrastructure, unified communications network and IT equipment suitable to the
requirement of working, developing software of system operating on open source software,
ensuring that the software will not run in conflict with other software and ensuring the data security
of enterprises. Application of 4™ industrial revolution in the deployment of electronic invoices,
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chatbot technology in supporting taxpayers, etc. Developing tax administration capacity for 4.0
enterprises; improving the quality of service to people, measurement and assess people’s satisfaction.
Ensuring IT system operate continuously, effectively with information and data security. Because,
when applying IT in the collection and payment, refund of tax, the taxation sector will affect
hundreds of thousands of enterprises with a large volume of operations, documents, archives
and security; therefore, it is necessary to have a modern technical infrastructure system to meet
the requirements of enterprises to do electronic tax payment, tax administration and information
security and provision of the taxation sector.

Sixthly, promoting the training and development of IT human resources in accordance with
the IT orientation and development plan of the taxation sector. In order to implement well the
application of IT in all stages of tax administration, first of all, there must be qualified human
resources to understand, operate, use and manage; therefore, it is necessary to actively train to
upgrade the capacity of tax officials in using IT application in tax administration tasks in the period
of the fourth Industrial revolution.

Seventhly, coordinating, connecting and exchanging information with units outside the taxation
sector as well as linking information of relevant agencies such as banks and local authorities to
help the tax authorities get comprehensive information about taxpayers and other related issues.

5. CONCLUSION

Implementing the Party’s and Government’s policies on promoting administrative procedures
reform; modernizing the management system; improving effectiveness and efficiency in
management; improving the national competiveness; completing the E-government construction
strategy. Among the ministries and sectors under the Government, especially, the Ministry of
Finance is the leading unit in the application of IT in financial management, with the most typical
point is in the tax administration work of the General Department of Taxation today.

First of all, the taxation sector has immediately deployed application software and builta unified
communication infrastructure, contributing to the rapid settlement of contents in tax administration
of the sector such as tax declaration, payment, annual tax finalization, quickly handling hundreds
of thousands of tax declarations and finalization dossiers for both organizations and individuals.
Secondly, continue to maintain and complete the Tax Management System across the country
for all taxes; accelerate the electronic tax declaration application to further support taxpayers
in filling most of tax declaration dossiers including first/additional declarations, declaration at
each arising, tax finalization declarations, financial statements, invoice reports, charge and fee
receipts payable according to regulations. Thirdly, thanks to information technology application,
the General Department of Taxation has also implemented the system for information exchange
between tax authorities and land registration department — The Ministry of Natural Resources and
Environment to support the tax departments in implementing and using the information exchange
system between tax authorities and land registration offices. Fourthly, the General Department of
Taxation has analyzed and upgraded applications according to the process of receiving dossiers
and returning results of value added tax refund (VAT) by electronic methods at all tax department
nationwide. Fifthly, the General Department of Taxation expands the electronic invoice issue
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system with authentication certified by the tax authorities, at the same time, support enterprises to

implement the electronic invoice system with authentication codes. Promoting IT application in

the inspection, examination and internal check at all levels such as adding a quick report template,

instructions on making and synthesizing reports on applications, updating data into applications

for tracking the inspection results, checking and applying the risk analysis method in tax inspection

planning to serve the administration of tax authorities.
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CONCERNS ON CURRENT PUBLICDEBTS IN VIETNAM

Nguyen Quoc Thai’

ABSTRACT

Public debts are defined as all pieces of outstanding loans in the public sector. Public debts might be caused
by several reasons and have multi-faceted impacts on the socio — economic development of a nation.
Especially, if the total loans accumulate over a specific level (also known as ‘a secured threshold”), it might
lead to various negative, even serious, consequences on the economy such as the decrease in capital
accumulation, the reduction of national savings, the shrink of private investment, the unexpected inflation,
the distortion of economic activities, or damaging the welfare system. Therefore, identifying and controlling

public debts have an important role in any country.

Keywords: public debt, public debt management, Vietnam, JEL: H60, H63

1. OVERVIEW OF THE PUBLIC DEBT SITUATION IN VIETNAM

Vietnam is a developing country in which the average per-capita income is low, capital
accumulation for development is moderate, meanwhile, the demand of capital for accelerating
the economic development and archiving the industrialization and modernization purpose is
considerably large. As the result, issuing debts to raise funds for expenditure and investment
is essential. However, in the context of continuous changes on international socio-economic
conditions, the slowing down of domestic economic growth as well as the tax cut policies for
integration requirement, the public debt scale in Vietnam is dramatically increasing in recent years
in both net and per-capital values.

In particular, the net value of public debts in Vietnam increased five times in the period of
ten years from 2001 to 2010, which is equivalent to the average increase of 15%/year®. The public
debts in 2016 was more than VND 2.86 billion, 2.5 times higher than in the 2010’s, 7 times more
than in the 2006’s, and 17 times of the 2001’s. Meanwhile, in the period from 2011 to 2015, the
average increase in public debts is 18.4 per cent/year, which is threefold higher than the economic
growth. At the end of 2018, the report published by the Ministry of Finance revealed that the net
value of public debts is about VND3.2 million billion VND?.

5

Institute of Economics, Ho Chi Minh National Academy of Politics.

' This threshold might change due to the situation of the economy in a specific period.
2 The Ministry of Finance

*  Data published by the Ministry of Finance counted until December 31%, 2018
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Table 1. Public debts per capita in Vietnam (in USD)

2001 2006 2008 2010 2011 2013 2015 2018
144 279.56 384.70 580.91 756.90 840.00 955.90 1,400.00
In the period from 2011-2015, the increasing speed of public debts in Vietnam is 18.4%

Source: collected from reports of the Ministry of Finance

In 2001, the per-capita public debts of Vietnam were only USD144.0 while the number of 2010
is USD580.91. It means that the public debts per capita increased by 18 per cent/year in the period
from 2001 to 2010, higher than the annual economic growth of the country (equivalently to 6%/
year'). The numbers reached USD756.92 in 2011, USD955.9% in 2015, and more than USD1,400
in 2018 (equivalent to VND 32 million?).

As presented in Figure 1, the ratio of public debts/GDP of Vietnam is about 36%, until
2016, this ratio increased to 63.7%, almost reached the public debt ceiling of 65% set by the
Assembly. From 2017, the status tends to relieve. The ratio in 2018 is down to 58.4% but still at
the considerable level. Comparing to other countries, the public debts of Vietnam are only at the
average level in terms of both absolute values, per-capita number, and the public debts/GDP ratio®.

Figure 1. Public debts of Vietnam between 2001 and 2018 (% GDP)
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2. SOME ISSUES RAISED FROM THE CURRENT STATUS OF PUBLIC DEBTS AND PUBLIC DEBTS MANAGEMENT IN
VIETNAM

The activity of issuing debts in public sector for investment purposes in current years
had positive contributions not only to deal with several problems in the economy, society, and

' The Ministry of Finance.

2 The data of The Economist counted to September 4 2012.

* The Economist.

* Calculated from the published data of the Ministry of Finance of Vietnam.

> According to the published data of IMF in 2017, 3 economies that have the largest scales of public debts in absolute
values are the U.S.A. (USD20,500 billion), Japan (USD11,588 billion), and China. In terms of public debts/GDP, 10
nations have the highest ratio are Japan (237.6%), Egypt (181,8%), Lebannon (146,8%), Italy (131,8%), Portugal
(125,7%), Sudan (121,6%), Singapore (111,1%), the U.S.A. (105,2%), Belgium (103,4%), and Greece (103%).
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environment; but also, to encourage the national socio-economic development. Otherwise,
according to the analysis of the Ministry of Finance, the current level of public debts in Vietnam is
within the secured threshold of 65% of GDP and tends to decrease. However, the public debts and

public debt management in Vietnam still exit some following issues.

Firstly, the statistical method on public debts in Vietnam is different from the international

standards and exists some drawbacks.

Public debts in Vietnam are considered including governmental debts, loans which are
guaranteed by the Government, and debts of local governments'. Meanwhile, there are several
types of debts and loans in which final responsible stakeholder on payment duty is the state budget
but are not counted on national public debts®. This definition of Vietnam causes deviations on
statistical data of public debts® and might lead to negative impacts on public debt management.
For instance, the public debt structure of Vietnam currently does not include the loans of state-
owned enterprises except the loan guaranteed by the government. As the results, in the context of
inefficient operation®, bad loans of these stakeholders are potentially threatening the stability of

Vietnam’s public debts because they are sponsored by the state budget.

Besides, the statistical data of Vietnamese data are still inadequate, incomplete, and
inconsistent. It is because before the Law on Pubic Debt Management 2017°, the debt issuance and
management were taken place by various ministries and agencies. These shortcomings are difficult
to be throughout resolved in short-term®. This reality comes along with the difference in public
debt calculating method against the international standards, makes the determination of public
debts, obligations of liability payment complicated and difficult.

' The Law No. 20/2017/QH14 on public debt management promulgated on November 23, 2017.

2 According to the World Bank, public debts include: (1) debts and loans issed by the central government and central

governmental departments; (2) debts and loans issued by all levels of local governments; (3) debts and loans of state bank;

(4) debts and loans issued by independent organizations which are eligible one of the following criteria: the government

owns 50% of the capital or has the number of representatives more than 50% of the total members in the board of director;

or the budgeting process of the organizations has to be approved by the government; or government is responsible for
paying the debts if the organization is unable to pay their loans. According to UNCTAD, public debts not only include
all loans and debts issued by the government, guaranteed by the government, and issued by local governments, but
also include all the payment duties of state bank, department of the central governments both bureaucratic and business
organizations, and other implying debts and loans (for instance, loans of retirement payment and social insurance,...

According to IMF, public debts of a country include debts and loans in public finance sector and debts and loans in the

non-public financial sector. According to OECD, public debts are accounted for loans of all public institutions.

For instance, international organizations recognized the public debt scale of Vietnam in 2016 was equivalent to

60% of the national GDP, while the rate reported by the Ministry of Finance was only 58%.

* According to the report prepared by the Supervisory Delegation of the Assembly about the results of implementing
laws and policies on the management and usage of state-owned capital and assets in state-owned enterprises in the
period of 2011-2016, the total liabilities of state-owned enterprises were very high, increased by 26% compared to
the 2011’s, from VND1.2 million billion to VND1.6 million billion.

5 The Law No. 20/2017/QH2017 on Public Debt Management took effect on July 1%, 2018. After this time, the
Ministry of Finance became the united agency in assisting the government to manage the public debts.

¢ The Law No. 20/2017/QH2017 on Public Debt Management took effect on July 1%, 2018.
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Secondly, the public debts/GDP ratio of Vietnam is higher than the rates of new industrial

and developing countries.

Table 2. Public Debts of some countries in 2017

Total Public Debts Public Debt/GDP

Country
(in billion USD) (in %)
Indonesia 292,48 28,8
China 5.751,76 47,0
Thailand 148.43 32,6
Philippines 125,12 39,9
Malaysia 170,26 54,1
India 1.833,88 71,2
Singapore 363,42 112,2
Vietnam 130,91 58,5

Source: collected from IMF, Global Debt Database; UN, GDP by Type of Expenditure at
current prices - USD

Although the absolute value is smaller than the public debt level of other countries in this
group, the ratio of public debt to GDP of Vietnam is higher and tends to increase. According to
the data provide by IMF and UN presented in Table 2, by the end of 2017, Vietnam’s public debts
were 130.91 billion USD, equivalent to 58.5% GDP. In the same period, Thailand’s public debts
were USD148.43 billion, 1.13 times higher than Vietnam’s, but equivalent to only 32.6% of GDP.
General public debt of Indonesia was USD292.48 billion, 2.23 times higher than Vietnam’s, but
only equivalent to 28.8% of GDP. Similarly, the public debt level of the Philippines was USD125.12
billion, nearly equal to the size of Vietnam’s public debt, but only accounted for 39.9% of GDP.
Meanwhile, China has a high level of public debt in the world with USD5,751.76 billion, 43.9
times higher than Vietnam’s, but this public debt only accounts for 47% of GDP. These data imply
that Vietnam’s economy is bearing a larger debt than the all of the economies mentioned above.

Thirdly, the efficiency of using public debts is quite low.

Many works and projects funded by public loans in recent years have not been effective
such as the widespread investment, low-quality constructions, loss and waste', process delay poor
business performance?, etc. This issue is partly responsible to make the ICOR index of Vietnam
evolve in a negative direction. As shown in Figure 2, Vietnam’s ICOR index increased from 4.42
in the period of 2000-2005 to 6.12 in the 2006 — 2010 period, and 6.91 in the period of 2011 - 2015,
higher than many countries in the region and worldwide. Meanwhile, in the period of 2006 —2010,
the economic growth rates of Vietnam slowed down compared to the previous period (from the
average annual rate of 7.39% in the years of 2000-2005 to 7.00%/year in the period of 2006-2010
then 5.84% in the 2011-2015 period).

' According to some researches, each publicly invested VND only creates VNDO.68 of products.
2 For instance, several projects used loans guaranteed by the Government, invested on steel or concrete manufacturing

reported to be lost.
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In recent years, with the implementation of the Party and State’s policies of renovating the
economic growth model towards improving quality and efficiency, restructuring the state budget
to ensure national financial safety and sustainability these indicators have been improved, but still
lower than other countries in the region and around the world. This fact indicates that in the future,
Vietnam might face many difficulties in financial accumulation to pay in-due liabilities.

Figure 2. The ICOR Index and Economic Growth of Vietnam in some periods
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Source: collected from the General Statistic Offices

Fourthly, the foreign debt proportion in the public debt structure of Vietnam has tended to
decrease in recent years, but it is still high compared to many other countries. The ratio of foreign
debt guaranteed by the Government tends to rise.

Compared to the period 2006 - 2011, the proportion of foreign debt in Vietnam’s public debt
structure has a significantly positive change on the reducing direction. From the proportion of
more than 70% in total public debt before 2011, the ratio fell to 41.7% as of 31 December 2017.
However, this rate is still high when comparing with many other countries. The great share of
foreign loans increases the risks for Vietnam (i.e. the exchange rate risks, other constraints from
lending countries and organizations as well as the adverse fluctuations of the world market, etc. ).

In recent years, the scale of commercial loans in foreign debts with high interest rates tending
to increase because Vietnam has overcome the middle income country’s threshold. In the next
5 years, Vietnam’s ODA will decrease gradually to zero. According to Ministry of Finance, the
percentage of international loan with floating rate in total debt was increased from 2% in the
year 2006 to 11% in year 2015. This situation has led to an increase the burden of payment for
international loans.

Besides, the ratio of foreign loans being guarantee by the Government was likely increased
continuously in the period of 2013 —2017. The ratio increased from 47.6% in year 2013 to 55.4%
in year 2017, while there are many public projects implementing ineffectively (slow progress,
waste, low performance, lost, etc.). It partly increases the risk of public debt in Vietnam.

' According to the published data of IMF in 2017, Japan has the public debt/GDP ratio of 237,6%. It is an example
of high public debt level but is considered as low risked of bankruptcy because most of the Japan public debt is in

the hands of the citizens and domestic residents.
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Table 3. Vietnam’s public debt 2006 - 2011

Foreign debt / GDP (%) Public debt/GDP (%) Foreign debt/ Public debt (%)

2006 31,4 45,9 73,2
2007 32,5 49,7 71,3
2008 29,8 47,9 67,9
2009 39,0 51,0 79,6
2010 42,2 56,6 74,6
2011 44,5 58,7 76,9

Source: collected from reports of the Ministry of Finance

Table 4. Vietnam’s public debt in the period of 2013 - 2017

Foreign debt Domestic debt Total Foreign debt/Public
(Million USD) (Million USD) (Million USD) debt (%)
Government debt
2013 36.281,66 35.999,33 72.280,99 50,2
2014 38.130,72 47.817,27 85.947,99 44,4
2015 39.644,97 54.674,26 94.319,23 42,0
2016 (R) 42.915,79 64.574,70 107.490,49 39,9
2017 (P) 46.323,14 68.922,13 115.245,27 40,2
Debts guaranteed by the Government
2013 8.960,17 9.867,67 18.827,84 47,6
2014 9.921,97 9.970,70 19.892,67 49,9
2015 11.314,17 9.477,14 20.791,31 54,4
2016 (R) 11.552,00 9.357,27 20.909,27 55,3
2017 (P) 11.241,75 9.065,70 20.307.,45 55,4
Government debt and government-guaranteed debt
2013 45.241,83 45.867,00 91.108,83 49,7
2014 48.052,69 57.787,97 105.840,66 45,4
2015 50.959,14 64.151,40 115.110,54 443
2016 (R) 54.467,79 73.931,97 128.399,76 42,4
2017 (P) 57.564,89 77.987.,83 135.552,72 42,5
Domestic debt of local governments
2013 2.868,46
2014 3.305,99
2015 3.364,18
2016 (R) 2.994,17
2017 (P) 2.551,72
Public debt
2013 45.241,83 48.735,46 93.977,29 48,1
2014 48.052,69 61.093,96 109.146,65 44,0
2015 50.959,14 67.515,58 118.474,72 43,0
2016 (R) 54.467,79 76.926,14 131.393,93 41,5
2017 (P) 57.564,89 80.539,55 138.104,44 41,7

Source: Ministry of Finance
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Fifthly, the term structure of domestic public debt raises several difficulties.

Before year 2013, the State majorly mobilizes short-terms capital from commercial banks
(by issuing bonds with the terms less than three years) for long-term investments. Accordingly,
short-term loans have large percentage, approximately 70% of the total issuing debts. It will likely
lead to the pressure of debt payments in the short time. To overcome this situation, from year
2014, the State focused on issuing bonds with longer terms (at least 5 years)'. However, because
of incomplete market of bonds in Vietnam and the constrained financial resources of non-banking
institutions, the issuing of long-term government bonds in Vietnam to financing public debts is
difficult’. Therefore, the structure of terms of public debts in Vietnam has put high pressure on
debt payment responsibilities of the government in the following years. According to the Ministry
of Finance, the responsibilities to pay internal debts will be due in the coming years®. With the
international and domestic loans will be due under the circumstances of budget deficit, this will
force the State to continuously borrow to refund its debts.

3. POLICY IMPLICATIONS

In the coming years, the demand on investment capital for major infrastructure projects in
Vietnam is still high, while the potential of mobilizing the domestic finance is not enough, so public
debt will increase significantly. To ensure the opportunities to borrow more money, the safety of
public debt and the security of national financial system, it is needed to aware the following issues:

Firstly, it is needed to collect statistical data according to international standards, and
enhancing the information system on public debt, performing appropriate forecast and “alarming”
public debt.

It is needed to collect statistical data on public debt according to international standards that
reflect all these public debts in the economy. Information on public debt must adequate, detailed,
timing, easy to access, etc. Specially, the forecast and “alarming” works about public debts need
to closely stick with the analysis and evaluation of the macroeconomic conditions as well as
the realities of loans and the payment abilities of the borrowers who have highly affected in the
economy. The international experiences of public debt management showed that public debts of a
nation will likely increase when its state has to issuing debts to support or refund outstanding debts
for the others actors in the economy in order to sustain the conditions of the economy.

Secondly, improving regulations and laws on public debts

Improving and institutionalizing the indicators of safely public debt threshold in the each
specific period of the economy to make legal foundation for controlling the debts according to
safety indicators, deciding to borrow based on abilities to pay debt, partly to reduce the risk,

! Therefore, the average terms of government bonds increase from 3.9 years in 2011 to 8.77 years in 2016 and 12.74
years in 2017.

2 In the period of 2011 — 2016, the amount of implemented government bonds with less than 3 years terms have high
percentage, approximately 50% of the total government bonds.

3 9.3% of the domestic portfolio of the Government will be dued in year 2019 and 32.7% will be dued in the period
of 2019 —2021.
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guaranteeing the sustainable of nationally financial ground. Currently, there are many indicators
having important roles on controlling public debts that are not included in relating laws or
institutionalized.

Improving legal framework to closely control all the borrowings and loan guaranteerings of
the Government at both central and local levels; stick connected responsibilities and rights between
borrows, allocation, spending and public debt payment; only borrow money for important projects
essential for economic development, national defense, in cases that are unable to mobilize the
participate of private sector to implement these projects, or financing government projects to perform
controlling role of government, assure to borrow internationally when cannot borrow domestically.

Thirdly, improving risk management for public debt portfolio. Accordingly, it is needed to improve
risk management for borrowing money, interests, exchange rate, and ability to pay and banking activities
to minimize the cost of borrowing, partly to guarantee the security of national finance.

Fourthly, improving the allocation mechanism, utilizing sources of borrowing

Improving allocation mechanism, utilizing sources of borrowing (government bonds; ODA and
the others) according to the enhancing of transparency, accountability on allocation, utilizing these
loans with effective of using capital, ability of payment and reducing the burden for state budget.

Increasing responsibilities of organizations, individuals in utilizing sources of borrowing.

Increasing ombudsman activities, reviewing and checking all units using loans from the
government, process and punishing all violations.

Fifthly, performing good governance and management for macroeconomics, continuously
reform business environment. This has a special role in boosting economic growth, exports,
constraining net import, increasing international reserve and increasing state budget to improve
debt’s indicators and macroeconomic balance of the economy.

Sixthly, appropriately organizing for due debt, not having overdue debts to guranteer
reputation of the nation, increasing credit’s indicators for the nation.

Seventhly, to reduce pressure on public loans, the State needs to perform the solutions to
increase obligation on using state budget to increase the effectiveness of spending state budget,
decrease budget’s deficit, creating business environment to mobilize private sector to invest their
capital in infrastructure projects, programs, economic development projects for the nations.
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IMPROVING THE FINANCIAL PERFORMANCE
OF COMMERCIAL BANKS IN VIETNAM

Nguyen Thu Ha"

ABSTRACT

Commercial banks in Vietnam have experienced huge transformation in the last twenty years and are
considered as an integral part of the economy. Financial performance is an essential element which
decides the existence and development of a commercial bank. This study attempts to evaluate the financial
performance of selected commercial banks in Vietnam for the period from 2014 to 2018, which enables
the author to suggest some recommendations for improving financial performance of selected banks in
particular, and commercial banks in Vietnam in general. The study comprises 9 commercial banks whose

asset account for 68% of total assets of commercial banks in Vietnam.

Keywords: financial performance, capital adequacy, asset quality, liquidity, profitability.

1. INTRODUCTION

The economic progression is significantly dependent upon the utilization of resources and
most importantly operational efficiency of various sectors. The banking sector is considered as an
integral part of the financial system which plays a key role in the economic development of any
country through stimulating of capital formation and facilitating the monetary policy. Banking
business has been shaped as the global business since the functions of banking business have
reached beyond the border of a country. Most importantly, rest other businesses are greatly
dependent upon the stable performance of banking business.

In the context of Vietnam, the banking sector is one of the fastest growing sectors. Until
the end of 2018, there are 35 domestic commercial banks, 2 joint — venture banks and 9 foreign
commercial banks operating in Vietnam. Over the last twenty years, Vietnam has achieved
noticeable success regarding the access to banking services. However, modern banking is
becoming more complex in nature than before since the varieties of risks are getting more complex
nowadays, which leads to the fact that improving the financial performance of commercial banks
is a challenging task. Improving the financial performance enables commercial banks to absorb
the eventual generated by manifestation of certain risk or certain significant macroeconomic
imbalances. Moreover, solid financial performance gives commercial banks opportunities to
expand the operation as well as the share market, which results in the existence and development
of commercial banks in the future.

* Banking — Insurance Faculty, Academy of Finance, 58 Le Van Hien, Duc Thang, Bac Tu Liem, Hanoi, Vietnam.
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2. LITERATURE REVIEW

Grigorian & Manole (2002) found that the commercial bank in transaction economies
influenced by foreign ownership and this leads to more efficient banks.

DeYoung & Rice (2004) demonstrated a number of empirical links between bank non — interest
income, business strategies, market conditions, technological change and financial performance
between 1989 and 2001. The result indicates that well — managed banks expand more slowly into
non — interest activities, and that marginal increases in non — interest income are associated with
poorer risk — return tradeoffs on average. These findings suggest that non — interest income is co —
existing with, rather than replacing, interest income from the intermediation activities that remain
banks’ core financial services function.

Kumbirai & Webb (2010) used financial ratios for the South Africa and found that banking
performance was deteriorated significantly after the global financial crisis of 2007

Ahmed (2011) examined the financial performance of five Palestine commercial banks and
found that the credit risk, asset management, bank size and operational efficiency have a positive
association with bank performance.

Said & Tumin (2011) investigated the impact of bank — specific factors which include the
liquidity, credit, capital, operating expenses and the size of commercial banks on their performance,
which is measured by return on average assets (ROA) and return on equity (ROE). The result
implies that ratios employed in this study have different effects on the performance of banks in
both countries, except credit and capital ratios. Operating ratios influence performance of banks
in China, but this influence is not true for Malaysian banks regardless of measure of performance.

Jha & Hui (2012) compared the financial performance of different ownership structured
commercial banks in Nepal based on their financial characteristics and identify the determinants
of performance exposed by the financial ratios, which were based on CAMEL model. This study
chose 18 commercial banks in Nepal in the period from 2005 to 2010. In addition, econometric
model by formulating two regression models was used to estimate the impact of capital adequacy
ratio, non — performing loan ratio, interest expenses to total loan, net interest margin ratio and
credit to deposit ratio on the financial profitability namely return on assets and return on equity of
these banks. This study found that return on assets was significantly influenced by capital adequacy
ratio, interest expenses to total loan and net interest margin, while capital adequacy ratio had
considerable effect on return on equity.

Dogan (2013) evaluated the financial performance of foreign and domestic banks in Turkey
using financial ratios and found that the management effectiveness, total assets, return on equity
and asset quality of domestic banks are better than that of foreign banks. However, foreign banks
have higher capital adequacy ratio than domestic banks.

3. RESEARCH METHODOLOGY

The data used in this research is obtained from the annual reports of banks from my sample.
The sample is composed by 9 joint stock commercial banks in Vietnam (Vietcombank, VietinBank,
BIDV, MB, Techcombank, VPBank, ACB, SHB, Sacombank) in the period of 5 years (from 2014
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to 2018). In order to evaluate and analyze the financial performance of Vietnamese commercial

banks, the financial ratios of respective banks were used. The capital adequacy is measured by

the growth rate of equity, the capital adequacy ratio (CAR); the asset quality is measured by the

growth rate of asset and the rate of non — performing loan; the profitability is measured by return

on assets (ROA), return on equity (ROE); the liquidity ratio represented by loan deposit ratio

(LDR) and liquid asset/ Total asset. The detail description on the measurement of financial ratios

is provided in the Table 1.

Table 1: Financial ratios for evaluating financial performance of commercial banks

Type Financial Description Formula
Ratio
Capital The growth The growth rate of equity
adequacy |rate of equity |indicates the ability to expand|Equity year N-Equity year N1, 3o,
equity of commercial banks. Equity year N—1
The larger equity is, the more
stable financial performance is.
Capital CAR reflects whether the bank
adequacy ratio |has sufficient capital to bear|Capital Tier 1+Capital Tier 2 £100%
(CAR) unexpected losses in the future Risk weighted assets
and bank leverage. The higher
CAR is, the stronger bank is.
Asset Non — Non—performing loan indicates
quality performing the amount of bad debts that| Vo™ — performing loan 100%
loan (NPL) banks own. The higher NPL Total loan ’
rate is, the higher risk banks
overcome
Liquidity |Loan deposit |LDR reflects the relation
ratio (LDR) between loan and deposit of Non — performing loan *100%
a commercial bank. The high Total loan
LDR indicates the low liquidity
of a commercial bank
Liquid asset/ | This ratio represents the bank’s
Total asset short — term liquidity, which|Liquid asset £100%
evaluates the bank’s ability to| Total asset ’
meet its short — term obligations
with its most liquid assets
Profitability | Return on ROE measures a bank’s
Equity (ROE) |profitability by revealing how |Earning after tax ¥100%
much profit a bank generates Total equity
with the money shareholders
have invested
Return on ROA indicates how profitable .
Assets (ROA) |a bank is relative to its total Earning after tax £100%
assets Total assets 0

99
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4. ANALYSIS AND DISCUSSION
4.1. Capital adequacy

Although equity accounts for a small proportion (approximately 10%) of total capital, it plays
an important role in the operation of commercial banks. Equity decides the size of commercial
banks as well as it is considered as the cushion for overcoming risk in operations. Hence, equity is
the ratio that indicates the financial capacity of a commercial bank.

Table 2: Equity of commercial banks in Vietnam

Unit: VND billion, %

Bank’s name 2014 2015 2016 2017 2018 CAGR
Vietcombank 43.350,72 |45.172,34 [48.191,51 |52.557,96 |62.179,38 |9,44
VietinBank 55.012,81 |56.110,15 |60.399,40 |63.765,28 [67.455,52 |5,23
BIDV 28.142,33 (42.335,46 [44.144,25 |48.834,00 |54.551,46 |17,99
MB 16.651,00 |23.183,00 [26.588,00 [29.601,17 |34.172,86 |19,69
VPBank 8.980,29 13.388,92 |17.177,53 |29.695,71 |34.750,07 [40,25
Techcombank 14.986,05 |16.457,57 |19.586,48 [26.930,75 [51.782,71 |36,34
SHB 10.480,06 |11.257,76 |[13.231,57 |14.691,22 |16.332,53 |11,73
Sacombank 18.063,20 [22.080,50 (22.191,93 [23.236,29 |24.632,37 |8,06
ACB 12.397,30 |12.787,50 [14.062,70 [16.030,85 [21.018,00 |14,11

Source: Annual reports of sample banks and author s own calculation

The research period has experienced a rapid increase in the amount of equity of selected
commercial banks especially non - state joint stock commercial banks such as VPBank,
Techcombank and MB, which means that the financial capacity of commercial banks in Vietnam
is being improved. In detail, the ability of expanding equity of non — state joint stock commercial
banks are much higher than that of state joint stock commercial banks because the expansion
of equity of state joint stock commercial bank is limited by many regulations of government.
For instance, in case of VietinBank, it is very difficult for this bank to expand the equity for
some reasons: (1) The percentage of the State ownership is at the lowest level (65%); (i1) The
percentage of foreign shareholders and strategic shareholders has reached the maximum threshold
as prescribed; (iii) Raising capital from existing shareholders is not feasible because there is no
source from the state budget for buying the shares of VietinBank.

In addition to the size of equity, capital adequacy is one of the necessary ratio to evaluate the
financial capacity of commercial banks. Capital adequacy is assumed to be a crucial reflector of
the financial soundness of a bank. In order to survive, it is indispensable to protect the stakeholder
confidence and preventing its bankruptcy. Capital adequacy represents the overall financial position
of a bank. It reflects whether the bank has sufficient capital to bear unexpected losses in the future
and bank leverage. The higher CAR is, the stronger bank is. However, a very high CAR indicates
that the bank is conservative and has not utilized the full potential of its capital.
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Table 3: Capital adequacy ratio of commercial banks in Vietnam

Unit: %
Bank’s name 2014 2015 2016 2017 2018
Vietcombank 11,61 11,04 11,30 11,63 12,14
VietinBank 10,40 10,60 10,40 10,00 10,00
BIDV 9,27 9,10 9,25 9,50 10,36
MB 10,07 12,85 13,05 12,00 10,90
VPBank 11,30 12,20 13,00 14,60 12,30
Techcombank 15,65 14,70 13,10 12,68 14,30
SHB 11,33 11,20 13,00 11,29 11,10
Sacombank 9,87 9,51 9,61 11,30 10,71
ACB 14,08 12,80 13,10 11,49 11,50

Source: Annual reports of sample banks and author s own calculation

According to this table, the CAR of sample banks satisfy the requirement of SBV. In detail,
maintaining the average of CAR at least 2% higher than the regulation of SBV in this period is
the basis for banks including Vietcombank, MB, Techcombank, VPBank, ACB applying Basel
2 in 2019 which is one year earlier than the validity date of circular 41/2016/TT — NHNN. By
contrast, the CAR of BIDV, Vietinbank and Sacombank is only a bit higher than the minimum rate.
Therefore, applying Basel 2 from January, 1%, 2020 is the challenge for those banks because their
CAR might be lower than 8%.

4.2, Asset quality

Asset quality is significant aspect to assess the degree of financial strength of a bank. In order
to measure the quality of asset owned by banks, I selected the ratio of non — performing loan which
indicates the amount of bad debts that banks own. This is because the proportion of loan accounts
for about 60% - 70% total asset of banks and the income coming from this activity generates
approximately 75% - 85% total income. The higher NPL rate is, the higher risk banks overcome.
Therefore, evaluating the quality of loans could allow the author to have the overview of asset
quality of commercial banks.

Table 4: Non - performing loans rate of commercial banks in Vietnam

Unit: %

Bank’s name NPL rate NPL rate (including bad debts sold to
VAMC)

2014 (2015 (2016 2017 (2018 (2014 (2015 2016 |2017 (2018
Vietcombank |2,31 1,84 1,51 1,14 0,98 2,90 |2,61 1,51 1,14 0,98
VietinBank 1,97 1,52 1,86 1,60 (2,19 1,11 2,58 2,00 1,21 2,88
BIDV 2,03 1,68 1,99 1,62 1,90 3,23 4,83 4,13 2,75 2,56
MB 2,31 1,79 1,46 1,11 1,20 6,01 5,02 3,50 1,20 1,21
VPBank 2,54 (2,69 291 3,39 3,50 7,45 6,08 5,42 5,16 4,57
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Techcombank |2,38 1,66 1,58 1,61 1,75 6,09 14,09 2,67 1,61 1,75
SHB 2,02 1,72 1,87 2,33 2,40  |4,58 2,52 5,77 6,43 5,85
Sacombank 1,19 5,80 6,91 4,67 (2,13 5,04 13,40 (25,67 |24,09 |[16,81
ACB 2,18 1,31 1,65 0,70 0,73 3,15 2,42 2,30 0,71 2,11

Source: Annual reports of sample banks and author’s own calculation

According to annual report of selected commercial banks, except for VPBank and Sacombank,
the NPLs of these commercial banks are lower than that recommended by WB (3%), which is
considered as the effort of commercial banks in handling bad debts after the bad debt outbreak
period from 2011 to 2014.

In addition to NPLs in the annual report, the author does research on the NPLs including bad
debts sold to VAMC. This is because after buying these debts, VAMC authorizes commercial banks
to deal with the debts, which means these bad debts have not been solved yet. In detail, except for
the NPL rates of Vietcombank and Vietinbank, those of the remaining banks are higher than the
safety limit recommended by WB (3%). What worth noting is that the NPL rate of Sacombank is
too high compared to the safe limit because after the merger of Sacombank and Southern Bank,
Sacombank is responsible for handling with huge amount of bad debts of Southern Bank.

4.3, Liquidity

Liquidity is another noteworthy aspect which expresses the financial performance of banks.
Liquidity means the ability of the bank to honour its obligations toward depositors. Bank can
preserve adequate liquidity position either by increasing current liabilities or by converting its asset
into cash quickly. It also denotes the fund available with bank to meet its credit demand and cash
flow requirements. In order to assess the liquidity of sample banks, the author choose criteria LDR
which shows a bank’s ability to cover loan losses and withdrawals by its customers and Liquid
asset/Total asset which expresses the ability to meet the demand for payment of commercial bank.

Table 5: Liquidity ratios of commercial banks in Vietnam

Unit: %

Bank’s name LDR Liquidity/ Total asset

2014 (2015 (2016 2017 (2018 2014 2015 2016 |2017 |2018
Vietcombank [82,07 |76,18 |76,71 |74,778 |76,74 17,09 [15,24 (17,02 |[18,60 |24,10
VietinBank 102,42 104,72 {97,51 |101,97 99,19 12,05 [10,41 [13,02 (13,02 (12,85
BIDV 96,77 194,95 191,30 (91,86 |96,03 17,15 |15,13 |15,72 |13,50 [13,90
MB 60,00 (66,80 |77,40 |76,60 |7545 |34,64 |28,76 |23,83 |22,32 |22,65
VPBank 64,90 (76,78 [83,90 (91,49 |101,12 |18,97 |20,70 |20,21 |18,79 (20,45
Techcombank |58,22 |74,60 |77,57 [85,28 |74,53 |23,28 |[18,69 |[18,27 |18,43 |16,99
SHB 81,88 83,66 (90,04 94,49 189,68 (9,31 9,59 |10,31 |12,95 |15,62
Sacombank 78,51 |71,23 68,18 (68,50 |71,79 22,01 |14,92 |13,90 |4,52 |5,17
ACB 82,39 76,04 |76,39 (80,00 |82,84 |21,71 (20,15 (21,61 |24,22 |23,42

Source: Annual reports of sample banks and author’s own calculation

In terms of LDR, those ratios of VietinBank and BIDV are higher than that of regulation of SBV
(90% for the commercial banks that the state is the dominant shareholder), whereas those ratios of
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the remaining banks are lower than the maximum percentage regulated by SBV (80% for joint stock
commercial bank). Regarding the ratio of Liquid asset/ Total asset, according to Table 6, during the
period, all of banks maintain these ratios higher than the minimum regulated by SBV (10%).

4.4. Profitability

High earning ability should reflect the bank’s current operating performance and a good
indicator of future operating performance. The quality of earning is an extremely significant
parameter which expresses the quality of profitability and capability of a bank to sustain quality
and earning consistently.

Table 6: Profitability of commercial banks in Vietnam

Unit: %
Bank’s name ROE ROA
2014 | 2015 | 2016 | 2017 | 2018 | 2014 | 2015 | 2016 | 2017 | 2018

Vietcombank |10,76 12,03 |[14,69 |18,10 (25,18 (0,99 0,88 0,94 1,00 1,39
VietinBank 10,47 (10,28 |[11,64 12,03 |8,30 0,92 0,79 0,78 0,73 0,48
BIDV 15,27 |15,50 [14,70 |[15,00 |15,08 0,83 0,79 0,67 0,63 0,59
MB 15,20 (12,50 (11,60 |16,10 |20,10 |1,30 1,20 1,21 1,50 1,81
VPBank 15,01 |24,38 |28,26 (27,48 (22,83 (0,88 1,34 1,86 2,54 2,45
Techcombank |7,49 9,73 17,47 (27,71 (21,52 0,65 0,83 1,47 2,55 2,87
SHB 7,59 7,32 7,61 10,47 |10,66 |0,51 0,43 0,63 0,54 0,55
Sacombank 13,21 [2,72 0,35 5,20 7,48 1,31 0,22 0,02 0,34 0,44
ACB 7,60 8,17 20,73 14,08 |27,73 0,55 0,54 1,32 0,82 1,67

Source: Annual reports of sample banks and author s own calculation

According to Table 6, the large non — state joint stock commercial banks (MB, Techcombank,
VPBank) have the highest rate of profitability, especially VPBank. This is because in this period,
in the trend of development of personal finance, the financial company of VPBank (FE credit) —
one of the largest financial company in Vietnam generates approximately 50% profit of banks,
which enables this bank to become the most efficient operating bank among the sample banks. By
contrast, Sacombank is the least efficient operating bank since the low quality asset results in the
high risk provision expenses which accounts for approximately 40% of bank’s income.

5. CONCLUSION

Except for VietinBank and Sacombank, the financial capacity of the remaining commercial
banks has witnessed the upward trend. In terms of capital adequacy, it is found that all banks is
higher than the benchmark of 9% as mandated by SBV. The average CAR of Techcombank and
ACB are the highest whereas those of BIDV, Sacombank and Vietinbank are the lowest among
sample banks. I suggest three banks having the lowest rate should increase the capital by issuing
the private placement of shares for strategic partnership, increasing the retained earnings, which
helps banks to improve the CAR especially in case of applying Basel 2. Regarding to asset quality,
the of NPLs including bad debt sold to VAMC yet to be disposed of 7/9 banks are higher than
the benchmark 3% recommended by WB, especially Sacombank. Thus, these commercial banks
must enhance the credit control ability as well as actively handle with bad debts. In terms of
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liquidity, MB has maintained comfortable liquidity position although excessive liquidity may
affect profitability. By contrast, the liquidity ratio (LDR) of VietinBank and BIDV is higher than
the benchmark of 90% as mandated by SBV. Hence, I suggest these two banks should expand the
capital mobilization to ensure the stability. Estimating the profitability ratios, it can be observed that
VPBank’s profitability is outstanding on an average among the sample banks. This is because the
proportion of unsecured loans is high, which may lead to the low stability in long term. Therefore,
from my point of view, I recommend that VPBank should change the credit portfolio to increase
the secured loans, which ensures the stability of bank in the future.
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CORPORATE SUSTAINABILITY PERFORMANCE OF
THE PHARMACY SECTOR — ANALYSIS AND IMPLICATIONS

Hung Nguyen’, Linh Vien™, Toan Bui Duy™

ABSTRACT

This research analyzes the corporate sustainability of domestic pharmaceutical companies with major
focus on economic aspect. We found that domestic pharmaceutical companies may have been facing with
problem of financial sustainability. We develop a model to measure corporate sustainability’s financial
aspect using EBITDA margin as a proxy. This model could help assessors and stakeholders to understand the

sustainability of a firm in comparison with the whole industry.

Keywords: Corporate Sustainability, Measurement, Pharmacy industry.

1. INTRODUCTION OF RESEARCH

Pharmaceutical industry is an industry constantly in the focus of Vietnam. The better national
economy, rising income per capita, and improved education have driven up the demands for
pharmaceutical products. Consequently, Vietnam was the second largest medicine market in the
South East Asia healthcare and is expected to see the highest growing markets in Asia for the next
20 years. However, due to their low competency, most domestic pharmaceutical companies are not
able to explore the local market, losing market share to more capable foreign ones. For example,
as of 2018, it was estimated that 70%-90% of national medicine expenditure were for imported
sources. In addition, because of their great impacts on the life of people, public opinion looking
increasingly critically at the way pharmaceutical companies are doing their business, companies’
sustainability has turned out to be a substantial contribution to ensure their so-called “legitimacy to
operate”, or “license to operate”. In case of Vietnam, empirical and theoretical studies recognizing
the importance to measure and assess sustainability performance are quite limited, as reflected by
a search in the website scholar.google.com that there are almost no research papers of Vietnamese
scholars or governmental and academic institutions on the implementation of and the trend for
developing and implementing sustainability performance in Vietnamese companies. Our research
would be one of the first papers on this topic, reviewing the sustainability performance of domestic
pharmaceutical companies in such challenging context from the sustainability framework which
covers 3 aspects: (i) economic, (ii) environmental, and (iii) social aspects. The research addresses
2 questions (RQ) below:
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RQ 1.  What is the context of pharmaceutical companies in Vietnam? (such as in terms of
politic, economic, social, and environmental dimensions?)

RQ 2.  What the financial ratios of companies in the industry reveal about the comparative
corporate sustainability performance?

2. LITERATURE REVIEW AND ANALYTICAL FRAMEWORK

Corporate sustainability is considered to be a business and investment strategy that seeks
to use the business practices that best to make the business perform to meet the needs of the
enterprise and its stakeholders today and to and balance them with those of future stakeholders
(Artiacha, Leea, Nelsonb, & Walker, 2010; Labuschagne, C.Brent, & Erck, 2005). Conceptually
corporate sustainability mainly focuses on 3 fundamental aspects emphasizing consideration of
(1) social, (i1) environmental, (iii) economical (Goyal, Rahman, & Kazm, 2013; Waddock, 1997).
That involves sustainable development “that meets the needs of the present without compromising
the ability of future generations to meet their own needs” (WCED, 1987, p. 43). For the economic
component of sustainability, normative models attempt examining how sustainability strategies
improve the shareholders’ value and the corporate profits. Scholars of this research stream seek
to develop successful corporate sustainability strategy, focusing on (i) the corporate sustainability

performance impact assessment on firm performance, and (ii) the performance measurement
(Atkinson G. , 2000).

2.1. The importance of sustainability measures for sustainability management

Sustainability management is to address the concerns of stakeholders, such as stockholders,
chief executive officers, employees, consumers, past and present international organizations,
regulators, and etc... Investors also seem to respond positively (at least in the short-term)
to increase reliable sustainability performance information, thus engaging stakeholders can
help improve sustainability performance (Goyal, Rahman, & Kazm, 2013). Sustainability
management involves Sustainability Performance Measurement and Assessment (SPMA),
which supports the management of value creation for stakeholders and provides relevant
information for stakeholders (cited in Goyal, Rahman, & Kazm, 2013). Managing, measuring,
and reporting sustainability help pharmaceutical companies to add business value in two main
ways (Schneider, Wilson, & Rosenbeck, 2010). The first way is by tracking where a company’s
performance is versus where it wants to be and where the competition is (benchmarking). The
second is demonstrating stewardship of the resources they manage and the value they generate
through transparency and dialogue with a variety of internal and external, traditional and
emerging stakeholders.

2.2, Framework to measure corporate sustainability performance

The incorporation of sustainability in corporate strategy formulation lead to the need
of assessment of corporate performance. Indicators conveying sustainability information
is considered important for stakeholders and stakeholder relationships with the company.
Sustainability information is classified into group relevant for specific stakeholders, such as (1)
product-related information for customers, (ii) corporate value-related information for investors,
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and (iii) health-related information for employees. Those information support managers by
providing data for decision-making and creating value to multiple stakeholders (Horisch,
Freeman, & Schaltegger, 2014).

A corporate sustainability performance measurement is necessary for a corporate manager
to monitor the progress of its corporate. Various literature addressing corporate sustainability
assessment have been developed (Artiacha, Leea, Nelsonb, & Walker, 2010; Goyal, Rahman, &
Kazm, 2013). A literature review of Goyal, Rahman, & Kazm (2013) indicates that social and
environmental thresholds could play a critical role in the overall sustainability performance of
companies, therefore, a framework to measure corporate sustainability performance should include
a composite sustainability index which simultaneously combines the economic, environmental and
social components of sustainability. Various methodologies use either financial or non-financial
measurement units or a combination of them. For example, Atkinson (2000) suggests a framework
that evaluates the contribution of companies to sustainable development expressed in financial
terms, whereas Ilinitch et al. (1998) offer a scoring framework to estimate corporate environmental
sustainability in non-financial units. These methodologies examine corporate sustainability within
the context of the business case where sustainability strategies are considered win—win solutions
for companies on both the financial and environmental performance (Atkinson G., 2000; Ilinitch,
Soderstrom, & Thomas, 1998). Financial indicators used as proxies for Performance Measurement
include. Financial capacity ratios (Profitability ratios, Cash Flow ratios); Levels of profit available
to shareholders (ROE), Profit levels for asset (ROA), Leverage ratios. The ratios most used include
level of cash resources available to the firm, gross margin / turnover ratio, net profit / average capital
employed, net profit total income or revenue, total costs, return on investment, EBIDTA margin,
sales, return on equity (Lebas, 1995). Profit is a better indicator to measure economic sustainability
given that it offers information regarding the returns on companies’ investments, though it is not sure
whether an increase in profits is the outcome of a successful capital investment securing the long-
term viability of companies (Artiacha, Leea, Nelsonb, & Walker, 2010). Higher performance means
the firm produce more efficiently and effectively to ensuring a profit, and it will get greater stability
and ability to adapt to changes and respond to them (Striteska & Jelinkova, 2015, p. 67; Dessler,
2005; Atkinson M. , 2012).

Certain scholars proposed to compute thresholds into the composite index so that a manager
could compare the sustainability of his company to that of the industry in which his company
is operating so that he could understand how well his corporate is doing. Such an index could
be a good tool for analysts to understand the logic of measuring corporate strong sustainability
performance.

2.3. Relation between Finance Performance and Corporate Sustainability

Researches dealing with Corporate Sustainability Performance (CSP) has focused on the
relationship between three key factors: (i) the level of corporate sustainability performance, (ii)
corporate financial performance, and (iii) the level/quality of corporate sustainability disclosure
(Al-Tuwaiji, Christensen, & Hughes, 2004). Accordingly, CSP measures the extent to which a
firm embraces economic, environmental, social and governance factors into its operations, and
ultimately the impact they exert on the firm and society.
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Many researches claim that CSP is positively related to financial performance because the
investing in CSP would produce financial benefits which exceed its costs (McGuire, Sundgren,
& Schneeweis, 1988). CSP’s benefits such as enhanced employee morale, goodwill, improved
relationships with bankers, investors and government and better access to capital would very
likely lead to greater financial performance (McGuire, Sundgren, & Schneeweis, 1988). Another
research stream, contrary to the stream above, suggests that there is no direct association between
CSP and financial performance. Ullmann (1985) found that the relationship between CSP and
financial performance is likely to be affected by many intervening influences. Because it is very
difficult to control for these intervening factors, many researches found insufficient theoretical
support for a direct relationship between CSP and financial performance. This perspective implies
that those companies investing in CSP may not get higher performance and productive operation
(Ullmann, 1985).

2.4, Factors affecting Firm’s Sustainability Performance in financial aspect

Firm’s Sustainability Performance is mainly reflected by financial performance indicators.
The previous studies have shown a number of proxies for measuring firm’s Financial Performance,
such as EBITDA margin, ROA, ROE, EPS and ROI, and etc. The determinant factors having
positive impact on firm’s performance include firm’s size (Natural Log of Total Sales), Cash,
Growth (A Total Assets / Total Assets), Risk (EBIT/Earning after interest and Tax), Tangibility
(Fixed Assets/Total Assets), Liquidity (Current Assets/Current Liabilities), Leverage (Short term
debt/Total assets, Long term debt/Total Assets), tax and firm’s performance (Current year’s Tax/
Earnings before Tax), and Non-debt tax shield (depreciation) (Atkinson G., 2000; Goyal, Rahman,
& Kazm, 2013). Within the research scope of this research, we are going to take into account
certain of these factors in our research.

2.5. Analytical framework to guide the analysis

The framework to analyse sustainability of pharmaceutical companies is presented in the
following figure.

Figure 1: Analytical Framework to assess the sustainability

Political —
The industry
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Legal —
— Economic aspect
[Valuation indicatorsf— —|
. Corporate
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Environmental
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Due to data availability limitations, we conduct quantitative analysis for the economic aspects
and qualitative analysis for the social and environmental aspects.
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3. METHODOLOGIES AND DATA

This research paper first analyses context of the sector. This is important to understand
and explain the developments of financial ratios. Then, the research attempts to benchmark the
evolution of the Vietnam’s pharmaceutical sector by a corporate sustainability index.

Table 1: Qualitative Procedures

Steps Descriptions

Review literatures e Determine factors of corporate sustainability and how to
measure sustainability

Industry Data collection e (ollect data from financial reports of domestic pharmaceutical

gnd Compute sustainable companies

;zgléztry’s performance e (alculate the industrial average indexes of financial ratios
from these companies

Data analysis e Explain the performance ratios of domestic pharmaceutical

companies along years

Findings and Implication | Present findings from the analysis above

Sustainability scholars propose to compute thresholds into the Corporate Sustainability Index
(CSI) so that a manager could compare the sustainability of his company to that of the industry.
To judge the comparative sustainability of pharmaceutical companies, Joseph Calandro (2007)
proposes considering the utility of Altman’s Z-score as a strategic assessment and performance
management. The Z-Score Model of Altman (1968) has the form below:

Z=AX, +AFX, +AFX, +AFX, +AFX,

X, = working capital/total assets; X, = retained earnings/total assets; X, = earnings before
interest and taxes/total assets; X, = market value equity/book value of total liabilities; X, = sales/
total assets. The coefficients A, are different for different countries and sectors.

In our research, we attempt to build a corporate sustainability’s financial score (CSI-FS) for
companies based on the Altman’s Z-score model as:

CSI-FS = Al’“Xl + Az"‘X2 + A;"X3 + A4’"X4 + AS’"X5 + constant

In our research, we will compute A, for the case of Vietnam from the figures of domestic
pharmaceutical companies. There are almost 30 pharmaceutical companies listed in the market
to compute the industry average of key financial ratios reflecting sector’s corporate sustainability.
The pharmaceutical companies taken into research include the ones in list below, ranked by the
size of total asset.

Table 2: Domestic pharmaceutical companies

Companies 2015 2016 2017 2018 |Size index |Rank
1. DPM 5,459,594.00| 9,568,630.00| 10,264,105.00| 11,134,257.00 100% 1
2. DCM 7,239,303.26| 12,967,052.00| 12,456,164.00| 11,030,586.00 99% 2
3. DVN 3,392,616.77| 6,897,710.00| 6,114,491.00| 5,713,589.00 51% 3
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Companies 2015 2016 2017 2018 |Size index |Rank
4. PHR 1,650,184.13| 3,860,359.00| 4,295,023.00| 5,087,330.00 46% 4
5. DHG 1,681,597.79| 3,945,744.00| 4,087,480.00| 4,205,964.00 38% 5
6. BFC 1,784,780.78| 3,425,642.00| 3,840,851.00| 3,717,502.00 33% 6
7. DPR 1,696,701.73| 3,447,727.00| 3,482,714.00| 3,659,586.00 33% 7
8. HIll 212,278.00 368,052.00| 1,079,102.00| 2,281,236.00 20% 8
9. PME 1,376,189.00| 1,621,119.00| 1,955,937.00| 2,133,343.00 19% 9
10. TRC 824,236.43| 1,753,377.00| 1,832,535.00| 1,936,536.00 17%| 10
11. IMP 546,360.57 1,155,845.00 1,773,631.00 1,774,247.00 16% 11
12. DCL 390,327.78 845,392.00| 1,221,156.00| 1,730,929.00 16%| 12
13. TRA 432,184.02| 1,377,454.00| 1,509,702.00| 1,589,862.00 14%| 13
14. DMC 494,014.49| 1,083,994.00| 1,305,473.00| 1,465,089.00 13%| 14
15. DBD 533,983.55| 1,434,260.00| 1,544,190.00| 1,434,341.00 13%| 15
16. MKP 891,403.00 1,149,654.00 1,300,618.00 1,273,976.00 11% 16
17. SFG 675,766.31| 1,166,567.00| 1,237,932.00| 1,241,945.00 11%| 17
18. OPC 295,831.00 774,747.00| 1,062,633.00| 1,189,394.00 11%| 18
19. CSV 505,842.08| 1,009,675.00| 1,088,827.00| 1,127,793.00 10%| 19
20. SPM 579,513.52| 1,207,997.00 951,395.00 972,881.00 9%| 20
21. LIX 396,065.29 780,510.00 776,688.00 780,216.00 7% 21
22. VAF 358,583.47 699,153.00 656,048.00 638,420.00 6%| 22
23. PLP 104,977.53 257,619.00 415,440.00 611,641.00 5%| 23
24. VDP 423,661.00 502,923.00 519,475.00 609,385.00 5%| 24
25. MED 233,322.67 587,465.00 551,050.00 529,423.00 5%| 25
26. HRC 244,020.44 378,666.73 402,111.60 420,276.76 4% 26
27. TNC 160,537.77 325,090.00 335,517.00 340,975.00 3%| 27
28. BCP 89,620.83 178,432.00 172,856.00 93,770.00 1%| 28

Source: Author s collection
4. ANALYSIS, DATA RESULTS AND DISCUSSION
4.1. Economic sustainability of domestic pharmaceutical companies
4.1.1. The pharmaceutical market situation

Regarding the pharmaceutical market, as a consequence of high economic growth, rising
income per capita, higher urban population, the demands for pharmaceutical products rapidly
expanded, helping the industry sustainability. Since early 1990s, acknowledging the importance
of the healthcare sector, the Vietnamese government formulated various policies to promote the
development of the domestic health care sector in general and of the pharmaceutical industry in
particular. The development of the health care sector is quite remarkable, though the effectiveness
of policies is still controversial, such that the rapid shift to free market regulation made medicine
prices unaffordable for many people. The Table below summarizes the situation and opportunities

in Vietnam pharmaceutical market.
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Table 3: Situation and opportunities in the Vietnam pharmaceutical market

Opportunities Description
High growth of GDP e Average of 6% a year
Large pharmaceutical market e 2 Jargest market in South East Asia

e USD 5.9 billion of revenue in 2018
e expected to grow for double digit in the next five
years to reach around 10 billion USD in 2020.

Large healthcare market e Total healthcare market value of USD 17.4 billion in
2018.

High growth of pharmaceutical e Highest growing market in Asia

market e Total revenues increased 11.7% in 2018

e Keep double-digit growth in the next 5 years
(Ministry of Health, 2018)

High growth of spending for e 13" in terms of medicine spending growth in 175
pharmaceutical products

countries in 2013 (Business Monitor International,
2018)

e average per capita level spending on medicine rose
from USD 22.25 in 2010 to USD 37.97 in 2015, and
doubled to USD 56 in 2017, estimated to be USD 400
in 2027

e The average growth rate of spending on drugs was
14.6% during 2010-2015 and is expected to maintain
at least 14% until 2025 (The Saigon Times, 2017).

4.1.2. The operation sustainability

Operational approach of Corporate Sustainability considers the productions dimension a
significant aspect. Major challenges and impediments of the domestic pharmaceutical companies

are presented in the Table below.

Table 4: Challenges and impediments in the Vietnam pharmaceutical market

Challenges Description

Limited production capability and |e lag behind production capacity of other neighbouring

capacity economies

Heavy dependence to imports of  |e the industry imports 50 % of machines and materials

materials and medicines for mass productions;
b

Over dependence to narrow e most machines from Europe
supplying sources e most medicines from Europe and China
Low import tax e import tax for medicines is downed from 0-5 % to 0 %

for all kinds of medicines.
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Challenges Description

Low exports e Total export value of 113 million USD

e Equal to 4.6% of total imports

4.1.3. Corporate sustainability as reflected in the financial ratios

Since the main priority of for-profit companies is to improve their financial position, this
analysis is critical.

Cash and Liquidity ratios

As shown in the literature, an economically stable company can guarantee at any time cash
flow sufficient to ensure liquidity while producing a persistent above-average return to their
shareholders. Free cash flow is a measure of the firm’s liquidity and financial slack. High levels
of free cash flow indicate that the firm has sufficient financial capacity to invest in sustainability
programmes without sacrificing the demands of economic claimants. Table 5 shows that the
industry’s Accrual ratio CF fluctuated with high magnitude, and down 23% during the last 4
years. The Cash to income ratio (%), though decreased significantly in 2016 and 2017, return to the
level of 2015. The Cash return to assets ratio, Cash return on equity all decreased. That signifies
domestic pharmaceutical companies are somehow struggling.

Table 5: Cashflow ratios
2016 2017 2018

Cashflow ratios Year 2015 Year 2016 Year 2017 Year 2018 Trend T et @il
Accrual ratio CF % 9.05 5.59 9.09 6.99 N\ -38% 63%  -23%
Cash to income % 44.15 25.95 29.88 4513 N\~ -41% 15% 51%
Net cash flows/Short -term liabilities % 5.56 8.12 -16.78 3.70 TN 46%  -307% 122%
Accrual ratio (Balance sheet method) % 6.27 16.02 14.00 8.42 /"'\ 155% -13% -40%
Accrual ratio (Cash flow method) % 13.59 18.68 2417 10.77 //\ 37% 29% -55%
Cash return to assets % 9.72 6.87 7.44 598 S, -29% 8% -20%
Cash return on equity % 13.59 9.32 13.43 9.04 NN, -31% 4%  -33%
Cash to income % 83.83 29.53 51.30 58.58 “\_-— -65% 74% 14%
Debt coverage % 39.64 25.79 25.61 33.15 "\ __~ -35% -1% 29%
Cash flow per share (CPS) 3,969.00 2,408.89 3,328.33 2,512.89 \_~, -39% 38% -25%

Source: Author s collection

Liquidity ratios show mixed results. The liquidity is highly correlated to the corporate
sustainability. The quick ratios of the industry changed varied in between 1.62 to 2.04, showing
that the companies could pay back short-term liability easily. In 2018, companies in the industry
all saw figures improved compared to those of 2017.

Table 6: Liquidity ratios of the industry

2016 2017 2018

Liquidity ratios Year 2015 Year 2016 Year 2017 Year 2018 Trend e
Cash ratio Times 0.51 0.57 0.23 049 N 11% -59% 109%
Quick ratio Times 1.95 2.30 1.62 204 N~ 18% -30% 26%
Quick ratio (except: Inventories, Short- .

term receiv;blesF—)reference) Times 0.95 105 0.63 0.83 /\/ 10% -40% 33%
Short-term ratio Times 2.93 3.22 2.36 314 7N/ 10% -27% 33%
Interest coverage Times 76.64 302.99 172.32 1,065.76 ,‘__/ 295% -43% 518%

Source: Author s collection
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Valuation indicators

For the economic component of sustainability, normative models attempt examining how
sustainability strategies improve the shareholder value (Figge, 2005), thus this section uses valuation
indicators to assess the economic sustainability. Several indicators show that the business of domestic
pharmaceutical companies were in difficult time. First, the industry average of Book Value Per Share
in general were in down turn, reducing almost 25% during the last 4 years, from over 32 million
down to over 25 million. Second, regarding P/E, the average of industry saw high growth (122 %, 68
%) but shrink 6 % in 2018. The P/B and P/S shared similar pattern. Third, regarding EV/EBIT, the
industry saw the figure of 2018 almost double the those of 2015; however, the figures of 2018 were
lower than those of the 2017. A good sight is the beta of the companies in the pharmaceutical industry
were pretty low compared with overall market — the average beta of the industry were around 0.2 and
0.1 for 2015 and 2016. The figures for 2017 and 2018 have not been available yet.

Table 7: Valuation ratios of the pharmacy industry
2016 2017 2018

Valuation ratios Unit Year 2015 Year 2016 Year 2017 Year 2018 Trend e GEEs apEi
Book value per share (BVPS) 33,211.67 34,072.33 25,418.89 25,813.67 ~ \__, 3% -25% 2%
P/E Times 3.73 8.27 13.92 1313 " 122% 68% 6%
P/B Times 0.60 1.26 2.25 176 " 110% 79% -22%
P/S Times 0.36 0.83 1.53 142 127% 85% 7%
Dividend yield % 0.00 0.00 0.00 0.00 "#piv/or " #DIv/01 7 #DIV/0!
Beta 0.21 0.13 0.00 0.00 ™, -41%  -100%  #DIV/0!
EV/EBIT Times 4.84 6.51 11.69 993 34% 80%  -15%
EV/EBITDA Times 3.54 4.37 3.31 266 <, 23%  -24%  -20%

Source: Author's collection

Profitability ratios

For the economic component of sustainability, normative models examine how sustainability
improves the corporate profits and vice versa (Figge, 2005). First, the profitability ratios show
that the business of domestic pharmaceutical companies have relatively low ROE and ROA if
compared to the average bank interest rates. Second, for the whole industry, indicators of Gross
profit margin, EBIT margin, EBITDA/Net revenue, Net profit margin saw positive tendency during
2015-2018. However, the ratios reflecting return (ROE, ROCE, ROA) saw decreases. That implies
certain companies may have been facing with business challenges.

Table 8: Profitability ratios of the pharmacy industry and of TRAPHACO
2016 2017 2018

Profitability ratios Unit Year 2015 Year 2016 Year 2017 Year 2018 Trend i
Gross profit margin % 33.12 34.56 34.61 34.88 4% 0% 1%
EBIT margin % 11.84 13.04 13.08 14.03 _— 10% 0% 7%
EBITDA/Net revenue % 14.52 15.54 15.34 16.39 _~—~ 7% -1% 7%
Net profit margin % 8.74 10.24 9.91 10.89 ~— 17% -3% 10%
ROE % 14.88 16.32 16.56 1570 /" >~ 10% 1% 5%
Return on capital employed (ROCE) % 20.14 21.18 22.21 20.61 "\ 5% 5% -7%
ROA % 9.95 10.85 9.87 8.58 ~ 9% -9% -13%

Source: Author's collection

Comparative Growth

The Table below show clearly the domestic pharmaceutical companies appear not sustainable
at 2018. Most indicators were lower compared to previous year. The domestic pharmaceutical
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companies suffered heavy down-turns of growth in almost all of indicators, from Net revenue, to

Gross profit, Profit before tax, Profit after tax for shareholders of the parent company, Total assets,

Liabilities, Owner s equity, and Charter capital.

Table 9: Growth rates of the pharmacy industry

Growth rates

Net revenue

Gross profit

Profit before tax

Profit after tax for shareholders of the
parent company

Total assets

Long-term liabilities

Liabilities

Owner's equity

Charter capital

4.2, Social aspects

%
%
%

%
%
%
%
%

Year Year Year Year Trend 2016 2017 2018

2015 2016 2017 2018 growth growth growth
445 8.41 7.31 -3.93 TN, 89% -13%  -154%
-2.97 12.44 6.58 248 T, 519% -47%  -138%
-3.26 26.72 19.46 8.73 T 918% -27% -55%
-2.54 40.42 20.48 12.93 /\ 1663% -49% 37%
6.86 9.58 -0.69 044 ", 40%  -107% 37%
2962  201.08 14.74  168.24 ., 579% -93%  1041%
1.10 15.98 31.20 16.46 — 1352% 95%  -153%
17.30 12.95 9.26 10.81 " . -25% -28% 17%
12.08 10.39 63.94 928 . ", -14% 515% -85%

Source: Author s collection

The Table below summarizes the social issues and indicators surrounding the domestic

pharmaceutical companies.

Table 10: Social opportunities and impediments
in the Vietnam pharmaceutical market - indicators

Description

Large growing population

over 95 millions and growing®
opportunities for growing demands for same products

Aging population
Higher longevity

Life expectancy: 76+ (in 2018), 73 (in 2000)
Opportunities for higher demands for more diversified
categories of products

Living standard growth

Income per capita growth: 5.3%, 5.7%, 6% in 2016,
2017, and 2018 respectively

better economy makes per capita income higher
higher healthcare demands

people ready to pay more for better products and
higher volume of products

Hard-working population

Increasing chronic diseases (like respiratory illnesses,
cancer, diabetes, obesity), insufficient food safety or
unsafe living and working conditions all stimulate the
aggregate consumption of pharmaceutical products.

Shifting cultural preference

Shifting demands to western-based medicine from
traditional medicine (e.g., herbal)

Strong preference of foreign
pharmaceutical products and
materials

Up to 90% products and materials were imported
Vietnamese have more trust in foreign products in
terms of quality and effectiveness.

Most medicines were imported ones even they were far
more expensive than domestic ones.

1

https://data.worldbank.org/indicator/NY.GDP.PCAP.KD.ZG?locations=VN.
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Buying behaviour e Only 20 % to 30 % of Vietnamese consumers buy
medicines with prescription

Easy sales of medicines every where

Price is less important factor e Patients often take any medicines prescribed by doctors
determining the buying behaviour without bargaining prices

(Source: recapitulate from many open sources, including the Worldbank',
the Ministry of Health)

Social factors often reflect in legislation. The latest decree No.155 of Law of Pharmacy (2018)
has been amended toward creating favourable business conditions in tender and imports.

4.3. Environmental aspects

In Vietnam, there lack of studies reviewing the current position and examining further possible
impacts of pharmaceutical contamination for environmental management. It is only until recently
that the potential environmental impacts of this exposure to pharmaceuticals are being considered
— There are a few reports of residues from medicines can be released into the environment through
a number of routes during their manufacture, use, and disposal. Nevertheless, there have not been
many studies exploring such issue in terms of financial and social perspective in Vietnam.

4.3.1. Challenges for domestic pharmaceutical companies

The Table below summarizes the environmental issues that drive the sustainability of domestic
pharmaceutical companies.

Table 11: Environmental challenges driving domestic pharmaceutical companies

Challenges Description
Side effects of medicine for e human and veterinary medicinal products for treating
environment diseases produce side effects for environment

o efficient medicinal products with a more
environmentally-friendly profile compared to
conventional medicinal products

o efficient medicinal products with a more
environmentally-friendly profile compared to
conventional medicinal products

e costly R&D efforts to manufacture less polluting
pharmaceutical products

Polluting pharmaceutical e Cost to develop new technologies

production e (Cost to upgrade machines

environmental and pollution e increasing chronic diseases (like respiratory illnesses,

problems cancer, diabetes, obesity), stimulating medicine demands

Unsafe living and working e increasing chronic diseases

conditions e high cost to control pharmaceutical waste to
environment

' https://data.worldbank.org/indicator/NY.GDP.PCAP.KD.ZG?locations=VN
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Insufficient food safety standard e All stimulate the aggregate consumption of

pharmaceutical products.
Uncontrolled pharmaceutical waste |®  The risks of environmental effects of pharmaceutical

and medicinal products.
e pollution to the aquatic and land

e high cost to process toxic waste

4.3.2. Technological perspective

Control of pharmaceutical contamination for environmental management is critically important
(Kiimmerer, 2010). However, sustainable production requires strong R&D and manufacturing
capability that most domestic pharmaceutical firms do not possess. In addition, the pharmaceutical
industry imports 50% of machines and materials for mass productions but do not import the
technologies to control negative impacts of chemical residues.

4.3.3. Legal perspective in environmental sustainability

To date, the Vietnam legislation poses no legal limit for human medicinal products since this
pathway of exposure is assumed to be negligible. However, it is currently argued that it is not well
characterised, because in certain cases, concentrations of veterinary antibiotics are found in dairy
products. In such case, if fail to control, the pharmaceutical companies could have to face with law
suits from users and heavy financial compensation to inflicted users, reducing the profitability of
the companies. There is at present no regulation that covers the risk assessment of contaminated
land, of the product residues transferred to food animals.

4.3.4. Assessing comparative sustainability of the pharmacy industry

A corporate sustainability index (CSI) could be a good tool for practitioners to understand
the logic of measuring corporate strong sustainability performance. Following suggestion
of Joseph Calandro (2007) to consider the Altman’s Z-score model as a strategic assessment
and performance management, we build a CSI-financial score based on the model of Altman
(2002) as:

CSl-financial score = A1*X1 + A2*X2 + A3*X3 + A4*X4 + A5*X5 + Constant

We take EBITDA margin as a proxy of sustainability. We conducted a regression to find the
relationship of X1, X2, X3, X4, and X5 (independent variables) to EBITDA margin (dependent
variable). The regression shows that except for X2, all X1, X3, X4, X5 has the p-value of coefficient
< 0.05, thus statistically significant.

Model Summary
Model R R Square Adjusted R Std. Error of the Estimate
Square
1 6732 453 427 .091428982305010
a. Predictors: (Constant), X5, X2, X4, X3, X1

]
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Coefficients®
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 219 .024 8.945 .000
X1 245 .061 405 4.041 .000
X2 -219 136 -129 | -1.604 112
X3 1.130 181 618 6.242 .000
X4 -.017 .004 =382 | -4.220 .000
X5 -.110 .020 -532 | -5.539 .000
a. Dependent Variable: EBITDA margin

We remove X2 from the regression and run again. The new results show the coefficients of
the constant, X1, X3, X4, X5 are .205, .207, 1.110, -.015, and -.107 respectively. All coefficients
have p-value < 0.05, thus are statistically meaningful. The model can explain 44% of variations of

EBITDA margin of pharmaceutical companies (R?>=.439).

Model Summary
Std. Error of the
Model R R Square Adjusted R Square Estimate
1 .663* 439 418 .092098582946055

a. Predictors: (Constant), X5, X4, X3, X1

Coefficients®
Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.

1 (Constant) 205 .023 8.907 .000
X1 207 .056 343 3.682 .000
X3 1.110 182 .607 6.103 .000
X4 -.015 .004 -.354 -3.958 .000
X5 -.107 .020 -.514 -5.354 .000

a. Dependent Variable: EBITDA margin

Using the coefficients above, we compute the CSl-financial score of the domestic
pharmaceutical companies. Results are presented in the Table below, ranked by CSI-FS — the
higher its score, the higher its sustainability. The industry has min CSI-FS of 0.02, max of 0.47,

average of 0.26. Among 28 companies in the table, 17 see downturn CSI.
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Table 12: Comparative sustainability of the domestic pharmaceutical companies

CSl-financial score CSl-financial score Rank Size Rank
Firms |-1] 2015|2016 | 2017 | 2018 | 2015 | 2016 | 2017 | 2018 | 2015 | 2016 | 2017 | 2018 |CSI Trend
csv 0.33| 0.38] 0.47| 045 7 1 1 1| 15| 17| 17| 19|
DMC 0.33] 0.35{ 039 0.40 8 5| 2| 2| 16| 16| 13| 14| "
PME 035/ 037/ 039/ 038 4 2| 3 3 8 8 6 5 _~— "
DHG 037/ 0.37] 035/ 037 2| 3| 4 4 6 4 5 6| 7 N
PHR 0.24| 0.24{ 026 035 17| 17 11 5| 7| 5| 4 4. "~
DBD 0.41] 0.28] 030 0.31] 1] 11 8 6| 14] 10| 11| 15|\ _. -
VDP 0.29] 0.35] 0.34| 0.31] 11| 4] 5| 7| 24] 24| 25| 25"~
BCP 0.20] 0.22] 0.24] 0.31] 21| 20/ 19 8] 28 28 28] 28/, .
PLP 0.24| 0.20{ 033 0.29] 19| 23] 6 9| 27| 27| 26| 24|
DCL 0.30| 0.33] 029/ 0.29] 10| 6 9 10| 19| 18 16| 12|\,
TRA 0.32) 031 032 0.28) 9 7| 7| 11| 11| 11| 12| 13| TN\,
DPR 0.24| 0.24{ 027/ 0.27] 18] 16/ 10, 12| 5| 6 8 8 ..
oPC 0.29] 0.29] 0.24| 0.25| 12| 9] 18| 13| 22| 20| 19| 18] N\ _.
TRC 0.17| 0.19] 0.24| 0.24| 25| 24| 16| 14| 9| 9 9 10/ "
DPM 0.37] 0.29] 0.23) 0.23] 3] 10/ 20 15| 2| 2] 2| 1>
SPM 0.24| 0.21] 0.24] 0.23] 16| 21| 15| 16| 12| 12| 20/ 20/
IMP 0.27| 0.26] 0.25| 0.23| 13| 13| 14| 17| 13| 14| 10| 11| T~
DCM 0.25| 0.25] 0.26] 0.23] 15| 15| 12| 18] 1| 1] 1] 2T\
VAF 0.27] 0.23] 0.25) 0.22| 14| 19] 13| 19| 21| 22| 23] 23] SN
MKP 0.34| 0.30] 0.24| 0.20] 5| 8 17| 20| 17| 15| 14| 16| T~
TNC 0.10/ 0.11] 0.18] 0.20] 28] 27/ 23| 21| 25 26| 27| 27|~
MED 0.10| 0.10{ 0.17) 0.20] 27| 28] 25| 22| 23] 23] 24| 26/,
LIX 0.34| 0.24| 0.21| 0.18] 6| 18] 21| 23] 18] 19| 22| 22| S,
HRC 0.21] 0.17| 0.17| 0.17] 20] 25| 26| 24| 20| 21| 21| 21|\
BFC 0.18| 0.21] 0.21] 0.17] 23] 22| 22| 25 4] 71 7l 77N\
DVN 0.19| 0.26| 0.16| 0.16] 22| 14| 28| 26| 3| 3] 3| 3N
SFG 0.18| 0.17| 0.17| 0.15| 24| 26| 24| 27| 10| 13| 15| 17] TN\,
HII 0.15| 0.28] 0.17) 0.02] 26| 12| 27| 28] 26| 25| 18] 9]~
Table 13: CSI-FS distribution
Interval Layer Bin Count Frequencies Cumulative
0| Lowest 0.02 1 1% 1%
1|Low 0.11 3 3% 4%
2 |Middle low 0.20 21 19% 22%
3| Middle 0.29 51 46% 68%
4| Middle high 0.38 28 25% 93%
5|High 0.47 8 7% 100%
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108
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—_—tth
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3
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0.20
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100% 100%
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80%

70%

25% oo

50%
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30%

7% 20%

10%
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0.38 0.47
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The correlation analysis shows no correlation between Size and CSI-financial score (p=0.17
between Rank of CSI and p=0.17 between CSI-financial score and Rank of Size). For example,
CSV, DMC, and PEM, DHG rank constantly among the top of CSI-FS, but they are middle-size
companies. DVN is among the bottom CSI-FS rank, but it is top 3 in size. That suggests the
operational efficiency issues of many pharmaceutical companies.

5. FINDINGS AND IMPLICATIONS

Our research shows a number of findings. First, the domestic companies’ sustainability
appears to have reduced during the last 4 years. Most of the sustainability financial indicators
show negative tendency. All were contributed to the dependence to imports and new foreign
entrants. Second, in opposition to theory, we do not find empirical evidence that the firm size may
affect the sustainability — the correlation test returns no significant value at all. Third, domestic
pharmaceutical firms face issues of operations and production as they over depend to the imports.

That CS’s financial performance suggest that pharmaceutical companies should invest on CS
programs. Companies could incorporate sustainability in corporate strategy formulation, could
integrate corporate sustainability with corporate social responsibility to achieve long-term benefit.
Such commitment to sustainability strategy has become an issue of strategic importance in current
competitive scenario (Praveen, Zillur, & Kazm, 2013; Labuschagne, C.Brent, & Erck, 2005).

Nevertheless, many researchers have hypothesized that investment in CSP affected negatively
to financial performance because investment in CSP is costly for additional costs for such as (i)
improved employee conditions, (ii) the adoption of environmentally friendly practices, (iii) charitable
donations, (iv) the promotion of community development, and so on. Investing in CSP would
require companies to have superior resources (Waddock, 1997). That is not the best interests of
investors, because scarce resources would be reallocated away from a firm’s investors to its external
stakeholders (Aupperle, Carroll, & Hatfield, 1985). The resource-based theory also contended that
only companies with sufficient resources have the capacity to invest in CSP, and suggests that CSP is
positively associated with financial performance because the types of companies that invest in CSP
have greater underlying resources which produce higher financial performance.

6. CONCLUSIONS

This research has major limitation that we did not quantify social and environmental effects
into the CS. However, our focus is only the financial factors of the CS. Our scoring model could be
used to predict the economic sustainability of domestic pharmaceutical companies, capturing risk
in investing, although tests for risk explanations do not suggest in this model.
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DIFFERENT FACTORS THAT AFFECT THE BRAND EQUITY OF VIETNAMESE
COMMERCIAL BANKS

Nguyen Quoc Huy" Nguyen The Khai™

ABSTRACT

This research is conducted to determine different factors that cause impacts on the brand equity of multiple
commercial banks in Vietnam. Qualitative research is applied to assess reliability test using Cronbach’s Alpha
coefficient, exploratory factor analysis EFA and regression analysis with multiple variables. The outcome has
pointed out five major factors that affect the brand equity including: brand loyalty, brand admiration, brand
association, brand acknowledgement and perceived quality. The result of this research could be referred to
as a method of examining brand equity as well as applied to help increase the brand equity of commercial

banks in Vietnam according to customers’ perspectives.

Keywords: brand equity, factors affecting brand equity, commercial banks, Vietnam.

1.INTRODUCTION

Banking industry is considered as an extremely important financial institution; even more
important than any other industry. Reliability plays a vital role in the existence of banks. Thus,
every bank need to establish a strong, healthy and trustful brand image.

Customers’ bank selection is not only affected by tangible factors but also factors related
to reliability, preference, bias, admiration, etc. Those are different aspects that help shape the
brand of the bank. Subsequently, brand has become the core factor for commercial bank to
achieve success. A positive brand allows the bank to earn a considerable number of traditional
customers, respect from competitive rivalry, trust from managerial department as well as the
whole society. Besides, brand is also a key point when investors consider to or not to invest into

a particular bank.

In Vietnam, hundred thousands of commercial banks are operating with the amount of
authorized capital ranging from thousand billion of Vietnam Dong (VND) to dozen thousand
billion of VND. In comparison to the World’s banking systems, Vietnam is one of the countries
that experience the largest number of banks. The number of smaller banks with the amount of
authorized capital being approximately 3,000 billion VND (the required amount of authorized
capital according to the Vietnamese National Bank’s regulation) is considerable, which cause
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disadvantages in terms of competing against competitive rivalry, attracting customers, infiltrating
the market as well as creating reliability for customers.

However, there is a major number of banks whose founders do not precisely understand about
roles and importance of branding; they are also suffered from the lack of branding and brand
developing strategy.

For that reason, carrying out research based on customers for the purpose of navigating
the impacts of the above factors on the brand of all commercial banks in Vietnam nowadays is
undeniably essential.

2. THEORETICAL BASIS AND RESEARCH MODEL

2.1.“Brand” definition

Brand is technically an intangible property which play a key role in business competition,
market development and is also vitally meaningful to the corporation. However, there are multiple
definitions for this concept, which are not unified. For instance:

The American Marketing Association (AMA) defines a brand as a “name, term, sign, symbol
or design, or a combination of them intended to identify the goods and services of one seller or
group of sellers and to differentiate them from those of other sellers”.

According to David Aaker, a brand is an image whose characteristics include cultural, physical,
emotional, intuitive and exclusive, which is usually associated by customers when a product or
company is mentioned.

A brand is a combination of different elements such as physical, intuitive and emotional
factors and appearance of the product and service, including the name of the product, service,
trademark, characteristics of product or service, the name of the company, symbol, image, slogan,
advertisement, promotions, etc., which are gradually built up through times, impress and gain a
position in customers’ mindset.

Thus, the definition of brand has a wider meaning. A brand is a steady and stable property,
which can be an instruction for customers’ product selection and establish customer relationship.
Brand brings numerous of benefits to incorporations, consumers and society. In terms of consumers,
brand is a coefficient of quality measurement, which creates product acknowledgement. In terms of
incorporation, brand creates customers’ loyalty, stable sales revenue and higher interest rate. With
all mentioned benefits to consumers and incorporations, brand plays a key role in the economic
development of the society. Under a harshly competitive condition, enterprises need to create a
strong branding process to survive and gain competitive advantages.

2.2. Banking brand

Banking brand is a combination which basically demonstrate service activities of a particular
bank according to the government’s regulations and also fit the operational regulations of each
division to satisfy customers’ needs while still ensuring safety in doing business. This also help
customers understand more thoroughly about how their chosen bank differentiate from other
banks, based on scientific and technological innovation of that particular period of time.
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Because of that, banking brand is the reliability of banks on the market, the intangible property
which has certain value in business activities of banks.

2.3. Definition of brand equity

Brand equity includes all specific values that the brand can bring to stakeholders (shareholders,
employees, customers, society, etc.). These equities are counted in products or services in order to
make stakeholders more valuable. Or, brand equity is the added value of the product. Products without
a brand are just a goods. Brand creates emotional value for customers while consuming the product.

Overall, there are multiple definitions of brand equity. This particular research is based on
David Aaker’s definition.

Branding expert David Aaker defined brand equity back in 1991 as: “A set of assets and
liabilities linked to a brand, its name and symbol, which adds to or subtracts from the value
provided by a product or service to a firm and/or to that firm’s customers.” (Aaker, 1991).

2.4, Factors that affect brand equity

Research on the factors that affect brand equity is conducted from customers’ perspectives.
According to Aaker in 1991, there are four main factors contributing to brand equity of an enterprise:

Brand awareness

Brand awareness is a chance that a customer can recognize and distinguish different
characteristics of a brand among a combination of other brands on the market. When customers
decide to consume any brand, the very first thing they should know is to recognize that brand.
Thus, brand awareness is the first factor on which customer based to classify a combination of
competitive brands.

Brand awareness allows customers to be more familiar with the brand they choose and make
them care about it at the purchasing moment. Buyers often select the brand they have known
before because they feel safer and more comfortable; a brand which is widely known should
be more reliable and has higher product quality. Normally, people tend to select a brand which
is initially known, rather than the one they have never heard of before. This factor is especially
important in evaluating and decision-making process of customers towards the brand.

A high brand awareness is the foundation which create customers’ desire of consuming some
products of a brand. Only when customers experience the product that they can feel its quality as
well as other linking impressions which make them loyal to that brand.

Brand association

One of the aspects that have the most significant contribution in brand equity is brand
association, which is the way customers will consume the brand.

Brand association is anything that connects customers’ memory to the brand (Aaker, 1991).
Customers will instantly recall one or some unique characteristics of a particular brand when it
is mentioned. That is also feeling, trust and knowledge that consumers have towards the brand.
Associations can be either positive or negative. Normally, these associations are related to equity,
characteristics of the product and valuable features of the company or consumers.
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Brand association creates equity for an enterprise and its customers by: providing
information about the brand, differentiating the brand, setting up reasons to buy products,
creating positive attitudes and feelings and being the foundation for brand expansion.
Moreover, having numerous of positive associations can be consider as a defensive solution
against competitive rivalry.

Perceived quality

Perceived quality may be generally defined as the consumer’s overall assessment of the utility
of'a product based on what is received and what is given; the difference between the utility that the
customers have received and what they expected (Zeithaml, 1988).

Perceived quality is an important factor that affects customers’ decision-making process, thus
customers tend to compare quality and price of substitutes which are in the same category (Jin and
Yong, 2005).

According to Davis and his partner in 2003, perceived quality is directly related to brand
equity, while Aaker (1991) and Zeithaml (1988a) did not consider perceived quality as the real
quality of a brand or its products. It is supposed to be customers’ evaluation about the preeminence
of an actual being or a service.

Consumers usually make quality assessment about a product or service based on multiple data
signals which are connected to it. Some of these data belong to internal characteristics of the product,
while others may belong to external ones. According to Zeithaml’ definition (1988b), data related
to internal characteristics such as efficiency, functions, reliability, relevance, durability, serving
ability and appearance. On the other hand, external characteristics include price, brand, brand
image, company reputation, producer image, image of retail stores and product origin. Perceived
quality directly affects customers’ decision and loyalty, especially in cases when customers have
too little or no information about products that they are going to purchase (Aaker, 1991; Armstrong
and Kotler, 2003).

Brand royalty

Customers’ loyalty for the brand also plays a vital role in the success of the brand. Customers’
loyalty demonstrates their tendency in purchasing and consuming products or services of a
particular brand and continue to repeat these behaviors (Chaudhuri, 1999).

Until now, the concept of brand loyalty is still significant to most of enterprises. Some
researchers stated that brand royalty regularized customers’ product and service purchasing
behaviors as well as reduced the chance that customers might substitute the brand with another
one. As a result, brand equity could be said to increase corresponding to customers’ loyalty towards
the brand. The most important purpose of creating brand equity is to ensure the number of loyal
customers of the brand (Yoo at al., 2000; Travis, 2000).

Although researchers have not come to an agreement on the methodology of brand royalty
measurement, through related research and documents, we can see that brand loyalty measurement
usually consists two types of measurement: attitude and behavior. Thus, it is often said that brand
royalty is a multi-dimensional concept (Thiele and Bennett, 2001).
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Customers’ loyalty is the aspect that illustrates the strength of the brand most clearly (Aaker,
1991). The important thing is that it is necessary to distinguish between passive loyalty, which is
directly related to purchasing behavior (behavior of loyalty approach) and more positive loyalty,
which is related to attitude (attitude of loyalty approach). They both significantly affect the brand
(Benoit H, 2003).

Research about brand royalty has pointed out two explanations that which reflect natural
intention of behavior (Lacoeuilhe J, 1997), belief in preeminence in terms of function and utility
compared to competitive rivalry, establishing emotional connection between individuals and the
brand, which shows their cohesion to the brand.

According to Punniyamoorthy and Raj in 2007: “Brand royalty can be considered as a special
case in which market is approached through connections; customers strictly stick to the chosen
brand”.

The brand that achieve higher brand royalty is the brand that earns higher revenue, which
means that this brand has higher equity and is more valuable.

High brand royalty is a foundation for creating a huge number of royal customers, which help
boost the brand’s sales revenue. Diverse perceived quality, plentiful brand association, wide brand
awareness will accordingly improve brand royalty.

2.5. Research hypothesis

In 2007, Kayaman and Arasli conducted a research about brand equity of hotel industry based
on customers’ assessment. Two researchers carried out this research by surveying foreign visitors
who had stayed in five-star hotels in the North of Cyprus. The objective of this research was
analyzing the interrelationship of four factors: Perceived quality, Brand royalty, Brand image and
Brand awareness as well as their impacts on the Brand equity of the hotel industry. The outcome of
the analysis pointed out that three factors: Perceived quality, Brand royalty and Brand image had
the strongest interaction with Brand equity while Brand awareness had a weaker interaction with
Brand equity. Although Brand awareness is considered to be the decisional factor to Brand equity,
the outcome of this research pointed out that it was not the most important factor in creating Brand
equity in the hotel industry. Two researchers had a significantly important finding: there was a
positive relationship between two factors, brand royalty and brand image. Thus, to maintain brand
royalty, enterprises have to establish and maintain a brand image in customers’ feeling towards
hotel industry and vice versa.

The study “Measuring brand value based on customers: experimental evidence from the
sports clothing market in China” (2009) by two authors Tong and Fawley, has built and tested
the theoretical model of the relationship among the four elements that make up the brand value,
inclusive of: perceived quality, brand awareness, brand associations, brand loyalty with the entire
brand value of the sports clothing industry. The purpose of this study is to test Aaker’s brand value
model in China’s sport clothing market. The study was conducted with a sample of 304 customers
in two major cities of China, Beijing and Shanghai. The research model results conclude that
the two factors Brand Associations and Brand Loyalty positively affect brand value. The brand
loyalty factor has the strongest impact, playing an important role in building brand value in the
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Chinese sport clothing market; A strong association drives customers’ behavior and feelings
toward a brand. While perceived quality and brand awareness do not impact and have no direct
relationship with brand value, this means that the product’s high quality or the brand name alone
is not a guarantee for a successful brand for the sport clothing industry. However, the test results
show that there is a positive correlation between the elements that make up the brand value: the
correlation between perceived quality and brand associations with brand loyalty; brand awareness
and brand association with brand loyalty. Therefore, the perceived quality and brand awareness
also indirectly affects brand value by affecting two factors: brand loyalty and association.

Atilgan et al. (2009) used four factors: perceived quality, brand loyalty, brand association
and brand trust to measure the brand value of two global brands: McDonald’s and Coca-Cola in 3
countries which are both culturally and economically different: America, Turkey and Russia. The
author group has introduced a new element which is Brand Trust and excludes Brand Awareness
element from the brand value measurement model. The study results show that all four factors
are suitable for determining brand value for global brands, this conclusion is also consistent with
previous research models.

Nguyen Dinh Tho and Nguyen Thi Mai Trang (2002) built a model to measure brand value in
the Vietnamese consumer market and the effect of consumer attitudes on advertising and promotion
programs with components of brand value. The brand value of the two authors includes components:
brand awareness, brand passion, perceived quality and brand loyalty. The model research results show
that the passion and perceived quality are related to brand loyalty. Perceived quality of consumers is
both a cause of brand loyalty formation and a cause of brand passion formation.

Martensen & Grenholdt’s customer-oriented brand value model is complex and difficult to
measure. And Keller’s model, the two components of brand value are brand awareness and brand
impression, this model includes many other small components such as attitudes, attributes, benefits,
etc., and those small components consist of other small components that cause difficulties for the
measurement. Similarly, Young & Rubicam’s model also includes two components that measure
brand value: brand vitality and brand size, these two components, consisting four other small
components, are therefore also difficult for the measurement. The Aaker model has a high level
of brand value, easy to understand and implement. Therefore, this model has been used, adjusted
and applied by many authors, specifically, Yoo & Donthu (2001) used four out of five brand value
components in Aaker’s model, namely brand loyalty, brand awareness, perceived quality, and
brand associations. Yoo&Donthu (2001) removed another proprietary asset component because
it was incompatible during brand value measurement. In addition, a study on “Effects of brand
value on consumer reactions” by Isabel Buil and Eva Martinez (2013) also used a combination 0
04 components of brand value of above mentioned Aaker model.

Park C Whan Park, Macinnis Deborah J Macinnis, Eisingerich Andreas B Eisingerich, White
Allen M Weiss (2016): Brand admiration using in-depth research on consumer psychology,
marketing, engagement and communication of consumers to develop an integrated, strong
perspective and innovative approach to brand management. Being assisted by research from
leading scholars, this study describes how businesses can turn products, services, individuals or
brands into something that customers love, trust and respect. The result is greater brand loyalty,
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stronger brand advocacy and higher brand value. Brands that are admired increase their sales
more effectively over a longer period of time and have more growth opportunities. The real
power of Brand awareness is that it provides specific guidance on how brand managers can make
customers (and employees) admire a brand. Admiring brands provide exactly what customers
need (enabling benefits), in a way that is pleasing, fun, interesting and emotionally relevant
(enticing benefits), and also makes people feel good about themselves (enriching benefits).
The provision of these benefits is fundamental to building, strengthening and promoting brand
admiration. In addition, the authors gave a measure based on the actions and a common sense
of brand value and they developed data to diagnose what to do next. In short, brand admiration
offers a coherent, connected approach to help the brand stand steadily when confronting time
testing. A well-designed, well-managed brand becomes part of community awareness, and
ultimately, part of the culture.

The five research hypothesesare proposed as follows:
H,: Brand loyalty has a positive relationship with brand value.

H,: Brand admiration has a positive relationship with brand value.

H,: Perceived quality has a positive relationship with brand value.

H,: Brand association has a positive relationship with brand value.

H.: Brand awareness has a positive relationship with brand value.

2.6 Research model
Research model is proposed as follows:
Y=p,+BX +BX +BX +BX,+BX ¢
Of which:
Dependent variable Y: Brand value of Vietnamese commercial banks (GTH)
B,: Constant

X,: Loyalty (LTT)

1

X,: Admiration (SNM)

X,: Perceived quality (CLCN)
X,: Association (SLT)

X,: Awareness (SNB)

¢: Error

3. RESEARCH METHODOLOGY

Discover, adjust and supplement observation variables used to measure research concepts.
This method has been implemented in some Vietnamese commercial banks through focus group
discussion and in-depth interviews. The 5-level Likert scale is used to measure the impact of
factors on the brand value of Vietnamese commercial banks.
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Identify, analyze and evaluate the impact of factors on the brand value of Vietnamese commercial
banks from customers. This method was implemented through a customer survey questionnaire with
a sample size of 424. The collected data was cleaned, invalid votes were discarded, and the data was
processed using SPSS 20.0 software. After that, the reliability of the scales was assessed through
Cronbach’s Alpha coefficient. This is followed by the exploration factor analysis (EFA). Finally,
using correlation matrix and linear regression analysis to test the model and hypotheses, thereby
determining the impact of factors on the brand value of Vietnamese commercial banks.

4. RESEARCH RESULTS AND DISCUSSION
4.1. Verifying the reliability of the scale

Table 1. Results of testing scales

Ordinal Code Cronbach’s Valrial.)les are The remaining variables
numbers Alpha eliminated

1 LTT .845 LTTS5 LTT1, LTT2, LTT3, LTT4

2 SNM 7182 - SNM1, SNM2, SNM3, SNM4, SNM5

3 CLCN .859 - CLCNI1, CLCN2, CLCN3, CLCN4

4 SLT 874 SLT3 SLT1, SLT2, SLT4, SLT5

5 SNB .843 - SNB1, SNB2, SNB3, SNB4

6 GTH .820 - GTHI, GTH2, GTH3

Source: The researcher’s collecting data and SPSS

The reliability testing results of the measuring scale show that variables with Cronbach’s Alpha
Coefficients greater than 0.6 and Corrected Item-Total Correlation coefficient greater than 0.3 are
considered appropriate for inclusion in the following steps (Nunnally and BernStein, 1994). According
to the results in Table 1, there are 2 excluded variables (LTTS, SLT3) out of 23 observed variables. The
remaining 21 observed variables continue to be included in the exploration factor analysis.

The measuring scale of brand value with Cronbach’s Alpha coefficient reaches 0.820 (> 0.6),
satisfactory, and the Corrected Item-Total Correlation of the total variables of the 3 observed variables
is greater than 0.3. Thus, all three observed variables are retained for inclusion in factor analysis.

4.2, Exploration factor analysis (EFA):
Table 2. KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy .855
Approx. Chi-Square 4403.511
Bartlett’s Test of Sphericity df 210
Sig. .000

Source: The researcher’s collecting data and SPSS

The measuring scale of the components factors affecting the enhancement of the brand value
of Vietnamese commercial banks has 21 observed variables, after assessing the reliability with
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Cronbach’s Alpha, was included in the EFA exploration factor analysis. From the results of the
study, no variables were excluded. KMO coefficient (Kaiser-Meyer-Olkin) reaches 0.855> 0.5,
so EFA analysis is appropriate in this study. Bartlett’s test is statistically significant (Sig.< 0.05),
showing that the observed variables are correlated with each other in the whole.

Table 3. Total Variance Explained

.. . Extraction Sums of Squared Rotation Sums of Squared
Initial Eigenvalues . .
Loadings Loadings
% of | Cumulative % of Cumulative % of Cumulative
Total Variance % Total Variance % Total Variance %

1 6.550 31.189 31.189 | 6.550 31.189 31.189 | 3.027 14.414 14.414
2 | 2.860 13.620 44.809 | 2.860 13.620 44809 | 2.878 13.705 28.119
3 1.979 9.426 54.235| 1.979 9.426 54.235 | 2.864 13.638 41.757
4 1.436 6.840 61.075 | 1.436 6.840 61.075| 2.775 13.212 54.969
5 1.100 5.237 66.312 | 1.100 5.237 66.312 | 2.382 11.343 66.312
6 .886 4218 70.529
7 .709 3.378 73.907
8 .674 3212 77.119
9 574 2.734 79.853
10 .543 2.588 82.441
11 519 2.473 84914
12 480 2.284 87.198
13 417 1.985 89.183
14 404 1.925 91.108
15 .366 1.743 92.851
16 331 1.576 94.427
17 .320 1.523 95.951
18 246 1.171 97.122
19 227 1.081 98.203
20 .209 .997 99.200
21 .168 .800 100.000

Extraction Method: Principal Component Analysis.

Source: The researcher s collecting data and SPSS

The Eigenvalues coefficient= 1.100> 1 representing the variability is explained by each
factor, meaning that the withdrawn factors have the best meaning of information summary. Total
variance explained: Rotation Sums of Squared Loadings (Cumulative%) reaches 66.312%> 50%.
This shows that 66.312% of the data variability is explained by 5 factors.

Factor Loading coefficient of all observed variables are greater than 0.5 so it is satisfactory, or
the measuring scale of convergent value. Thus, with the initial 23 observed variables, after testing
the reliability of Cronbach’s Alpha, there were 21 observed variables left, and through the EFA
factor analysis step, there were 21 observed variables and also withdraw 5 key factors.

The brand value measuring scale consists of 3 observed variables, after being assessed on
reliability by Cronbach’s Alpha, was included in the EFA factor analysis. The analytical results for
the KMO coefficient reach 0.704> 0.5, satisfactory, so EFA analysis is appropriate. Bartlett test
has significance level= 0.000< 0.5, so this test is statistically significant and the observed variables
are correlated in the whole. At the same time, variance explained= 73.71%> 50% at Eigenvalue=
2.211> 1, so the model is eligible for analysis.
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4.3, Correlation analysis
Table 4. Correlations
GTH LTT SNM SLT CLCN | SNB

Pearson 1 701" | 484 | 578" | 679" | 187"
GTH Correlation

Sig. (2-tailed) 1000 1000 1000 000 1000

N 424 424 424 424 424 424

Pearson 701" 1 252 | 478" | 619" -.020
LTT Correlation

Sig. (2-tailed) 1000 1000 1000 000 687

N 424 424 424 424 424 424

Pearson 484 | 250 1 339" | 274" | o112
SNM Correlation

Sig. (2-tailed) 1000 000 1000 000 021

N 424 424 424 424 424 424

Pearson 578 478" 339" ] 503" 002
SLT Correlation

Sig. (2-tailed) 1000 000 1000 1000 963

N 424 424 424 424 424 424

Pearson 679" 619™ 274 503" ] 039
CLCN Correlation

Sig. (2-tailed) 1000 1000 1000 1000 426

N 424 424 424 424 424 424

Pearson 187 2020 -112° 002 039 |
SNB Correlation

Sig. (2-tailed) 1000 687 021 963 426

N 424 424 424 424 424 424

**_ Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

Source: The researcher s collecting data and SPSS

Results from the Pearson correlation coefficient matrix show five factors: loyalty (LTT),
admiration (SNM), association (SLT), perceived quality (CLCN) and awareness. The awareness
(SNB) has a linear relationship with Brand Value (GTH) with a significance level of Sig less than
0.05. Thus, the independent variables have strong linear relationship and the positive effect with
the dependent variable which is brand value.

4.4, Regression analysis

Table 5. Model Summary®

Model R

R Square

Adjusted R
Square

Std. Error of the
Estimate

Durbin-Watson

1 .852*

726

122

.260

1.940

a. Predictors: (Constant), SNB, SLT, SNM, LTT, CLCN

b. Dependent Variable: GTH

Source: The researcher’s collecting data and SPSS
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The result for the adjusted R? coefficient= 0.722 indicates the model’s appropriateness is
72.2% (> 50%) or in other words, 72.2% the change of the GTH dependent variable is explained
by 5 independent variables (SNB, SLT, SNM, LTT, CLCN), the remaining 27.8% of the change is
due to factors beyond the research model.

Table 6. Coeflicients®

Unstandardized | Standardized Collinearity
Coefficients Coefficients . Statistics
Model t Sig.
B Std. Beta Tolerance | VIF
Error
(Constant) -.119 134 -.888 | .375
LTT 324 .028 390 | 11.559 | .000 577 1.733
i SNM 235 .023 281 | 10.154 | .000 .855 1.170
SLT 133 .026 159 5.069 | .000 .666 1.501
CLCN 219 .028 272 7.904 | .000 554 1.804
SNB 129 .016 215 8.307 | .000 .980 1.020
a. Dependent Variable: GTH

Source: The researcher’s collecting data and SPSS

Results of regression analysis showed that 5 factors affecting brand value (GTH), including:
LTT, SNM, SLT, CLCN, SNB all have Sig value less than 0.05, satisfactory.

From the regression analysis table, the relationship between the dependent variable of brand
values (GTH) of Vietnamese commercial banks and 5 independent variables is shown in the
following standardized regression equation:

GTH =0.390*LTT + 0.281*SNM + 0.159*SLT + 0.272*CLCN + 0.215*SNB

The regression equation shows that the brand value of Vietnamese commercial banks is
affected by 5 factors with the following specific degree of influence:

The first is the loyalty: Coefficient ... = 0.390

LTT

=0.281
=0.272

The second is the admiration: Coefficient B,

The third is the perceived quality: Coefficient

CLCN

The fourth is the awareness: Coefficient B, . = 0.215

SNB

=0.159

The fifth is the association: Coefficient B

From the above results, showing Coefficient > 0, means independent variables positively
impact the brand value of Vietnamese commercial banks. This result also confirms that the initial
hypotheses (H, to H,) are accepted and tested appropriately.

5. CONCLUSION

Basing on the theoretical ground when approaching the prior researches, the group of authors
have built a model of factors affecting the brand value of Vietnamese commercial banks basing on
the evaluations of the customers.
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After following the research process with qualitative and quantitative methods, the author has
conducted descriptive statistical analysis, tested the reliability of the measuring scale, exploration
factor analysis (EFA) and regression analysis; Theories have been proved quantitatively. As the
model and research hypotheses, the author has identified all 5 factors affecting the brand value of
Vietnamese commercial banks, including: brand awareness, brand associations, perceived quality,
brand loyalty and brand admiration, of which the brand Loyalty, Admiration and Perceived quality
have a strong impact on the brand value of banks, so they play an important role in building brand
values of banks.

Bank managers are often limited in resources: money, time and manpower to develop and
enhance their brand value. Therefore, this research will help them prioritize and allocate resources
appropriately based on factors affecting the brand value of their banks.
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MAJOR MODEL IMPACTING TAX POLICY TOWARDS PROMOTING ECONOMIC
RESTRUCTURING IN VIETNAM

Le Thu Thuy”

ABSTRACT

The objective of this paper is to study the factors impacting tax policy towards promoting economic
restructuringin Vietnam, with total 486 samples from some specialized agencies and taxpayers, professionals,
managers and executives. The research uses linear regression model to process data, the results show that
there are 6 factors impacting tax policy towards promoting economic restructuring: Macroeconomic
Environment; State policy; Tax Authorities; Taxpayers; Checking and Controlling; Process and Procedures

and Dependent Variable is Tax policy towards promoting economic restructuring in Vietnam.

The research results provide managers with suggestions of forming and operating tax policy in Vietham. At
the same time, it is recommended that when proposing solutions to tax policy towards promoting economic
restructuring, managers need to put them in the relationship of impact between factors. Depending on the
conditions, the managers should emphasize on a factor while making light of another factor, but they need

to focus on factors having strong impact.

Keywords: Impacting factor/ Effecting factor; Tax policy; Economic Structure; Viet Nam.

1. INTRODUCTION

The reality has shown that in the process of national economic development, if a country
has a rational and effective tax policy, it will be a solid foundation and motivation to promote
production and business activities, services based on defined structures in an effective social
economy. Thereby the budget revenue from tax will increase incessantly; we can create and form
a strong economic potential.

Tax is also an important tool for the state to adjust the economy stick to the defined economic
structure, ensure the economically and socially sustainable economic development; stabilize
macroeconomic, contribute to improving people lives, social equality, ... From the perspective of
economic restructuring; theoretically, the economic restructuring of a nation is not only an indicator
to evaluate economic growth quality, but it also reflects the industrialization process’s nature.

From the perspective of tax impact on economic restructuring, tax policy must stick to its
goal towards increasing continuously the income of economic entities as well as the nation. From
economic perspective, the main solution to increase income is stimulating labor, investment

' Lac Hong University, 15/3B Huynh Van Nghe, Buu Long, Bien Hoa City, Dong Nai, Vietnam, Email address:
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and savings; creating high labor productivity for society. To do so, the State must have many
effective economic levers, including the use of tax tools, which plays an important role in reaching
economic restructuring goal. This goal is in the direction of industrialization and modernization of
the economy, shown in many fields.

The objective of this paper is to establish a system of factors affecting tax policy towards
promoting economic restructuring in Vietnam. Based on this foundation, this paper can provide
economic policy makers with scientific basis to form appropriate and effective tax policy in
promoting Vietnam’s economic restructuring.

2. THEORETICAL BASIS AND RESEARCH MODEL
2.1. Theoretical basis

The concepts of tax policy and economic restructuring aim at effectively administrating tax to
increase revenues for the state budget, stabilize and serve for the economic restructuring. In addition,
it is associated with the development of a high, sustainable and especially stable economy that avoids
causing great shocks to the economy. Economic restructuring is the foundation for sustainable economic
development, which can be understood as rational, effective and maintainable economic growth; along
with an economic structure stick to industrialization and modernization of the economy, effective
exploitation and utilization of natural resources. To ensure such an economic structure, economic policies
including tax policy must be synchronously formed, and meet the current development requirements
as well as ensure stable and solid development goals across all fields in the future. Each policy type has
an adjustment scope, along with different impacts on the economic restructuring process. Tax policy
can be considered as a crucial economic policy regulating the subjects in the economy and activities in
economic sectors, thereby directly affect the implementation of a nation’s economic restructuring goals.
The study about tax policy’s contents aims at promoting economic restructuring, from the concepts,
contents, requirements, affecting factors, guarantee conditions. .. from the perspective of general theory
as well as application to the specific conditions and situation of each country in certain periods which
plays an important part in the formulation of national socio-economic development strategies and plans
as well as state policies in each specific field.

From the perspective of tax policy promoting economic restructuring, the basic goals of
this policy system are to ensure revenue for the state budget; manage and control activities of
production, business, income, assets, consumption, investment and savings of the society, thereby
orient these activities to develop economic restructuring objective of the nation. Therefore, the
study of tax policy, in accordance with the economic restructuring conditions in each period, and
simultaneously, aiming at the sustainable development of the national economy, promises to be
of great influence to the planning, issuance and implementation of tax policy system as well as
the objectives of economic restructuring. The current tax policy system of Vietnam has focused
on the objectives of economic restructuring. In addition to the top goal of raising revenues for the
state budget, Vietnam’s tax system has had important impacts to regulate the macro-economy such
as promoting internal strength, improving the economic competitiveness, promoting economic
restructuring stick to industrialization and modernization; ensuring social equity in distribution and
regulation of income. However, the macro adjustment’s role for the purpose of serving economic
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restructuring stick to industrialization and modernization of tax policy has not been fully promoted.
Therefore, the consideration and study of theoretical contents about economic restructuring as well
as the impacts of tax policy on its goal, are the basis for sustainable economic development and
current tax system practice in Vietnam in relation with the objectives of economic restructuring.
All of these activities are with a view to renovating and improving the tax policy in the context of
integration and especially when Vietnam has become a member state of the Trans-Pacific Strategic
Economic Partnership Agreement so that this policy can fully promote the roles of serving
economic restructuring stick to industrialization and modernization in economic regulation, ensure
the fast, strong and sustainable development of Vietnam in the future with profound theoretical and
practical significance.

2.2 Research model

Based on the theory of economic structure, the impacts on tax policy and empirical studies
about the relation between tax policy and economic restructuring; as well as with current Vietnamese
practice, the author proposes a tax policy model towards promoting economic restructuring in
Vietnam as below.

The proposed research model:

Y=p,+BX +BX +BX +BX,+BX +BX t+e
In which:

Dependent variable Y: Tax policy towards promoting economic restructuring in Vietnam
B,: Constant

X,: Macroeconomic Environment (MTV)

. State policy (CSNN)

: Tax authorities (CQT)

: Taxpayers (NNT)

X.: Checking and controlling (KTKS)

X,: Tax payment process and procedure (QTT)

¢: Error

The proposed research hypotheses are:

T,: The positive relationship between macroeconomic environment and tax policy promotes
economic restructuring.

T,: The positive relationship between state policy and tax policy promotes economic
restructuring.

T,: The positive relationship between tax authorities and tax policy promotes economic
restructuring.

T,: The positive relationship between taxpayers and tax policy promotes economic
restructuring.
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T.: The positive relationship between checking-controlling and tax policy promotes economic
restructuring.

T,: The positive relationship between tax payment process & procedure and tax policy
promotes economic restructuring.

3. RESEARCH METHOD
This research combines qualitative research method with quantitative method. In which,
quantitative method is mainly applied.

A 5 point Likert scale is utilized to measure the impact of different factors on tax policy to
economic restructuring in Viet Nam following the scale as follow: 1- Very little impact; 2-Little
impact; 3- Medium; 4- High impact; 5- Very high impact.

A questionnaire is used to conduct the survey in which there are some specialized agencies
and taxpayers, professionals, managers and executives with the number of samples is 486.

After collecting the data, the author proceeds with cleaning and removing invalid sheets, and
the data is processed by SPSS software. Next, the reliability of the scales is assessed by Cronbach’s
Alpha coefficient and exploratory factor analysis (EFA). Finally, running a correlation matrix
and performing linear regression analysis to test the model and hypotheses, through which, the
influence of different factors on tax policy to economic restructuring in Viet Nam is determined.

4, RESULT OF THE RESEARCH
4.1 Testing the reliability of the measurement scale according to Cronbach’s Alpha coefficient

Table 1. Results of testing scales

Ordinal Code Cronbach’s Vari.a b!es are The remaining variables
numbers Alpha eliminated
1 KTV .846 - KTV1, KTV2,KTV3,KTV4
2 CSNN 874 CSNN3 CSNNI1, CSNN2, CSNN4, CSNN5
3 CQT .844 CQT5 CQTI1, CQT2, CQT3, CQT4
4 NNT 776 - NNTI1, NNT2, NNT3, NNT4, NNT5
5 KTKS .867 - KTKS1, KTKS2, KTKS3, KTKS4
6 QTT 735 QTTS QTT1, QTT2, QTT3, QTT4
7 CST 815 - CST1, CST2, CST3

Source: The researcher s collecting data and SPSS

Testing the reliability of the measurement scale according to Cronbach’s Alpha coefficient
allows the removal of the inappropriate variables in the research model. In fact, the research is not
able to know the exact variance as well as the error of the variables. Therefore, only variables with
an appropriate correlation coefficient of the total variable greater than 0.3 and Cronbach’s Alpha
coefficient greater than 0.6 are accepted and considered as appropriate for subsequent analysis
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step (Nunnally and BernStein, 1994). According to the research results, there are 3 variables
removed (CSNN3, CQTS, QTTS) out of 31 (including dependent variables) observed variables.
The remaining 28 observed variables continue to be removed in the exploration factor analysis.

Tax policy measurement scale has Cronbach’s Alpha coefficient 0.815 qualified (> 0.6) and
the total variable’s correlation coefficient of 3 observed variables is greater than 0.3. Thus, these 3
observed variables are included in factor analysis.

4.2, Exploratory factor analysis (EFA)
Table 2. KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy .857
Approx. Chi-Square 5867.577
Bartlett’s Test of Sphericity df 276
Sig. .000

Source: The researcher s collecting data and SPSS

There are 26 observed variables in the scale of the factors and components affecting tax
policy towards promoting economic restructuring. After their reliability is assessed by Cronbach’s
Alpha, they are included in Exploratory factor analysis. From the research results, one variable is
removed (NNT3). KMO coefficient (Kaiser-Meyer-Olkin) reaches 0.857> 0.5, so EFA analysis is
appropriate in this research. Bartlett’s test is statistically significant (Sig< 0.05) showing that the
observed variables are correlated with each other on the whole.

Table 3. Total Variance Explained

A . Extraction Sums of Squared Rotation Sums of Squared

o Initial Eigenvalues ) )

é‘ Loadings Loadings

% % of Cumulative % of Cumulative % of Cumulative
=1 Total ) Total ) Total )

Variance % Variance % Variance %

1 7.192 29.965 29.965 7.192 29.965 29.965 | 2.989 12.454 12.454
2 3.145 13.103 43.068 3.145 13.103 43.068 | 2.898 12.077 24.532
3 1.923 8.013 51.081 1.923 8.013 51.081 | 2.855 11.896 36.427
4 1.536 6.399 57.481 1.536 6.399 57.481 | 2.747 11.448 47.875
5 1.347 5.614 63.094 1.347 5.614 63.094 | 2.419 10.080 57.955
6 1.115 4.644 67.738 1.115 4.644 67.738 | 2.348 9.783 67.738
Extraction Method: Principal Component Analysis

Source: The researcher s collecting data and SPSS

The Eigenvalues coefficient = 1.115> 1 represents the variance explained by each factor,
meaning that the inferred factors have representative meaning for the other variables. Total Average
Variance Extracted: Rotation Sums of Squared Loadings (Cumulative%) reach 67,738% > 50%.
This fact shows that 67,738% of data variation is explained by 6 factors.

Factor Loading coefficient (Factor Loading) of all observed variables is greater than 0.5
therefore, it meets the requirements, or the measurement scale reaches the convergent validity. Thus,



MAJOR MODEL IMPACTING TAX POLICY TOWARDS PROMOTING ECONOMIC RESTRUCTURING IN VIETNAM 139

with 26 initially observed variables, after testing the reliability of Cronbach’s Alpha, 26 observed
variables remain, and after EFA step, 25 observed variables remain and 6 key factors are extracted.

Tax policy measurement scale (dependent) consists of 3 observed variables, after checking the
reliability by Cronbach’s Alpha, it is included in EFA. The analytical results for KMO coefficient
reach 0.697> 0.5 meeting the requirements, so EFA is appropriately applied. Bartlett test with
significance level 0.000< 0.5 so this test is statistically significant and the observed variables
are correlated on the whole. At the same time, Average Variance Extracted is 73,143%> 50% at
Eigenvalue = 2,194> 1 so the model is eligible for exploratory analysis.

4.3 Correlation analysis

Table 4. Correlations

CST | KTV | CSNN | CcQT | NNT | KTKS | QTT
Pearson. 1| 171% | 637%% | 707%% | 493%% | 687%* | 492%*
Correlation

CST Sig. (2-tailed) 000 .000 000 .000 .000 000
N 486 | 486 486 486 486 486 486
Pearson. 171%* 1 -.020 003 | -.116% 041 | 2025%x
Correlation

KTV I7Sig. (2-tailed) .000 658 949 010 370 .000
N 486 | 486 486 486 486 486 486
Pearson. 637F% | 020 1| 538%% | 337%% | 557%% | 411+
Correlation

CSNN Sig. (2-tailed) 000 | .658 .000 .000 .000 .000
N 486 | 486 486 486 486 486 486
Pearson J07%% | 003 | .538%* 1| 260% | 625%% | 427%x
Correlation

cQr Sig. (2-tailed) 000 | 949 .000 .000 .000 .000
N 486 | 486 486 486 486 486 486
Pearson 493%% | _116% | 337F% | 260%* 1| 267%% | 125%*
Correlation

NNT 7 §ie (2-tailed) 000 | 010 .000 .000 .000 006
N 486 | 486 486 486 486 486 486
Pearson 687 | 041 | 55T*F | 625%x | 267 1| 381
Correlation

KTKS Sig. (2-tailed) 000 | 370 .000 000 000 .000
N 486 | 486 486 486 486 486 486
Pearson 4927 | 225%x | 411%x | 427RF | 1250k | 381w 1
Correlation

QTT Sig. (2-tailed) 000 [ .000 .000 000 006 .000
N 486 | 486 486 486 486 486 486

**_ Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

Source: The researcher s collecting data and SPSS
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The results from Pearson’s correlation coefficient matrix above show that 6 factors including:
Macroeconomic Environment, State policy, tax authorities, taxpayers, tax payment process
and procedure and checking and controlling have a linear relationship with tax policy towards
promoting economic restructuring in Vietnam with significance level less than 0.05. Thus, the
independent variables with strong linear relationship and positive relationship with the dependent
variable - Tax Policy towards promoting economic restructuring.

4.4 Regression analysis

Table 5. Model Summary®

Adjusted R Std. Error of .
Model R R Square Square the Estimate Durbin-Watson
1 .864° 147 744 253 1.929

a. Predictors: (Constant), QTT, NNT, KTV, KTKS, CSNN, CQT
b. Dependent Variable: CST

Source: The researcher s collecting data and SPSS

The result for the adjusted R? coefficient = 0.744 indicates that the model fit is 74.4% (>
50%) or in other words 74.4% change of the dependent variable (tax policy) is explained by six
independent variables mentioned above, 25.6% of the remaining variation is due to other factors
out of the scope of the research model.

Table 6. Coeflicients?

Unstandardized | Standardized Collinearity
Model Coefficients Coefficients ¢ Sig. Statistics
B Std. Beta Tolerance VIF
Error
(Constant) =211 123 -1.712 | .087
KTV .107 .015 176 | 7.315 | .000 917 | 1.091
CSNN 152 .025 182 | 5.993 | .000 575 1.739
1 | CQT 284 .027 332 | 10.526 | .000 529 | 1.889
NNT 242 .021 284 | 11.482 | .000 861 | 1.162
KTKS 206 .026 255 8.086 | .000 532 1.879
QTT .074 .019 104 | 3.814 | .000 714 |1 1.400
a. Dependent Variable: CST

Source: The researcher s collecting data and SPSS

Results of regression analysis show that there are 6 factors affecting tax policy, including:
Macroeconomic Environment, State policy, tax authorities, taxpayers, checking and controlling
and tax payment process and procedure, all of them have Significant values less than 0.05 so they
meet the requirements.

The regression analysis table demonstrating the relationship between the dependent variable
- tax policy to economic restructuring (tax policy) and 6 independent variables is shown in the
following standardized regression equation:
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Tax policy = 0.176* Macroeconomic Environment + 0.182* State policy + 0.332* Tax
Authorities + 0.284* Taxpayers + 0.255* Checking and controlling + 0.104* Tax payment process
and procedure

The regression equation shows that the tax policy promoting economic restructuring is
influenced by 6 factors with specific levels of influence as below:

First, tax authorities factor: Coefficient 3 =0.332

tax authorities

Second, taxpayers factor: Coefficient =0.284

taxpayers

Third, checking and controlling factor: Coefficient 3 =0.255

checking and controlling

Fourth, State policy factor: Coefficient =0.182

State policy

Fifth, macroeconomic factor: Coefficient 3 =0.176

macroeconomic

Sixth, payment process and procedure factor: Coefficient 3 =0.104

payment process and procedure

From the above results, the coefficients B> 0 show that the independent variables have a
positive relationship with the tax policy towards promoting economic restructuring in Vietnam.
Through the above results, the initial hypotheses (T, to T,) are accepted and tested appropriately.

4.5. T-Test and One-Way ANOVA statistical hypothesis test

The purpose of this test is to test the average difference between demographic variables

affecting tax policy towards promoting economic restructuring in Vietnam.

T-Test hypothesis test: Test of gender variables whose Sig value is 0.000< 0.05, so there is a
difference in the impact on tax policy towards promoting economic restructuring among different
gender groups.

ANOVA One-Way Testing: Through the research, all variables: Education, Workplace, Work
time, Work position have Sig values of less than 5%. Thus, all qualitative variables according to
the sample have differences in the impact on tax policy towards promoting economic restructuring.

5. CONCLUSION

Based on the theoretical basis and inheritance of previous studies, this thesis has built a model
of the factors impacting tax policy towards promoting economic restructuring in Vietnam which
aims at finding key factors to affect this relationship effectively.

After following the research process with qualitative and quantitative methods, this study
has conducted descriptive statistical analysis, verified the reliability of the measurement scale,
analyzed exploratory factors, performed regression analysis and analyzed the hypotheses which
have already been proved quantitatively, the author identified all 6 factors affecting the tax policy
towards promoting economic restructuring in Vietnam, including: Macroeconomic Environment,
Tax authorities, Taxpayers, State policy, checking and controlling and Payment Process and
Procedure. In which, two factors - Tax authorities and Taxpayers have strong impact on the
relationship between tax policy and the promotion of economic restructuring in Vietnam, so they
play important roles in developing tax policy strategies to promote economic restructuring.
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Administrators always confront resource constraint: money, time and manpower to formulate
tax policy strategies to promote economic restructuring, so this study will help them prioritize and
allocate resources appropriately based on the factors’ level of impact on this relationship.

Depending on specific conditions, developing a tax policy to promote economic restructuring
appropriately must be based on the impact of each factor. However, when developing tax policy
through the impact of factors, it is necessary to consider carefully the close relationship between
the factors with each other, depending on the conditions, a factor can be emphasized while another
factor is made light of, however, the relationship between them should not be separated.

REFERENCES

1.  Tao Thi Hoang Anh (2006). Renovating and improving tax policy to promote economic restructuring
in Viet Nam towards national industrialization and modernization. Ph.D thesis. Academy of Finance.
Ha Noi

2. Charles Y. Mansfield. (1987). Tax Administration in Developing Countries: an Economic Perspective. IMF.
Nguyen Thi Thanh Hoai & Hoang Thi Giang (2013). Direct tax policy with the aim of sustainable
development in Viet Nam. Ministry-level scientific research thesis. Ministry of Finance

4. Duong Ngoc Quang (2015). Improving corporate income tax to promote Viet Nam economic
restructuring. Ph.D thesis. Academy of Finance. Ha Noi.

5. Hoang Trong and Chu Nguyen Mong Ngoc (2008). Analyzing research data by SPSS. Book 1 and
Book 2. Hong Duc publisher. Ho Chi Minh City.

6. LaXuan Dao. (2012) Tax policy and its impact on Viet Nam's economic development. Ph.D thesis. Viet
Nam National University, Ho Chi Minh City

7.  LeDuPhong & Nguyen Thanh Do. (1999). Economic restructuring in Vietnam s economic integration in
the region and the world. National Politics Publisher

8. Mai Van Tan. (2015). Research on the relationship between economic restructuring and economic
growth in Ho Chi Minh City, Ph.D thesis, University of Technology. Ha Noi.

9. Ngo Dinh Giao. (1994). Ecnomic restructuring towards industrializing the national economy.
National Politics Publisher. Ha Noi.

10. Ngo Van Khuong, (2016), Tax policy with the aim of sustainable economic development in Viet Nam,
Ph.D thesis, Academy of Finance, Ha Noi.

11. Nguyen Hoang, (2013), Improving the State management of personal income tax in Viet Nam, Ph.D

thesis, National Economics University, Ha Noi,

12. Nguyen Thi Thuy Duong. (2011). Tax management in Viet Nam in the context of international economic
integration. Ph.D thesis. Academy of Finance. Ha Noi.

13. Richard M. Bird & Oliver Oldman. (1990). Tax in Developing Countries. Publisher Johns Hopkins.
Baltimore.

14. Richard M.Bird & Milka Casanegra de Jantscher. (1992). Improving Tax Administration in Developing
Countries. IMF.



EXAMINING HOW MULTINATIONAL COMPANIES PERFORM PRICING TRANSFER IN VIETNAM 143

EXAMINING HOW MULTINATIONAL COMPANIES PERFORM PRICING
TRANSFER IN VIETNAM

Le Thanh Ha', Pham Thi Kim Len?

ABSTRACT

Over 30 years of innovation and foreign direct investment attraction, Viet Nam has consequently made a
robustprogress in theeconomic development. Foreign direct investment (FDI) from multinational companies
(MNCs) has been an apparent solution for the question of how to enhance not only the content of science
and technology for the production but also the level of management and provision of employments to
the economy. It can be said that FDI is a significant capital source to Vietnam’s economy, which becomes
a driving force and inspiration for the market movement. However, recent loss status in the form of “fake
holes” accompanied by transfer activities of the MNCs branch has been gradually raising concerns for the
relevant local authorities. Therefore, the identification and effective control measures of transfer pricing thus

have been a pressing matter in terms of reasoning and practices.

Keywords: FDI, transfer pricing, transfer price control, MNCs.

1. TRANSFER PRICING IN MULTINATIONAL CORPORATIONS (MNCS)

A phenomenon making tax duties reduce that we call today transfer pricing, early appeared in
IRC - Internal Revenue Code in USA in 1930. Over the years, along with the strong development
and activities of MNCs as well as the methods which countries have been using to control the
transfer pricing in those MNCs, there have been herewith some perspectives on transfer pricing:

e The first: Transfer pricing is a collusive and subjective action among subsidiaries within
a corporation aiming at agreeing the prices which are not depended on the market prices so that
they can transfer profits from a company to the others, as a result, they can avoid paying taxes in
full. That will lead to the enhancing of the business effectiveness in the Corporation. The basis of
establishing the transaction prices origins from the freedom in business. These affiliates, whereby,
have rights to determine trading prices which are considered suitable by them. (Garry 2012) [2]

e The second: transfer pricing is the establishing prices of goods and services transfered among
affiliates which are located in different countries so as to optimize the corporation profit [3].

e The third: transfer pricing is a subjective and intended activity of multinational companies
or corporations aiming at minimizing their tax payment through establishing prices of goods and
services among subsidiaries or affiliates within a corporation not based on the market prices in
order to gain maximum profits (E.Baistrocchi,2012) [1].

' Academy of Finance, 58 Le Van Hien, Duc Thang, Bac Tu Liem, Hanoi, Vietnam, Email address: thanhha75hvtc@gmail.com
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e The fourth: transfer pricing is defined as the implement of price strategy to products
(tangible and intangible assets, services, interests on borrowing money) transfered among related
parties which are not depended on common market prices so as to minimize tax payments of all
related parties in the global. This perspective given by OECD and used as the definition of transfer

pricing by many organizations and nations in the world. [4]

From those views of transfer pricing, it is necessary to distinguish transfer pricing from
reporting transaction value under the price to regulatory authorities in order to gain tax evasion.
In this case, although the price of the transaction was reported to the regulatory authorities under
the transaction value, all parties of the transaction carried out paying in full as prices dealed in
advance. Meanwhile, in transfer pricing transaction, price in the transaction is exactly dealing
price, so the parties do not have to settle the difference between internal prices and market prices.

Nowadays, transfer pricing has been being carried out sophisticatedly which tends to aim at many
goals, not just simply minimizing tax payments of MNCs. Therefore, whether it is a transfer pricing
activity or not, it needs to be based on the reality of the transaction, not just based on the transfer pricing
definition of OECD. From my point of view, transfer pricing in MNCs should be understood as the
implementation of price strategy among related parties not based on market prices.

2. FORMS OF TRANSFER PRICING IN MNCS
2.1. Loss transfer pricing or transfer pricing making profits reduce or causing losses

a) Transfer pricing via raising the value of contributing capital

This is a typical transfer pricing form whereby MNCs invested money in other countries
through establishing joint-venture companies or foreign companies.

In case of forming joint-venture firms, in early periods, transfer pricing behavior was carried
out every step of contributing capital process. Foreign investors invest capital in the companies
via their machinery, equipments and technology... Most local enterprises are limited on financial
resources, so they contribute capital primarily through their land use rights. However, the value
of land use rights are often undervalued, meanwhile, machinery and technology equipments
contributed by foreign investors usually be specific, which are probably backward and fully
depreciated but due to the lack of appraisal capacity information as well as comparing data base
in domestic enterprises, as a result, in the valuating process, the price of such machinery and
technology equipments are often likely to be raised over thier own real values. Besides that, tax and
customs authorities determine companies’ tax payment based on voucher bills of value (supplied
by connected partners), the value of these imported machinery and technology equipments are
likely to be agreed to set up at high prices in fact.

In forms of foreign companies, the value raise of contributed assets helps the investors boost the
yearly depreciation proportions which means that the input expenses are increased. Consequently,
investors are able to get their return on investment more quickly, in other words, they can reduce
both investment risks and corporate income tax obligations in invested countries.

b) Transfer pricing via fictitious value of intangible assets
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Another pattern of foreign contributing capital in which the capital is contributed in the company
through intangible assets namely: technology soft-ware, a famous brand, formulary...It is often hard
to estimate the value of such properties due to the inadequacy of specific diagnostic criteria. The
fictitious value of intangible assets made by investors can help them increase the ratio of foreign-
contributed capital which can be considered as the investors’ political rights in the enterprise. In some
cases, there are also the value certification of intangible assets supplied by an auditing company but
it is said that the accuracy and reliability of this certification are sometimes impossible to be verified.

Foreign investors also transform producing and trading technology to connected parties in host
countries and charge them fees of intellectual property rights. According to the current regulation
in most countries, taxes levied on royalties are much lower than corporate income taxes (taxes
levied on royalties around the world are 5%, 7.5%, 10%, 15% respectively). As a result, foreign
investors gain a significant amount of saving money in net profit when they transform royalties
instead of being paid dividents.

¢) Transfer pricing via buying and selling materials, semi-products to the parent company or affiliates

This form of transfer pricing aims at reducing tax payment, even though it can cause the
situation called “unreal losses, real profits”, so the company does not have to fulfill tax obligations.
In many cases, the enterprise does not have deals directly with the parent company but with the
connected partners of it. In those cases, even the regulatory authorities and related parties cannot
have the exact information. Enterprises, which are partners in special linking relationship, make
their own agreements on prices in buying and selling materials to each other toward the trend of
increasing the prices above the market prices. That is known as a method to transfer profits abroad
via the settlement of imported products to the parent company or other subsidiaries. The importing
materials from abroad of FDI enterprises is one of the factors causing host countries whose the
Balance of Payment resulting in trade deficit. Furthermore, the importing materials from parent
company or other abroad subsidiary with high prices also causes the increase in input cost of the
enterprise, consequently, reduces tax obligations.

d) Transfer pricing via changing the price of selling products to the parent company and
affiliates

Many subsidiaries of MNCs perform transfer pricing via determining the prices which have
very big difference with the real selling prices on the market, in case of selling products to the
parent company or connected companies. The process can be described as follow: the company
selling products at low prices often located in the country which has the high percentage of
corporate income tax, whereas the company buying these products usually situated at the country
which has the low percentage of corporate income tax. That leads to the business situation of the
company which is levied high corporate income tax becomes more “gloomy” in order that it can
avoid paying tax payment in full.

e) Transfer pricing via increasing administrative expenses

One of the advantages from receiving foreign direct investment capital in developing
countries is that they can learn more advanced management experience. But it cannot deny that
the companies can transfer profits to abroad in different ways:
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- The subsidiary can hire the managers at high salaries as well as it has to pay the parent
company or other subsidiary money due to being given human resources from them.

- Enterprises depute experts or workers studying or working at the parent company at high
cost, basically, it is a form of transfer pricing.

- Subsidiaries hire consultant experts from the parent company and have to pay expenses,
but it is difficult to determine the quantity and quality of this activity, as a result, it is hard to say
whether the cost is high or low as well as whether it is suitable or not? Although, the tax authorities
can realize the abnormal activities of MNCs but cannot handle due to not having adequate basis to
prove these activities fraudulent prices and cost.

The more business has been done, the more experience has been gained, but the administrative
expenses in these companies are gradually higher and higher. These expenses related to the
company’s internal operating and based on internal regulations and agreements, they can be raised
highly by the company so as to distort the cost-price and reduce profits and revenues, even though,
make losses to the enterprise. Consequently, it can avoid its tax obligations.

f) Transfer pricing via raising promotion and advertisement cost

This form of transfer pricing has been being used by many MNCs and FDI enterprises. This
method is especially used if the enterprises exist in form of join-stock companies in which the
foreign partners have rights to dominate the capital.

The self-increase in promotion and advertisement cost, particularly, if the host country in
shortage of coherent regulations on determining the suitable costs, for promotion and advertisement
as well as the proportion of advertisement cost in total cost... ., this method allows the FDI enterprises
to achieve many purposes, for example, making unreal losses (revenues are very high but the
costs are even much more higher). Along with that, the partners of the local country, after some
years facing up with losses, often do not have enough financial capability in order to maintain
its existence in the joint venture. As a result, they must sell their contributed capital and the joint
venture now becomes a foreign enterprise.

g) Transfer pricing via giving loans directly (transfer interest rates)

One of the most popular transfer pricing forms today is via giving loans among subsidiaries in
the same corporation. There are two types of MNCs often use this form of transfer pricing:

- As asubsidiary gained a profit in a country which has high percentage of corporate income
tax, it will give loans to the parent company or other subsidiaries and charge them low interest
rates (even a rate of zero) so as to afford the MNC to have enough capital expanding its market.

- As the subsidiary located in the country which has high rate on corporate income tax, it will
borrow money from the parent company or other subsidiaries with very high interest rate, consequently,
the profit before tax (eliminated interests on loans) will be made under zero. In this case, it is able to
avoid corporate income tax obligations. The lenders often situated at the nation in which the taxes
levied on money interests are low. By that way, the total profit of MNCs gained in maximum.

2.2, Transfer pricing on returns and profits

This is such a sophisticated form of transfer pricing in FDI enterprises which are subsidiaries
of MNCs. There are some ways of transfer pricing on returns and profits such as:
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Firstly, it is easy to realize that some enterprises asked for permission on transforming to joint-
stock companies in order to be listed on the Stock Exchange market after a shat time operating.
In this process, some enterprises valuated their assets incorrectly and took the advantages of the
transform to “asset capitalization”. They sold some of their shares and transterered all their capital
to abroad, that not only brought profits to the parent company but also caused the disruption in the
capital flows of countries which have received money from them.

Secondly, some enterprises which are members of the corporation asked for listing permission
on the Stock Exchange market. Connected enterprises have carried out the transfer pricing so as
to raise up the profits of such enterprises on the Stock Exchange. That caused the distortion in
financial statement of the enterprise which is in the process of IPO (initial public offering) and
made the high increase in stock value as the stocks were listed on the Stock Exchange market as
well as the distortion in the value of issuing stocks. The Stock Exchange, consequently, could face
up with the chaos because of the imbalance in demand and supply relationship in the market.

Thirdly, in the process of gaining the dominant exclusive outsourcing position and distributing
goods or supplying services in order to get more market shares, connected parties can transfer
revenues and profits to that enterprise which is in that above process. This form of transfer pricing
also makes the distortion in financial statements and investors’ market estimation as well as make the
inequal competition among enterprises especially in respect of small and medium-sized enterprises.

Fourthly, in the context of many countries trying to attract more external capital with the
targets of high economic growth rate and sustainable economic development, the Governments in
those countries have applied many preferential policies to foreign investors in many sectors and
regions. Connected enterprises have transfer revenues and profits on preferential sectors so that
they can reduce their tax payment and increase their own profits.

3. CONCLUSION

For over thirty years of absorbing foreign direct investment, Vietnam has obtained many socio-
economic achievements. Thus, these capital flows as well as the transfer pricing in multinational
corporations have put the administrators under pressure and challenges. The realization in forms
of transfer pricing and building as well as implementing policies and using effective instruments
to boost the efficiency of controlling transfer pricing is really a crucial and compulsory issue
in current national situation, especially Vietnam has been integrating more and more deeply in
international integration process.

REFERENCES

1. Baistrocchi, E. and [.Roxan (2012), Resolving Transfer Pricing Disputes: Global Analysis, Nxb
Cambridge University Press

Gary Stone (2012), International Transfer Pricing 2012

KPMG’s Corporate and Indirect Tax Rate Survey 2009, 2010, 2012, 2013, 2014, 2015, 2016

OECD (2017), Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations

A

Lé Thanh Ha (2018), “Kiém sodt hoat dong chuyén gid trong cdc chi nhanh céng ty da quoc gia tai
Viét Nam”, Luan an Tién si Kinh té, Hoc vién Tai chinh



148 INTERNATIONAL FINANCE AND ACCOUNTING RESEARCH CONFERENCE

CORPORATE SOCIAL RESPONSIBILITY DISCLOSURES ON ANNUAL REPORT
AND FINANCIAL RISK: EMPIRICAL EVIDENCES FROM VIETNAM

Nguyen La Soa', Ngo Van Hau?

ABSTRACT

This study aimed to investigate the nexus between the level of Corporate Social Responsibility Disclosures
on annual report (CSRD) and Financial risk of company. This study collected secondary data from annual
reports during the period 2014 to 2018. Our results show that Vietnamese firms with higher level of CSRD
performance can rapidly reduce their 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, which did
disclosure, and the group which did not disclosure corporate social responsibility on annual report. Through
findings, some recommendations are given for promoting corporate social responsibility disclosures in

Vietnamese firm.

Keywords: IFRS, adoption, listed companies, benefits, challenges.

1.INTRODUCTION

The corporate social responsibility disclosure (CSRD) is a process of providing information
on the environmental and social impacts of economic activities of companies to related parties.
Based on this information, stakeholders can assess the level of social responsibility of enterprises.
Many companies in the world have achieved certain results through the practice and disclosures of
CSR. For instance, Microsoft has become the leading prestigious technology company in the world
according to Reputation Institute in 2012 with community support programs, charity programs.
Another example is the revival of Nike after a sales slump due to accusations and lawsuits related
to scandals involving Nike’s suppliers exploiting workers with cheap wages. This issue revealed
by the publicity of Nike’s suppliers was monitored by non-governmental organizations in 2004.
According to (Spasi¢ & Stojanovi¢, 2013), companies’ pressure for accountability in reporting
comes from various reasons including demands from pressure groups, such as investors and
consumers, and directives from United Nation’s and European Community’s (EU). Therefore, our
research was conducted for raising awareness about the importance of CSRD of listed companies
in Vietnam stock market and promotion for CSRD.

This study aims to evaluate the value of CSRD in the context of corporate financial distress. At
the crux of the study is a simple question: Whether and how the financial risk of firms can be reduced
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by their CSRD. In addition, the results also point out that, there is a difference in financial risk
between the group of companies, which did not practice CSRD, and the group of companies which
practiced CSRD. This study not only extends prior research with the relationship between CSRD and
financial risk of the current year, but also considers the effect of CSRD performance on financial risk
in the next year. This finding is important for encouraging listed companies to practice and disclose
CSR to meet the needs of stakeholders, reducing the financial risk in the future.

The remainder of the paper is structured as follows. Section 2 presents literature Review.
Section 3 describes theoretical background and research hypotheses. Section 4 presents our sample
and research methodology. Section 5 discusses the findings and provides a conclusion.

2. LITERATURE REVIEW

Because of the importance of the practice and publication of social responsibility information,
recent studies related to the necessity of CSRD are receiving great attention from researchers in
the world. These studies have argued that CSRD performance can improve the satisfaction of all
stakeholders, enhance the corporate brand image, and even more increase firm value and lower
the cost of capital. According to (Lin & Dong, 2018) firms with prior history of higher positive
corporate environmental performance are less likely to file for bankruptcy when they are in deep
financial distress and are more likely to experience accelerated recovery from distress. According
to (Cai et al., 2016; Fuadah et al., 2019), firms with better CSRD performance are less risky,
and provide evidence suggesting that corporate social responsibility is positively related to firm
value. Similarly, (Al-Hadi et al., 2019) shows that corporate social responsibility performance is
associated with a positive valuation effect, and in their meta-analysis of prior quantitative research,
(Poddi & Vergalli, 2016) concludes that there is a positive association between corporate social
or environmental responsibility and corporate financial performance. According to (Oikonomou
et al., 2014), social responsibility performance can be regarded as a manner in their business
decisions and processes, along with the strength of their relationships with various corporate
stakeholders, (Ghoula et al., 2011) firms that investment in improving responsible employee
relations, environmental policies, and product strategies contributes substantially to reducing
firms’ cost of equity. (Yeh et al., 2019) shows that Chinese firms with higher environmental
responsibility performance can rapidly reduce their cost of debt capital. (Xu et al., 2015) finds
that investments in improving environmental responsibility performance towards investors make
the greatest contribution to reducing firms’ equity financing costs, and the cost of capital effects
of environmental responsibility performance is more significant in recessions than in economic
booms. (Cheng et al., 2013; Salvi et al., 2018) indicated that firms with better environmental
responsibility performance face significantly lower capital constraints. Similarly, some pioneer
research also indicates that strong environmental responsibility performance can lower the cost
of equity capital (Oikonomou et al., 2014; Salvi et al., 2018), cost of debt capital (Jha & Cox,
2015), and credit spreads (Cheng et al., 2013). According to (Ghoul et al., 2011), firms with better
environmental responsibility performance exhibit cheaper equity financing and reducing firms’
cost of equity. However, these studies have been carried out in developed countries in the world,
where there are differences in business characteristics of enterprises, characteristics of capital
structure and financial market compared to Vietnam.
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The importance of practicing CSRD in Vietnamese enterprises is also receiving increasing
attention from both businesses and researchers. The research of (Nguyen et al., 2019) indicated
that the level of disclosure of environmental accounting information positively affects the financial
performance of businesses both now and in the future. The research of (Nguyen, 2019) investigated
that there is close relationship between the level of environmental financial accounting practices
and corporate financial risk. Similarly, (Ho et al., 2017) showed that corporate social responsibility
performance is associated with a positive valuation effect, and there is a positive association between
corporate social or environmental responsibility and corporate financial performance. According
to (Nguyen., 2017), the disclosure levels of CSRD of Vietnamese firms tend to increase. However,
these levels did not meet the demand for information on CSRD as expected by stakeholders. Even
though the number of studies on CSRD is high, an empirical examination of the relationship
between CSRD performance and cost of capital in the emerging markets is limited. The lack of
empirical studies on this issue could be one of the factors in explaining why companies listed
on the Vietnam’s securities market are less concerned or involved in promoting their CSRD to
various stakeholder groups. So, the research of the authors is really necessary, the above research
is applied selectively but not duplicate.

3. THEORETICAL BACKGROUND AND RESEARCH HYPOTHESES
3.1. Theoretical Background

Signaling theory is useful for describing behavior when two parties (individuals or
organizations) have access to different information. Typically, one party, the sender, must choose
whether and how to communicate (or signal) that information, and the other party, the receiver,
must choose how to interpret the signal. Accordingly, signaling theory holds a prominent position
in a variety of management literatures, including strategic management, entrepreneurship, and
human resource management (Connelly et al., 2011). (Mavlanova et al., 2012) argue that when
some investors have more private information than others, information asymmetry occurs in the
capital market. To reduce the cost of capital, corporations make great effort in reducing information
asymmetry. Therefore, lower information asymmetry in the capital market leads to a lower cost of
capital (Walker, 2010).

The signal theory can offer one solution to information asymmetry. (Mavlanova et al., 2012)
use a signal timeline to explain the signaling process between the signaler and receiver. To reduce
information asymmetry, the signaler conveys a signal to the receiver. After the receiver observes
and interprets this signal, he or she makes a decision and transmits it to the signaler. In this
study, the signaler is a firm that conveys CSRD as a signal to the receivers, who are investors.
After investors receive and interpret this signal, they make their investment decision and decide
how much payment they require, which is the feedback. (Mahoney et al., 2013) suggests that
CSRD can signal cooperation information, which concerns governments, businesses, and society,
to investors. (Hahn & Kiihnen, 2013) find that firms transmit corporate governance-related
information to potential investors to reduce their information asymmetry and investment risk.
Corporate executives can deliver non-financial messages to potential investors. (Connelly et al.,
2011) explain that CSRD performance can reduce the cost of capital for firms through information
transmission, such as signaling.
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Companies with higher financial performance generally tend to disclose environmental
accounting information (Nguyen & Tran, 2019). Vietnamese firms are paying attention to the
release of information on environmental indicators, but these has not been logically stated based
on the assessments of stakeholders (Nguyen et al., 2017). (Ho et al., 2017) indicates that there is a
cognitive gap in CSRD regulation and standard references between developed markets and Vietnam.
In 2015, Ministry of Finance issued Circular 155/2015/TT-BTC on guidelines for information
disclosure on securities market. Vietnamese firms listed on securities market are required to report
related impact of the company on the environment. Besides, Vietnamese firms are also encouraged
to publish environmental information according to Global standards for sustainability reporting
(GRI standards).

3.3. Research Hypothesis
- The association between CSRD performance and financial risk

Stakeholder theory suggests that investing in social responsibility helps organizations reduce
their risk of bankruptcy. By creating a corresponding source of capital among stakeholders, taking
social responsibility provides organizations with a beneficial protection equivalent to an insurance
policy. Public perception of a company that does not practice well with social 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 under pressure to control the damage to its image by spending heavily on
advertising and public relations. Due to poor social responsibility, companies cannot 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. 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 (Lin & Dong, 2018) 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, risk of bankruptcy tends to decrease.
(Harjoto & Laksmana, 2016) showed that improved environmental risk management is associated
with lower capital costs and especially lower equity cost. (Chakraborty et al., 2018; Salvi 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 encounter. 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:

Hypothesis la: There is a negative relationship between CSRD performance and financial
risk of the company in the current year.

Hypothesis 1b: There is a negative relationship between CSRD performance and financial
risk of the company in the following year.

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
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conflict arises between pursuing organizational profits and the goal of environmental protection.
Thus, one of the ways for companies risk management in the process of operating and improving
financial performance is to engage in socially and socially responsible behaviour. (Cai et al., 2016)
demonstrated that companies with environmental accounting disclosures would secure trust and
image with stakeholders, thus reducing risk of bankruptcy. (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.
From this point of view, the study gives the second hypothesis as follows:

Hypothesis 2: There are differences in financial risk between the group of companies which
did not practice CSRD and group of companies which practice CSRD.

4, RESEARCH METHODOLOGY
4.1. Data Collection

Group 1: We rely on a sample of companies which must meet two criteria: (i) having a
complete set of annual accounting data for the five years 2014 —2018; (ii) Companies must disclose
social responsibility 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

Firm - year Distinct
observations firms
Initial sample: Vietnarp companies listed on the Vietnam Stock 1.005 150
Exchange over the period 2014 to 2018
Exclude: Firm year with less than two years of information to
calculate CSRD (251) (52)
Exclude: Firm year without sufficient financial accounting
information to calculate ZScore (80) (19)
Exclude: Firm year without sufficient financial accounting
information to calculate control variables (61) (16)
Final sample 613 63

Source: Composer from http.//finance.vietstock.vn

Group 2: Listed companies do not disclose social responsibility information: These companies
must meet two criteria: (i) a complete annual accounting data sheet covering the five years (2014
- 2018); 1) Companies must correspond to the size, sector and time of listing with Group 1
companies.

Although the number of companies selected for research is not large compared to the total
number of companies listed on the Vietnam Stock Exchange at that time, with the binding of
standards and the convenience of data collection, the research team used the above research data.
The sample size chosen by the author with 613 observations is reasonable (Joe F. Hair et al., 2014).
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4.2.Variable Measurements

- Level of corporate social responsibility disclosures (CSRD)

According to the Global Reporting Initiative’s (2016)(Gri Standards, 2016), 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

. Number . Number
No. Field . No. Field .
of items of items

1 Employment 3 11 Rights of Indigenous Peoples 1

2 Labor/Management Relation 1 12 Human Right Assessment 3

3 Occupational Health and 10 13 Local Communities )
Safety

4 Training and Education 3 14 Supplier Social Assessment 2
Diversity and Equal Public Policy

5 . 2 15 1
Opportunity

6 Non - Discrimination 1 16 Rights of Indigenous Peoples 2
Freedom of Association and Marketing and Labeling

7 . .. 1 17 3
Collective Bargaining

8  Child Labor 1 18 Customer Privacy 1
Forced or Compulsory Socioeconomic Compliance

9 1 19 1
Labor

10 Security Practices 1

Source: Composer from Gri Standards, 2016

Depends on how the company has published relevant information on the annual report for
assessing the score for the level of corporate social responsibility disclosures (CSRD) according
the Table 3.

Table 3. Method to assess the levels of environmental financial accounting practices

Level of information disclosure Score

Publication information is both quantitative and qualitative form 4
Only qualitative, non - quantitative disclosure
Quantitative information both in object and value, no qualitative information

Quantitative information on the value, no object and no qualitative information

S = N W

No information disclosure

CSRD 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 category and
calculated CSRD. The formula is as follows: The level of corporate social responsibility of firms

I vi

X= —‘;5— (Yi is the score of information item i published by firm X).

- Financial risk (FR)
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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 & Bragho,
1996; Becchettia, Cicirettiab, & Dalo, 2018; Oikonomou et al., 2012), in this study, the company’s
financial risk is determined accordine to the following formula:

FR=J L 312500 _ E )2 x /250

25p—1 <=1
Inside: FR: Financial risk

T : Return on stock at day t
P+ De+y(P—pl— Py

Ti-' =
Fr—y
(P: The price of the stock; D: The dividend; ¥: The rate of stock dividend; @: The preferred

price of additional shares)
E.: Average yield

n _ T1+T2+"'+ T-n
E =XIn = -

- Control variables:

There have been a number of studies on the factors affecting the risk of bankruptcy such
as: (Oztekin, 2015; Xue et al., 2017), these studies showed many factors affecting the cost of
capital such as: The financial leverage, return on asset, management competence, company size,
Cash flow, the ratio of the market value to book value of total, quick ratio, business cycle, listing
period, independent auditing,.... In order to examine the relationship between social responsibility
practice and financial risk, previous studies have also used control variables besides independent
variables such as: The percentage of state capital, financial leverage, Cash flow, the ratio of the
market value to book value of total, Debt ratio, independent Auditing (Dutta & Nezlobin, 2017;
Ghoul et al., 2011; Godfrey et al., 2009; Oikonomou et al., 2014; Yeh et al., 2019). These studies
have demonstrated that business size, financial leverage, listing period, independent auditing, Cash
flow, the ratio of the market value to book value of total, cash ratio have significant effect on
financial risk. Besides that, due to data collection limitations, this study of the authors will include
5 control variables to consider the relationship between CSRD and FR including: Business Size
(SIZE); Financial leverage (LEV); Market to book ratio (MTB); Return on assets (ROA); Cash
flow from operations (OFO). They are measured as Table 4, below:

Table 4. The way to evaluate the Control Variables

Code Control Variable How to evaluate

SIZE Business Size Log (Total Assets)

LEV Financial leverage Total long-term debt divided by total assets
MTB Market to book ratio Market equity divided by book equity

Net income before extraordinary items divided by
total assets
CFO Cash flow from operations Cash flow from operations divided by total assets

ROA Return on assets
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To examine the relationship between CSRD and risk of bankruptcy, two following stage
regressions are adopted to verify our hypothesis 1 and 2. These regressions employ a lag term to
describe the weak efficiency of Vietnam’s current capital market.

FRjt= g0 + p1 CSRDjt + g2 SIZEjt + p3 LEVjt + p4 MTBjt+ 5 ROAjt + p6 CFOjt
FRjt= g0 + p1 CSRDjt-1 + g2 SIZEjt + p3 LEVjt + 4 MTBjt+ p5 ROAjt + p6CFOjt
5. RESULTS AND DISCUSSION
5.1. Descriptive statistics

Figure 1 gives an overview of the level of corporate responsibility disclosures by listed
companies in Vietnam from 2014 to 2018. During the study period, increasing market volatility
is not only evidenced by the number of listed companies with disclosure of social responsibility
information, but also by Indicator level of social responsibility disclosures which is a good sign
demonstrating that Vietnam firms are paying attention more for corporate social responsibility
disclosures.

Fig.1. The level of corporate social responsibility disclosures of listed companies
for the period 2014 - 2018 according to the industry
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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 et al., 2014), there should be
15-20 observations for a variable to be estimated. Combined with these principles, the sample size
chosen by the authors with 613 observations is reasonable, this result guarantees reliability.

Table 5. Statistical Analysis

FR CSRDt CSRDt-1 SIZE LEV MTB ROA OFO

Number of Observations 613 613 415 613 613 613 613 613

Mean value 0.421 2.132  1.328 15.012 0317 3.016 0.192 0.072
Standard Deviation 0.102 2.201 1.429 9.215 0410 4.154 1.037 0.182
Minimum value 0.096 0.000  0.000 10.152 0.281 0.208 -0.241 -0.241

Maximum value 0.821 3.318  3.509 19.729 0.816 20.192 0.893 1.310
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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 level of corporate social responsibility disclosures is
negatively correlated with financial risk, which means that the higher the level of corporate social
responsibility disclosures, the lower financial risk. 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 CSRD SIZE LEV MTB ROA OFO VIF

FR 1.000 -

CSRD -0.102 1.000 1.398
SIZE -0.210 0.078 1.000 2.167
LEV -0.202 0.102  0.108  1.000 2.201
MTB -0.102 0.076 ~ 0.121 -0.187  1.000 2.162
ROA -0.420 0.210  0.178 -0.167 0.234  1.000 2.097
OFO -0.219 0.109  0.202 -0.204 0.196  0.195 1.000  2.145

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 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 HO 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 the level of corporate social responsibility disclosures and

financial risk.

5.3. Discussions

(1) The relationship between the level corporate social responsibility disclosures 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 among
the three methods. Therefore, to conclude what results should be used, the research conducted
two following tests: Step I: 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. = 0.0138<0.05) show that the level of corporate social responsibility disclosures affects
the current year’s FR.
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Table 7. Regression Results - the case does not consider latency factor

FR

OLS FEM REM
-0.216 -0.315 -0.287
CSRD, (.0190) (.0138) (.0301)
-0.401 -0.420 0.410
SIZE (.0031) (.0021) (.0094)
-0.539 0.289 -0.310
LEV (.0028) (.0025) (.0054)
-0.519 -0.209 -0.210
MTB (.0049) (.0042) (.0210)
-0.749 -0.410 -0.398
ROA (.0210) (.0031) (.0210)
-0.318 -0.290 -0.310
OFO (.0419) (.0210) (.0109)
Number of Obs 613 613 613
Constant 0.319 0.289 0.302
Adj R - squareds 0.2094 0.2098 0.1764

The results in Table 7 also show that the relationship between the level corporate social
responsibility disclosures and the finance risk is the reverse relationship (the coefficient of this
relationship is -0.315). The results of this research comply with the previous studies such as (Cai
et al., 2016, Oikonomou et al., 2012). This suggests that the higher the level of corporate social
responsibility disclosures, the lower the likelihood of a business experiencing the financial risk of

current year is.

(2) The relationship between the level of corporate social responsibility disclosures, and

the financial risk of the following year

To examine the relationship between the corporate social responsibility disclosures and the
financial risk of the following years, the study performed a multivariate regression analysis with
dependent variables: Zscore 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 HO (Prob =
1.0000) thus the pooled OLS model is more appropriate than the REM model. For the Hausman
test, rejecting the hypothesis HO (Prob = 0.0107) means that the FEM model is more appropriate
than the REM model. However, based on F-test results (Prob=0.3012), 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. = 0.0287 <0.05) show that there
is a relationship between the level corporate social responsibility disclosures and bankruptcy risk
of the following year.
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Table 8. Regression Results - The case considers the latency factor

ZScore
OLS FEM REM
-0.419 -0.315 -0.286
CSRD

1 (.0287) (.0310) (.0164)
SIZE -0.287 -0.528 0.259
(.0026) (.0051) (.0043)
LEV -0.428 0.076 -0.298
(.0040) (.0310) (.0041)
MTB -0.365 -0.236 -0.314
(.0056) (.0042) (.0156)
ROA -0.438 -0.302 -0.289
(.0031) (.0048) (.0207)

-0.31 -0.2 -0.1
OFO 0.318 0.298 0.157
(.0218) (.0285) (.0325)
Number of Obs 415 415 415
Constant 0.318 0.295 0.328
Adj R - squareds 0.2185 0.2865 0.3572

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 of this relationship is -0.419). This suggests that the higher the level of corporate
social responsibility disclosures, the lower the likelithood of a business experiencing the
financial risk of following year is.

(3) Considering the financial risk between the company which did disclosure and the
company which did not disclosure the social responsibility information.

The study examined the difference in financial risk between the two groups of companies:
the group disclosed social responsibility information and the group did not disclose social
responsibility 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 risk and Bartlett’s test for equal variances

Group No Mean Std.Dev Std.Err

CSRD 63 0.3265 1.3287 0.04635

FR Non — CSRD 63 0.6874 1.1876 0.21098
r Prob>F SS df MS Bartlett’s test

%2 Prob

FR 0.45 0.0000 9.487 329 2.210 110.3298  0.000

The mean value of risk of bankruptcy for group statistics of listed companies with
social responsibility disclosures (0.3265) is higher than for companies without disclosure
of environmental accounting information (0.6874). At the same time, t-test results show
that p-value = 0.000 <0.05. Thus, the hypothesis HO is rejected and accepts the alternative



CORPORATE SOCIAL RESPONSIBILITY DISCLOSURES ON ANNUAL REPORT... 159

hypothesis. This means that there is a statistically significant difference in FR between listed
companies with social responsibility information disclosure and listed companies without
disclosure of social responsibility information.

Thus, when the listed company performs the disclosure of social responsibility information
in a detailed and transparent manner it will avoid the likelihood of a business experiencing the
bankruptcy risk, as well as will enhance the image, increase the value of the brand, promote
morale of employees, increase labor productivity, resulting in reduced transaction costs to
obtain external funding.

6. CONCLUSION AND RECOMMENDATION

The research results indicate the importance of social responsibility disclosure of
enterprises in the long-term business strategy. The corporate social responsibility disclosure 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 social
responsibility, as demonstrated by adequate and detailed disclosure of information related
to the social. The disclosure of social responsibility 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 social have not been properly paid attention by Vietnamese firms. Therefore, in the
coming time, businesses need to strengthen the solution to improve the accounting practices
to support the disclosure of information. From the research results, the research team proposed
some recommendations to the Vietnam as follows:

First, the need to raise awareness of corporate social responsibility and the benefits of disclosing
detailed social responsibility information for the financial risk of the business. Some businesses
say that if they focus on protecting environment activities, transparency of social responsibility
information is costly, reducing profits, it is a misconception. From the results of this study showed
that, the firms with higher CSRD performance have a lower FR for both current year and the following
year. Therefore, the practice and disclosure of social information is necessary, help businesses avoid
legal complications to improve the image and reduce the experiencing financial risk.

Second, the results also show that, in addition to the level of disclosure of social responsibility
information, other factors such as: Business Size, financial leverage, market to book ratio, return
on assets, and cash flow from operations. Therefore, in order to avoid from experiencing financial
risk, besides the factors of practice and information disclosure, enterprises should consider the
influence of other factors on the financial risk. Since then, there is a reasonable adjustment plan
to improve the efficiency of capital use, bringing the highest economic efficiency to businesses.

Basing on the quantitative and qualitative research methodology, the team assessed the
impact of the level of social responsibility disclosure on the financial risk of the business. The
results indicate that the social responsibility disclosure 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 which did and did not disclose social
responsibility. From the research results, this study has made several recommendations
to promote the accounting practices in the future. The article has enriched the sources of
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research on social responsibility disclosures as well as contributed to the disclosure of social
responsibility information in the future. However, research is limited to one financial risk
measure and five 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.

REFERENCES

1. Al - Hadi, A., Chatterjee, B., Yaftian, A., Taylor, G., & Hasan, M. M. (2019). Corporate social
responsibility performance, financial distress and firm life cycle: evidence from Australia. Accounting
and Finance, 59. doi:doi:10.1111/acfi.12277

2. Altman, E. I, Iwanicz - Drozdowska, M., Laitinen, E. K., & Suvas, A. (2016). Financial Distress
Prediction in an International Context: A Review and Empirical Analysis of Altman’s Z - Score Model.

Journal of international , financial management and accounting, 28(2). doi:https://doi.org/10.1111/
jifm.12053

3. 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

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

5. Cheng, B., loannou, I., & Serafeim, G. (2013). Corporate social responsibility and access to finance.
Strategic Management Journal, 35(1). doi:https://doi.org/10.1002/sm;j.2131

6. Connelly, B. L., Certo, S. T., Ireland, R. D., & Reutzel, C. R. (2011). Signaling Theory: A Review and
Assessment. Journal of Management, 37(1). doi:https://doi.org/10.1177%2F0149206310388419

7. 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/].jfineco.2016.04.001

8. Fuadah, L. L., Arisman, A., Wardani, R. S., & Yunita, A. (2019). corporate social responsibility mediates
coarporates governance index and financial performance in indonesia. Academy of Accounting and
Financial Studies Journal, 23(1).

9. Ghoul, S. E., Guedhami, O., C.Y.Kwok, C., & Mishara, D. R. (2011). Does corporate social responsibility
affect the cost of capital? Journal of Banking & Finance, 35(1). doi:10.1016/j.jbankfin.2011.02.007

10. Ghoula, S., Ghoula, S., OmraneGuedhamib, & OmraneGuedhamib. (2011). Does corporate social
responsibility affect the cost of capital? Does corporate social responsibility affect the cost of capital?,
35(9). doi:https://doi.org/10.1016/j.jbankfin.2011.02.007

11. Global standards for sustainability reporting. (Gri Standards, 2016). Globalreporting.org.

12. 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. Strategic Management
Journal, 30. doi:10.1002/smj.750

13. Hahn, R., & Kiihnen, M. (2013). Determinants of sustainability reporting: a review of results, trends,
theory, and opportunities in an expanding field of research. Journal of Cleaner Production, 59(15).
doi:https://doi.org/10.1016/j.jclepro.2013.07.005

14. Harjoto, M. A., & Laksmana, 1. (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

15. Ho,V.T.,Ho,T.V.A., & Nguyen, T. C. (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.



CORPORATE SOCIAL RESPONSIBILITY DISCLOSURES ON ANNUAL REPORT... 161

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

30.

31.

32.

33.

34.

35.

35.

36.

Jha, A., & Cox, J. (2015). Corporate social responsibility and social capital. Journal of Banking &
Finance, 60(1). doi:https://doi.org/10.1016/j.jbankfin.2015.08.003

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

Lin, K. C., & Dong, X. (2018). Corporate social responsibility engagement of financially distressed
firms and their bankruptcy likelihood. Advances in Accounting, 43(1). doi:https://doi.org/10.1016/j.
adiac.2018.08.001

Mabhoney, L. S., Thorne, L., Cecil, L., & LaGore, W. (2013). A research note on standalone corporate
social responsibility reports: Signaling or greenwashing? Critical Perspectives on Accounting, 24(4-5).
doi:https://doi.org/10.1016/j.cpa.2012.09.008

Mavlanova, T., Benbunan-Fich, R., & Koufaris, M. (2012). Signaling theory and information asymmetry
in online commerce. Information & Management, 49(5). doi:https://doi.org/10.1016/j.im.2012.05.004

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. (2019). Relationship between Environmental Financial Accounting Practices and Corporate
Financial Risk: Evidence from Listed Companies in Vietnams Securities Market. . Asian Economic and
Financial Review, 9(2). doi:10.18488/journal.aefr.2019.92.285.298

Nguyen, L. S., & Tran, M. D. (2019). Disclosure levels of environmental accounting information
and financial performance: The case of Vietnam Management Science Letters, 9(1). doi:10.5267/j.
msl.2019.1.007

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).
Oikonomou, I., Brooks, C., & Brooks, C. (2014). The Effects of Corporate Social Performance on
the Cost of Corporate Debt and Credit Ratings. Financial Review, 49(1). doi:https://doi.org/10.1111/
fire.12025

Oztekin, O. (2015). Capital Structure Decisions around the World: Which Factors Are Reliably Important?
Journal of Financial and Quantitative Analysis, 50(3). doi:https://doi.org/10.1017/S0022109014000660
Poddi, N. C. L., & Vergalli, S. (2016). Corporate Social Responsibility and Firms’ Performance: a
Strategic Graphical Analysis. Journal of International Business and Economics, 4. doi:10.15640/jibe.
v4nlal

Salvi, A., Petruzzella, F., & Giakoumelou, A. (2018). Does sustainability foster the cost of equity
reduction? The relationship between corporate social responsibility (CSR) and riskiness worldwide.
African journal of business management, 12(1). doi:https://doi.org/10.5897/AJBM2018.8562

Spasi¢, D., & Stojanovi¢, M. (2013). sustainability repoerting - theoretical framework and practice in the
serbian oil industry. Economics and Organization, 10(3). doi:UDC 665.6/.7:005.71]:651.78

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

Walker, K. (2010). A Systematic Review of the Corporate Reputation Literature: Definition, Measurement,
and Theory. Corporate Reputation Review, 12(4).

Xu, S., Liu, D., & Huang, J. (2015). Corporate social responsibility, the cost of equity capital and
ownership structure: An analysis of Chinese listed firms. Australian Journal of Management, 40(2).
doi:https://doi.org/10.1177%2F0312896213517894

Xue, H., Zhang, S., Su, Y., & Wu, Z. (2017). Factors Affecting the Capital Cost of Prefabrication—A
Case Study of China. MDPI — Sustainability, 9(9). doi:https://doi.org/10.3390/su9091512

Yeh, C.-C., Lin, F., Wang, T.-S., & Wu, C.-M. (2019). Does corporate social responsibility affect cost of
capital in China. 4sia Pacific Management Review.



162 INTERNATIONAL FINANCE AND ACCOUNTING RESEARCH CONFERENCE

AN APPLICATION OF ARIMA MODEL IN FORECASTING
VIETNAMESE REAL GDP RATE

Nguyen Thi Viet Nga'

ABSTRACT

Gross Domestic Product is an essential indicator of economic activity, and is usually used by decision makers
to plan economic policy. This paper aims at modeling and forecasting the real Gross Domestic Product rate
in Vietnam. For this purpose, using the Box- Jenkins methodology with the data covering the period between
1985 and 2018. The optimal model is ARIMA(0,1,2) model. Thanks to this model, the author forecasts the
values of real Gross Domestic Product rate for some incoming years of 2019, 2020 and 2021. Statistical

results show that the real Gross Domestic Product rate of Vietnam is steadily improving.

Keywords: Real Gross Domestic Product rate, ARIMA Model, Box-Jenkins methodology, forecasting, Vietham

1. INTRODUCTION

Gross Domestic Product (GDP) of a country is the money value of all final goods and services
produced by all the enterprises within the borders of a country in a year. It represents the aggregate
statistic of all economic activity. The performance of economy can be measured with the help of GDP.
According to Eurostat (1996) there are three ways in which the GDP of a country can be measured.

GDP is the sum of gross value added of the various institutional sectors or the various industries
plus taxes and less subsidies on products (which are not allocated to sectors and industries) -
production approach,

GDP is the sum of final uses of goods and services by resident institutional units (actual final
consumption and gross capital formation), plus exports and minus imports of goods and services
- expenditure approach,

GDP is the sum of uses in the total economy generation of income account (compensation
of employees, taxes on production and imports less subsidies, gross operating surplus and mixed
income of the total economy) - income approach. (see The European System of Accounts ESA
1995, Eurostat, 1996).

Forecasting future economic outcomes is a vital component of the decision-making process
in central banks for all countries. Monetary policy decisions affect the economy with a delay, so,
monetary policy authorities must be forward looking, i.e. must know what is likely to happen in
the future. Gross Domestic Product is one of the most important indicators of national economic

' Department of Economics, Academy of Finance, 58 Le Van Hien, Bac Tu Liem, Hanoi, Vietnam. E-mail:
nguyenthivietnga@hvtc.edu.vn
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activities for countries. Scientific prediction of the indicator has important theoretical and practical
significance on the development of economic development goals. For the forecasting of time
series, we use models that are based on a methodology that was first developed in Box and Jenkins
(1976), known as ARIMA (Auto-Regressive-Integrated-Moving-Average) methodology. This
approach was based on the World representation theorem, which states that every stationary time
series has an infinite moving average (MA) representation, which actually means that its evolution
can be expressed as a function of its past developments (Jovanovic and Petrovska, 2010). The
rest of the paper is organized as follows: Section 2 describes literature review while in Section 3,
theoretical background is given. In Section 4, the empirical results are presented. Section 5 is the
forecasting and finally, conclusions are provided in Section 6.

2. LITERATURE REVIEW

Box and Jenkins (1976) methodology has been used extensively by many researchers in order
to highlight the future rates of GDP. Wei et. al. (2010) used data from Shaanxi GDP for 1952-2007
to forecast country’s GDP for the following 6 years. Applying the ARIMA(1,2,1) model, the author
found that GDP of Shaanxi presented an impressive increasing trend. Maity and Chatterjee (2012)
examined the forecasting of GDP growth rate for India using ARIMA(1,2,2) model and a time
period of 60 years. The results of their study showed that predicted values follow an increasing
trend for the following years. Zhang Haonan (2013) used three models ARIMA, VAR, AR(1) to
examine the forecasting of per capita GDP for five regions of Sweden for the years 1993 - 2009.
The results of the study showed all three models can be used for forecasting in the short run.
However, the autoregressive first order model is the best for forecasting the per capita GDP of five
regions of Sweden. Shahini and Haderi (2013) tested GDP forecasting for Albania using quarterly
data from the first quarter of 2003 until the second quarter of 2013. For the forecasting, they used
two model types ARIMA and VAR. Their results showed that the group of VAR model gave better
results on GDP’s forecasting rather than ARIMA model. Zakai (2014) investigated forecasting of
Gross Domestic Product (GDP) for Pakistan using quarterly data from 1953 until 2012. Choosing
a ARIMA(1,1,0) model, the author found out the size of the increase for Pakistan’s GDP for the
years 2013-2025. Chaido (2015) also used the ARIMA(1,1,1) model for data from 1980-2013 to
forecast the real GDP growth rate of Greece in 2015, 2016 and 2017.

3. THEORETICAL BACKGROUND

The Box-Jenkins ARMA model is a combination of the AR (Autoregressive) and MA (Moving
Average) models as follows:

=B+t ply +t i+ B P —au_  —au_, —-au_ +u, (3.1)
The Box-Jenkins methodology consists of the following phases:
« Establishment of the stationary of time series. The autocorrelation function (ACF) as well

as Augmented Dickey- Fuller test (ADF) (1979) and Phillips-Perron (1988) test (PP) are used for
stationary testing of time-series.

e Model Identification of the model ARMA(p,q). To determine the order of ARMA(p,q),
we use the sample of the autocorrelation function (ACF) and partial autocorrelation function
(PACF) of the stationary series. These two plots are suggesting the model we should build. The
parameter p of autoregressive operator is determined by the partial autocorrelation coefficient and
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the parameter q of the moving average operator is specified by the autocorrelation coefficient.
In fact we use the limits =—= for the non-significance of the two functions, so we will have a
number ARMA models (a, b Jwhere 0<a < p, 0<b<q. For the optimum model we are using
the criteria of Akaike (AIC) and Schwartz (SIC).

o Model Estimation. The involvement of the white noise terms in an ARIMA model entails a
nonlinear iterative process in the estimation of the parameters. Maximum likelihood estimation is
generally the preferred technique.

o Diagnostic checking of the model. With diagnostic checking we investigate whether the
estimated model is acceptable and statistically significant, i.e. if it fits well to the data. Box and
Jenkins for the adequacy of estimated ARIMA model suggested checking the randomness of the
residuals, i.e. whether the residuals from the estimated ARIMA model is white noise, and are not
serially correlated.

o Forecasting. One of the main reasons of the analysis of time series models is forecasting.
The accuracy of the forecasts depends on the forecasting error. Moreover, a number of statistical
measures are employed for this aim, such as root mean squared error (RMSE), mean absolute error
(MAE), mean absolute percentage error (MAPE) and the inequality coefficient of Theil (U).

Then the forecast value one period ahead conditional on all information up to time, t, given
at time t + k, as:

yt+k = (ﬁl + 2)y1+k—1 - (1 + Zﬂl )kai + ﬂlyt+k—3 + algtJrk—l + gt (32)

4. EMPIRICAL RESULTS

The variable used in the analysis is the GDP growth (annual %) that span from 1985 to 2018.
The source of data is the World Bank. The ARIMA approach is an iterative four-stage process of
stationary, identification, estimation and testing.

4.1. Testing for Stationary

Figures 1 and 2 represent the correlogram of the real GDP rate series with a pattern of up to
the 16 lags in level and for first differences.

Figure 1: Correlogram of Real GDP Rate Series (Level)
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From the above figure we can conclude that the coefficients of autocorrelation (ACF) starts
with a high value and declines slowly, indicating that the series is non-stationary. Also the Q-statistic
of Ljung-Box (1978) at the 16" lag has a probability value of 0.000 which is smaller than 0.05, so
we cannot reject the null hypothesis that the real GDP rate series is non-stationary. Thus, the series
must be configured in first differences.

Figure 2: Correlogram of Real GDP Rate Series (First Differences)
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From the figure 2 we can conclude that the Q-statistic of Ljung-Box at the 16" lag has a
probability value larger than 0.05, so we cannot reject the null hypothesis that the real GDP rate
series is stationary. The results of Augmented Dickey-Fuller (ADF) test and Phillips-Perron (PP)
test on real GDP rate series are representing on Table 1.

Table 1: ADF and Phillip-Perron’s Test

Chain of GDP growth rates Differential series of GDP growth rate series

C C, T C C,T
ADF |[-2,627521 (3) |-2,541152 (3) |-5,625594 (0) *** -5,664354 (0) ***
PP |-2,553543 [3] |-2,433494 [3] [-5,625357 [1] *** -5,664222 [1] ***

Note:
1. Lag length in () and Newey-West value using Bartlett kernel in []
2. Asterisks (***) denote statistically significant at 1% significance levels.

The results in Table 1 indicate that real GDP rate is stationary in first differences. Therefore,
for our model ARIMA (p,d,q), we will have the value d = 1.

4.2. Identification of the Model

We can use the correlogram of figure 1 to determine the model ARMA (p, q), i.e. the values
of parameters p and q. As already mentioned above, an AR(p) model has a PACF that truncates at
lag p and an MA(q)) has an ACF that truncates at lag q. In practice £—= are the non-significance
limits for both functions. We shall explore the range of models ARMA 4! b),0<a<p, 0<b<q
for an optimum one. To do this we shall use the automatic model determination criteria AIC and
SIC. The limits for both functions (ACF, PACF) are iL ~ 10,343 .From figure 1, the ACF
cuts off at lag 2 (q=2) and the PACF atlag 1 (p=1). Exp@g the range of models {ARMA(p,q):
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0<a<], 0<b<7} for the optimal on the basis of AIC and SIC. Thereafter we create Table 2
with the values of p and ¢q as follows:

Table 2: Comparison of Models within the Range of Exploration Using AIC and SIC

p q AIC SIC
0 1 3,21 3,31
0 2 2,90 3,00
1 0 3,22 3,31
1 1 3,11 3,25
1 2 2,92 3,06

The results from table 2 indicate that according to the criteria of Akaike (AIC), and Schwartz
(SIC) the model ARMA is formulated to ARMA(0,2). As the model is stationary on first differences,
1.e. (d=1) our ARIMA model will be ARIMA (0,1,2).

4.3. Estimation of the Model

Thereafter we can proceed to estimating the above model. The following table 3 presents the
results of this model.

Table 3: Estimation Model ARIMA (0,1,2)

Dependent Variable: D(GDP RATE)
Method: Least Squares

Sample (adjusted): 1986 2018

Included observations: 33 after adjustments

Convergence achieved after 12 iterations
MA Backcast: 1984 1985

Variable Coefficient Std. Error t-Statistic Prob.
C -0.007689 0.036841 -0.208712 0.8360
MA(2) -0.953165 0.034221 -27.85325 0.0000
R-squared 0.262889  Mean dependent var 0.099089
Adjusted R-squared 0.239111  S.D. dependent var 1.154087
S.E. of regression 1.006698  Akaike info criterion 2.909921
Sum squared resid 31.41669  Schwarz criterion 3.000618
Log likelihood -46.01369  Hannan-Quinn criter. 2.940438
F-statistic 11.05606  Durbin-Watson stat 1.970160
Prob(F-statistic) 0.002281
Inverted MA Roots .98 -.98

The results in table 3 indicate that both coefficients are statistically significant at 1% level of
significance. The non-linear techniques used by Eviews involved an iterative process that is converged
after 12 iterations. The roots are + 0.98, both inside the unit circle indicating stationarity and invertibility

respectively. The chosen model as summarized in Table 3 is ARIMA(0,1,2) and is given by
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D(GDP_RATEt) = - 0.953165 ¢, + ¢,

t-stat. (-27.85325)
prob. [0.000]
s.e {0.034221}

On the following diagram the inverse roots of AR and MA characteristic polynomials for the
stability of ARIMA model are presented.

Figure 3: Inverse Roots of AR and MA
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From diagram 3 we can see that the ARIMA model is stable since the corresponding inverse
roots of the characteristic polynomials are in the unit circle.

4.4, Diagnostic Checking of the Model

Diagnostic checking of the model, help us to check if the estimated model is acceptable
and statistical significant that means that the residuals are not auto correlated and follow normal
distribution. For checking autocorrelation, we use Q statistic of Ljung-Box (1978) and normality
test using Jarque-Bera (JB) test (1980). The figures below represents the tests of the autocorrelation
and normality of the residuals of the model ARIMA(0,1,2).

Figure 4: Histogram of the residuals of model ARIMA (0,1,2)

Series: Residuals
7 — Sample 1986 2018
Observations 33

Mean 0.005941
5 — Median 0.017409
Maximum 1.538195
4 Minimum -2.008933
Std. Dev. 0.991580
34 Skewness  -0.072077
Kurtosis 2.010432

1 Jarque-Bera  1.375036
i ﬂ Probability 0.502823
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Figure 5: Correlogram Residuals of Model ARIMA (0,1,2)
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The results of figure 4 indicate that the residuals of ARIMA(0,1,2) model follow normal
distribution. Moreover, the results of figure 5 indicate that the Q statistic of Ljung-Box for all the
16 lags has values greater than 0.05 thus the null hypothesis cannot be rejected i.e. there is no
autocorrelation for the examined residuals of the series.

5. FORECASTING

In figure 6 we represent the criteria for the evaluation of the forecasts of the model
ARIMA(0,1,2)

Figure 6: Forecast Accuracy Test on the Model ARIMA (0,1,2)

e Forecast: GDP_RATEF
Actual: GDP_RATE
Forecast sample: 1985 2018
Adjusted sample: 1986 2018
Included observations: 33

Root Mean Squared Error ~ 3.101513

Mean Absolute Error 2.802805
Mean Abs. Percent Error 40.51945
Theil Inequality Coefficient ~ 0.295267
Bias Proportion 0.773484
Variance Proportion 0.226516

Covariance Proportion 0.000000

T T T T T T
1990 1995 2000 2005 2010 2015

—— GDP_RATEF -———+2SE

The results in figure 6 indicate that the inequality coefficient of Theil has a high value U =
0.295 which means that our model does have a good forecasting ability. Table 6 below summarizes
the forecasting results of the real GDP rate over the period 2019 to 2021.

Table 6: The Real GDP Rate Forecasts

Year 2019 2020 2021
The Real GDP Rate Forecasts 6,41% 6,57% 6,6%

6. CONCLUSION

In this paper, using Box - Jenkins technique, we are trying to forecast the real GDP rate in
Vietnam for the next three years with an ARIMA model. After checking for the stationarity of
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the data series, we find the appropriate ARIMA (p, d, q) process. The corresponding correlogram
helped in choosing the appropriate p and q for the data series. An ARIMA(0,1,2) model was
created through the data used and estimating this model we found that the real GDP rate for
the years 2019, 2020 and 2021 is forecast to be 6.41%, 6.57% and 6.6% respectively. Results
of the study will be helpful for the policy makers to formulate effective policies for attracting
foreign direct investment. Furthermore, the findings of the study will also help the managerial
business executives for implementing the new project ideas or taking decisions concerned with the
expansion of the existing business.

REFERENCES

1. Box, G. E. P. & Jenkins G. M. “Time series analysis. Forecasting and control”, Holden-Day, San
Francisco, 1976.

2. Chaido, D., “Forecasting Real GDP Rate through Econometric Models: An Empirical Study from
Greece”, Journal of International Business and Economics, 3(1), 2015, pp. 13-19.

3. Dickey, D. A. & Fuller W. A., “Distribution of the estimators for autoregressive time series with a unit
root”, Journal of the American Statistical Association, 74(366), 1979, pp- 427-431.

4. The European System of Accounts ESA, 1995, https://ec.europa.eu/eurostat/web/products-manuals-
and-guidelines/-/CA-15-96-001.

5. Eurostat yearbook 1996: A statistical view Europe 1985-1995, http://aei.pitt.edu/72805/

6. Jarque. C. M., & Bera A. K., “Efficient tests for normality, homoscedasticity and serial independence of
regression residuals”, Economics Letters 6(3), 1980, pp. 255-259.

7. Jovanovic, B. & Petrovska M. “Forecasting Macedonian GDP: Evaluation of different models for short-
term forecasting”, Working Paper, National Bank of the Republic of Macedonia, 2010.

8. Ljung, G. M., & Box G. E. P. “On a measure of a lack of fit in time series models”, Biometrika, 65(2),
1978, pp. 97-303.

9. Maity, B., & Chatterjee B. “Forecasting GDP growth rates of India: An empirical study”, International
Journal of Economics and Management Sciences, 1(9), 2012, pp. 52-58.

10. Phillips, P. C. B. & Perron P., “Testing for a unit root in time series regression”, Biometrika, 75(2), 1988,
pp. 335-346.

11. Shahini, L. & Haderi S. “Short term Albanian GDP forecast: One quarter to one year ahead. European
Scientific Journal”, 9(34), 2013, pp. 198-208.

12. Wei Ning, Bian Kuan-jiang & Yuan Zhi-fa, “Analysis and forecast of Shaanxi GDP based on the
ARIMA model”, Asian Agricultural Research, 2(1), 2010, pp. 34-41.

13. Zakai, M., “4 time series modeling on GDP of Pakistan”, Journal of Contemporary Issues in Business
Research, 3(4), 2014, pp. 200-210.

14. Zhang, H., “Modeling and forecasting regional GDP in Sweden using autoregressive models”,
Working Paper, Hogskolan Dalarna University, Sweden, 2013.



170 INTERNATIONAL FINANCE AND ACCOUNTING RESEARCH CONFERENCE

MOBILIZE CAPITAL FROM CHINA’S GREEN BOND MARKET AND MAKE
RECOMMENDATIONS TO VIETNAM

Bach Thi Thanh Ha', Bach Thi Thu Huong?, Nguyen Thanh Huyen®

ABSTRACT

In the trend of countries focusing on sustainable development, the issuance of green bonds will help create
conditions to attractlarge capital in society to support the implementation of environmentally friendly projects.
China s a fast-growing country but also affected by climate change and heavy pollution, so it has taken strong
steps to improve the environment through promoting capital mobilization from green bonds in domestic and
international markets. Based on the research on China’s green bond market development experience, the

article draws some recommendations to develop the green bond market in Vietnam in the near future.

Keywords: climate change, green bonds, sustainable growth, capital mobilization.

1. INTRODUCTION

In order to combat climate change, the need to mobilize huge capital resources to achieve sustainable
growth, green bonds are increasingly being deployed widely around the world. In the development
orientation to 2020 and vision to 2030, the Government of Vietnam also has orientation in issuing
green bonds. However, so far, the issuance of green bonds is only in the experimental research phase
in some localities. In Vietnam, studies on international experience in developing green bonds are still
limited. Therefore, with the method of general analysis, descriptive statistics, the article is done in order
to systematize the theory of green bonds, and at the same time, explore the experience of developing
green bonds in China which just participated in the green bond market in the past 05 years but has
become a leading country in developing green bonds in the world. Based on that, the article draws some
recommendations to develop the green bond market in Vietnam in the future.

2. LITERATURE REVIEW

The World Bank introduced the concept of green bonds in 2008 “Strategic Framework for
Climate Change and Development” and was also the first organization in the world to issue green
bonds with only mobilized several tens of millions of US dollars.

The 2015 Green Bond Principles (GBP) defines green bonds as any type of bond for which the
proceeds from bond issuance are used for financing or refinancing part or all of a new or active green
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project eligible for funding and comply with the 4 principles of the GBP code of conduct. Including:
(1) Determining criteria for selecting green projects; (2) Establishment of project evaluation and
selection process; (3) Managing capital raised from green bonds; (4) Report on capital use.

In particular, the first rule stipulates that the issuer must clearly define what type of green project
will be funded. The project selection criteria are usually given by independent external experts to assure
investors that these projects will comply with technical factors. After defining the project selection
criteria, a project selection process will be established. Projects financed by green bond funds must be
rigorously assessed through a rigorous process with an evaluation of the project’s potential environmental
impacts. Typically, issuers have to conduct annual reports, providing information on how the funding is
used and how the environmental impacts are sustained by the project. Green bonds are a useful funding
channel for climate change mitigation projects in many countries. For example, in Tunisia, the capital
from green bonds issued by the World Bank (WB) has helped improve the efficiency of irrigation
systems and clean water supply in rural areas. Or in China, green bonds contribute to reducing the risk
of being affected by natural disasters through flood prevention and the development of warning systems
... In 2017, 10 new countries joined the market. Green bond markets include Argentina, Chile, Fiji,
Lithuania, Malaysia, Nigeria, Singapore, Slovenia, Switzerland and the United Arab Emirates (UAE).
According to a report from the non-profit Climate Bonds Initiative (CBI), the value of green bonds
issued globally has increased gradually in recent years, reaching 160.8 billion USD in 2017 (2016
reached 87 billion USD, 2015 reached 42 billion USD). In the first half of 2018, 156 businesses and
organizations issued green bonds worth up to $74.6 billion, many of which were rated AAA or AA (Le
Cong Vu, 2019). Therefore, green bonds are seen as a solution to help countries around the world raise
capital for climate change strategies.

3. EXPERIENCE IN DEVELOPING GREEN BONDS FROM CHINA

After more than 30 years of renovation, China has experienced rapid economic growth but at
the same time faces serious environmental pollution. In order to focus resources on achieving the
goal of sustainable growth, China has stepped up the development of the green financial system and
green bonds. In October 2015, Agricultural Bank of China issued nearly $ 1 billion of green bonds
in the London market to raise capital for environmentally friendly projects. In December 2015,
through the interbank market, domestic green bonds were circulated, helping credit institutions to
increase capital to finance green projects, creating a basis for developing bond markets.

Establishment of a legal framework in particular the bond standards

Although the concept of green finance has appeared in China’s Environmental Protection
Law since the late 90s of the twentieth century, it was not until 2015 that China officially issued
documents related to green bonds. (MA. Nguyen Thi Minh Chau, 2017). People’s Bank of China
(PBOC) issued Notice No. 39 - Notice of issues related to the issue of green financial bonds on the
market of interbank bonds on December 15, 2015. Accordingly the provisions of green financial
bonds, incorporated financial institutions, “Green financial bonds” means the denominated securities
issued by incorporated financial institutions to raise funds mainly for supporting green industries,
with the repayment of the principal and the payments of interest as agreed on”. “Incorporated
financial institutions” includes development banks, policy banks, commercial banks, finance
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companies of enterprise groups, and other legally established financial institutions. To issue green
financial bonds, an incorporated financial institution shall meet all of the following conditions:

(1) It has a sound corporate governance mechanism.

(2) It earned profits in the most recent year (excluding development banks and policy banks),
and has not committed any serious violation of laws and regulations in the last three years.

(3) It satisfies the requirements for macro-prudential regulation, and its financial risk
supervision indicators comply with the relevant rules of the financial regulatory authorities.

(4) It has adequate and effective rules on the credit extension, risk control, and marketing,
among others, for green industry projects and a mature business team.

At the end 0f 2015, the People’s Bank of China (PBOC) issued regulations on: (1) the concept
of green bonds, (2) the list of industries that green bonds financed, (3) entities allowed to issue
green bonds, (4) procedures for applying for green bonds, (5) the issuance process as well as
the principles in the process of using and managing revenue from bond issuance Green votes,
(6) regulates the promotion of relevant agencies and agencies to take measures to support the
development of green bonds. It is noteworthy that green bond standards are based on reference to
international standards in combination with China’s environmental policy. This is the first specific
guide on green bonds in China. At the end of March 2016, the Shanghai Securities Center and
Shenzhen Securities Center issued a notice of the Green Bond Pilot Program, which facilitates
the listing of green bonds on financial markets. On August 2016, China continued to promulgate
guidelines for building a green financial system, specifying guidelines to promote the role of the
securities market in green investment and unifying the criteria, domestic green bond standards.
At the end of 2016, the National Development and Development Commission of China (NDRC)
issued guidelines for the issuance of green bonds for state-owned enterprises, regulating which
projects are considered green projects, and stating requirements for issuing green bonds.

It can be seen that in just a short time, a series of policy documents issued by China created an
important basis for the strong green bond market development. As a result, by 2016, China’s green
bond market had a strong development with the issuance value of US$ 36.2 billion, accounting for
one-third of the global green bond issuance, bringing China to become a market leader (Figure 1). By
June 2019, the US$21.8 bn worth of green bonds from China represents a 62% surge year-on-year.

Figure 01: Status of China’s green bond issuance
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The guidance issued by the NDRC has preferential provisions for issuing green bonds for
businesses such as simplifying the process of issuing companies. This is specified by allowing
companies to issue separate and aggregated releases for certain types of projects under certain
circumstances. Adjust some conditions of issuing green bonds for businesses, for example,
allowing the value of bond issuance to account for 80% of the total investment of the project. At
the same time, allowing issuers to use green bonds to improve capital structure, goods and capital
investment. In addition, organizations with AA + credit rating and good business conditions may
issue green bonds to replace the high-cost debt for green projects being implemented.

Besides, PBOC has issued many incentive policies to encourage the development of the green
bond market. In particular, the PBOC has approved for financial institutions to use green bonds as
collateral to enjoy low-interest loans from the central bank. This provision has motivated banks
to issue green bonds in the process of raising capital. This is one of the reasons why commercial
banks account for the largest proportion, in 2016, the proportion of commercial banks accounted
for 82% of the issuance of green bonds in China, while businesses accounted for the remaining
16% and 2% are other entities. According to the Chinese green bond market situation report in
the first 6 months of 2019, financial corporates were active issuers. Financial corporates remained
the largest issuer type with 41% (USD8.9bn) of the overall issuance in 6/2019. Non-financial
corporates are the second largest issuer type with 34% of the total issued amount, up 6% from June
2018. 28 issuers have brought a total of USD 7.4bn worth of green bonds, but only 8.6% (USD
640m) is aligned with CBI green definition, mainly due to large proportion of proceeds being
earmarked for working capital.

At a global meeting on green finance in China in May 2018, the G20 Green Financial Research
Committee co-chaired by China and the United Kingdom outlined 7 solutions to promote green
financial development, including: Issuing policies and legal framework to support the development
of green bonds; Promoting voluntary implementation of green financial principles; Expanding the
green bond development capacity training network; Supporting the development of the domestic
green bond market; Promoting cross-border international cooperation on green bonds; Encourage
sharing knowledge about financial and environmental risks; Impact assessment of green financial
activities.

4. ANUMBER OF RECOMMENDATIONS AND PROPOSALS FOR DEVELOPING GREEN BONDS IN VIETNAM

According to the evaluation of the German International Cooperation Organization (GIZ), to
promote sustainable economic growth, Vietnam needs about 30.7 billion USD in 2020 and about
21.2 billion USD in the next 10 years. Therefore, the use of green bonds to attract capital for
environmentally friendly projects is an urgent issue for Vietnam today. In recent years, Vietnam
has also had mechanisms and policies towards the development of the green bond market.

The Government of Vietnam has set a goal of implementing green growth through the approval
of the National Green Growth Strategy, promulgated in the Prime Minister’s Decision 1393/2012
and Prime Minister’s Decision 03/2014. The Prime Minister approved the National Action Plan on
Green Growth for the period of 2014 - 2020. In October 2015, Decision 2183/QD-BTC, approved
by the Ministry of Finance, presented the Sector Action Plan, finance to implement the National
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Strategy on green growth to 2020. This decision clearly points out the need to complete the green
capital market policy framework, and to build a sustainable stock exchange with the issuance of
bonds for green projects. Based on the implementation of the cooperation program between the
State Securities Commission and the German Development Cooperation Agency (GIZ) from the
end of 2015, a scheme to develop the green bond market has been formulated. On October 20,
2016, the Ministry of Finance approved the Scheme on pilot issuance of green bonds by local
authorities. Accordingly, green bonds were piloted in Ho Chi Minh City (VND 523.5 billion, term
of 15 years) and Ba Ria — Vung Tau City (VND 80 billion, term of 5 years). The issuance of green
bonds is implemented in accordance with the regulations of the regular bond market; Capital
raised from bond issuance is used for green projects. Up to now, Ho Chi Minh City has issued
VND 3,000 billion of green local government bonds for 34 projects, including 11 green projects
based on the “Green Project List” issued by the State Bank. At the same time, Ba Ria - Vung Tau
has prepared for the first issuance of green bonds of VND 500 billion for 8 green projects, with
a term of 5 years. By studying China’s green bond development experience, some lessons can be
drawn to develop the fledgling green bond market of Vietnam as follows:

First, despite mentioning the issuance of green bonds in a number of issued documents, there
has not been a specific legal framework providing regulations and guidelines for the issuance
and use of green bonds. In particular, the Government of Vietnam needs to promulgate specific
documents related to green bonds, in which it is necessary to specify its own standards in the
identification of green bonds, green projects as well as the principles. These standards need to be
developed according to GBP 2015 but must also be consistent with Vietnam’s unique characteristics
in the process of economic, political, environmental and social development. This will help green
bonds to suit the domestic market, soon becoming a financial instrument of interest in the market.

The principles related to green bonds also need to be specific and detailed so that green
bond issuers comply. In addition, transparency of information related to the issuance and use of
funds from green bonds should be strictly regulated as a basis for the inspection and supervision
of interested subjects. Research and development of a set of indicators to evaluate sustainable
development companies also need to be carried out by the competent authorities to attract the
attention of investors for green bonds.

Second, to integrate soon, it is necessary to promulgate standards to identify green bonds
according to international standards of GBP 2015 in future. The 2015 Green Bond Principles
(GBP) is considered an international standard, requiring the issuer to clearly record and use the
capital collected and report the situation at least once a year to the parties concerned, clearly
showing the bond issuing unit’s commitment to environmental protection. In addition, the State
management agency should soon develop a set of green indices (sustainability index, carbon
index...) to monitor, evaluate and trade on capital markets; green investment certificates issued by
investment funds for green projects...

Third, soon issue preferential policies on taxes and fees to encourage businesses to mobilize
investment capital through issuing and listing green bonds, for example, tax incentives for green
bonds investors. If long-term savings are not taxed but green bonds are bought for sustainable
development, it is difficult to attract investors. At the same time, the State should have mechanisms
to encourage and support businesses and investment funds in the procedure of issuing green bonds.
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Technologies and processes for producing environmentally friendly products will enjoy tax and fee
incentives. On the contrary, it is necessary to have regulations and strictly punishment sanctions
for enterprises which cause environmental pollution.

Fourth, improve the role of the banking system to promote liquidity of green bonds. As soon as
in February 2019, the Asian Development Bank (ADB) purchased green bonds worth $20 million
to provide capital for projects in the Philippines, Indonesia and Vietnam. Although this is a big
green bond project of ADB, there is no insurance participation of any Vietnamese banks. Compared
to China, which has just launched green bonds since 2016, the role of the banking system is very
clear based on the standards defined in the Green Bond-funded Project List published by the Green
Finance Committee of the China Banking & Finance Association. In 2016, green bonds issued
by domestic and foreign Chinese issuers amounted to 238 billion Yuan, the largest ranking in the
world (CCDC, 2017). Specifically, in November 2016, under CCDC’s support, the Bank of China
successfully issued bonds with green asset insurance in foreign markets by using green bonds held
by banks, hold in the domestic market to secure debt financing activities abroad. In China, the
PBOC has approved for owners to use green bonds as collateral to enjoy low-interest loans from
the central bank. This provision has motivated entities in the process of raising capital, facilitated
the issuance of green bonds faster and speeded up the socialization of green bonds. Thanks to the
preferential mechanism, commercial banks are more actively involved in the market (formerly
mainly the state sector), raising the issuance rate to 82%.

Therefore, in the next time, in order to encourage Vietnamese commercial banks to participate
more in green bond guarantee, as well as improve the liquidity of green bonds, State Bank of
Vietnam approved the use of green bonds in the open market with a preferential rate of discount
rate at a higher level than other types of bonds of the same type. This will create a good impact on
encouraging banks to own green bonds in their asset portfolios, contributing to the development
of the market.

Fifth, finalize the domestic bond market.

On June 2019, 85% of all Chinese issuance was issued domestically. Specifically, 48% were
placed on the China Interbank Bond Market, followed by listing on Shanghai Stock Exchange with
USD7.12bn (CNY47.88bn), or 33% of the Shanghai Stock Exchange. The remaining 4% were
listed on the Shenzhen Stock Exchange.

In Vietnam, according to VCBS’s report (2019), in the secondary market, by the end of 2018,
the total value of bond outstanding was approximately VND 1.5 million billion, equivalent to
nearly 27% of GDP. With the goal of achieving 65% of GDP by 2030, there is a plenty of room for
many types of bonds including green bonds. As mentioned above, Vietnam’s domestic green bond
market is still very small. Therefore, in addition to continuing to promote capital mobilization from
bonds in the international market, encouraging businesses to comply with international standards,
the domestic bond market still needs to be promoted to develop.

5. CONCLUSION:

In order to be able to form and develop green bonds in the future, from the experience with
China’s rapid success, we need to implement building a legal framework on green bonds as a basis
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for eliminating financial problem. It is necessary to promulgate preferential policies in combination
with diversifying the issuance market, which will be necessary conditions for green bonds to
become an effective tool to attract capital for green economic projects.
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FOREIGN DIRECT INVESTMENT IN VIETNAM: A RECENT VIEW ON
INADEQUACIES AND SHORTCOMINGS

Pham DucTai!

ABSTRACT

Just as much we know that foreign direct investment will drive economic growth, cater the needs for jobs,
urge on technology transfer and industrial restructure, we should be also aware of drawbacks to receiving
inward investment. This article gives a recent insight into a number of shortcomings and inadequacies of

foreign direct investment in Vietnam and spells out opportunities and challenges in the time to come.

Keywords: Roles, Shortcomings, Inadequacies, Opportunities, Challenges, Foreign Direct Investment.

I. OVERVIEW

For a developing country like Vietnam to prosper with a narrow pool of national cumulative
capital, foreign direct investment (FDI), among other inbound flows of funds, is essential. FDI
is seen as one of the mainstream flows of inward investments that lends Vietnam a push toward
sustainable economic development, despite its evident pros and cons in term of socio-economy. On
the one hand, FDI has been proving itself a critical supplement to the economy, meeting the needs
for development investment and economic growth. The call upon FDI has entailed new industries
that contribute to the economic restructuring, further improve export tunover and infrastructure,
quench the thirst for jobs and enhance management standards. On the other hand, FDI poses many
problems such as environmental pollution, transfer of obsolete and uneffective technologies. By
frankly looking at the outcomes and utilization of FDI in Vietnam, we can figure out how inward
flows of fund to Vietnam has turned out to run under par.

II. AREVENT VIEW ON THE ROLES OF FOREIGN DIRECT INVESTMENT TOWARD SOCIO-ECONOMIC DEVELOPMENT

Vietnam, for more than 30 years of striving, has become one of the most tempting destinations
for foreign investment ASEAN-wide. Foreign direct investment has become a key locomotive for
the economic train and triggered a great move of the nation’s socio-economic development during
the “Doi Moi” (Reform) period.

FDI as a contributor to socio-economic development has proven its roles in the following
aspects:
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1. A critical capital source in addition to the total society’s development investment and a driving force for growth

Over the past three decades, the FDI sector has gained a larger and larger share in Vietnam’s
economy. In 2018, FDI accounted for 23.4% of the country’s total investment. Export turnover
in the same year was estimated at USD 244.7 billion, 13.8% higher than 2017; in particular, FDI
sector (including crude oil) reached USD 175.5 billion, 12.9% higher than 2017. By the end of
August 2019, Vietnam had 29,532 outstanding FDI projects with a total registered capital of USD
353.7 billion, realized capital of USD 203.45 billion. The FDI sector is more and more important to
push up economic growth, as it makes up for 27.7% in the average annual growth of 6.0%. Besides
outspoken contributions to growth, FDI also has generous imprints in the increased productivity
of the economy, widespread vogue of technologies, human resources development, fixed assets
formation, which, to some ancillary extent, make more boosters for the overall economy.

2. Creating a link between FDI and the domestic sector, promoting the development of supporting industries

Notwithstanding below par achievements, FDI enterprises have formulated partnerships and
promoted productivity growth by using semi-finished products, intermediates, raw and auxiliary
materials of domestic enterprises.

FDI enterprises have opened doors for more rooms of domestic market to Vietnamese
enterprises in several important industries namely manufacturing of motorbikes, automobiles,
electrical equipment, electronics, and computers. As a result, many domestic enterprises have
quite thrived on production capacity in some areas like manufacturing molds of all kinds; bicycle
and motorbike components; standard mechanical components; power cables; plastic - technical
rubber components; tires and tubes of all kinds. Some products have broken into foreign markets.
It is statistically recognized by the Ministry of Industry and Trade that components export turnover
reached USD 21.1 billion in 2015. Meanwhile, FDI has an intensive coverage over agricultural
production through many on-going large-scale projects in the fields of husbandry, sugarcane
production, animal feed, afforestation and mass-scale processing of paper materials. The poured
dozens of millions dollars has greatly contributed to the formation and development of massive
material areas across the country.

3. Promoting economic restructuring and shaping a number of new industries and products, thereby diversifying
and enhancing the sophistication and complexity of national products, which lays a vital foundation for growth in
the long run and economic modernization.

The past few years saw a renewed switch of FDI flow toward higher value-added industries,
for instances manufacturing computers, electronic and optical products (which hit a notable boost
in scale, from 2.8% in 2016 to 5.8% in 2017), manufacturing services (increasing from 1% in 2016
to 47% in 2017, notable projects including thermal power plants of Nghi Son 2, Van Phong 1,
Nam Dinh 1, and Block B - O Mon gas pipeline in Kien Giang); reduction of inward investments
for labor-intensive industries (declined to 4.2% of businesses in 2017, 1% less than that in 2016;
and these industries were no longer in the top 3 receivers of FDI). The proportion of FDI projects
in 4/6 prioritized sectors (high technology, information and communication technology (ICT),
manufacturing, processing, supporting industries and agriculture) has increased against the 2006
- 2011 period.
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4, Mainstay of export, trade deficit reduction and support for the balance of payments

Inward investment helped restructure export products and step by step pave the way for
Vietnam to enter the global production networks and value chains.

Contemporary FDI enterprises are wealthy contributors to Vietnam’s export growth. Export
turnover growth of FDI sector is 2-3 times higher than that of the domestic sector, while export
turnover is about 1.5-2 folds higher. As such, FDI sector’s share in the total export turnover
increased from 17.0% in 1995 to 72.5% in 2017.

In 2010, FDI enterprises had a trade surplus of nearly US $ 2.2 billion, while domestic
enterprises suffered a trade deficit of nearly US § 14.8 billion, resulting in a net trade deficit of
US §$ 12.6 billion. Nevertheless, FDI’s trade surplus increased to around US $ 17 billion in 2014
and reached about US $ 24.7 billion in 2017. The first eight months of 2019 alone recorded FDI
trade surplus of about US § 21 billion, resulting in a net trade surplus of about US $ 2-3 billion.
The trade surplus given by the FDI sector has significantly improved Vietnam’s trade balance and
contributed to macroeconomic stability.

5. Significantly contributing to the state budget revenue

The state budget inflow (exclusive of personal income taxes and other fees) from FDI
enterprises has well swollen over time. Between 2000 and 2017, the amount of tax paid by FDI
enterprises increased by nearly 3 times, from over VND 59,030 billion to VND 172,028 billion.
As regard to the proportion in total corporate income tax payment and other indicators, such as
the share in total social investment, FDI enterprises are deemed more tax-efficient than domestic
enterprises, even State-owned enterprises.

I1l. CONTEMPORARY INADEQUACIES AND SHORTCOMINGS OF FOREIGN DIRECT INVESTMENT

Though recent contributions of the FDI sector to the socio-economic development are
undeniable, its inadequacies and shortcomings are not less worth concern. Particularly:

1. Loose connection between FDI and the domestic sector and scanty effect of the productivity boost

1. The connection between FDI and domestic enterprises, though exists, remains loose, which
poses the biggest predicament for inbound capital to be drawn and used. FDI projects mainly focus
on labor-intensive, medium-tech industries such as processing (textile, footwear, wood processing),
assembly (electronics, cars, automobiles, motorcycles, etc.) and some food processing industries. A
majority of spare parts, raw materials and associated services (product design, financial management,
etc.) for production are imported, rather than supplied by domestic enterprises. This years-long
situation, on the one hand, shows how Vietnam’s supporting industries are underdeveloped and, on
the other hand, points out the weak link between FDI and the domestic sector.

2. Statistics reveal that only about 5% of FDI enterprises apply modern and high technology.
Machineries, equipment and production lines adopted by FDI enterprises, while not being so superior
to the ones used by domestic companies, are mostly of average or medium-advanced standard
regionally. Technology refresh and investment in research and development are rare, as most of
enterprises prefer acquisition over technological development and innovation. The call upon FDI
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transnational corporations to pour funds in priority sectors and fields makes scanty results. The policy
on drawing FDI from transnational corporations into high technologies and modern services runs
under par and makes sluggish progress. By far there are just more than 100 transnational corporations
out of the world’s top 500 transnational corporations operating in Vietnam.

Vietnam joined the Global Value Chains (GVCs) through foreign-invested enterprises; still,
FDI has yet to reach a common voice with domestic private enterprises. Vietnam is still on the
way toward the final assembly stage and needs a great deal of GVC workforce. A lot of Vietnam’s
high-value exports are of high imported content and low locally added value. Therefore the net
economic contribution of FDI companies is not all it is cracked up to be. This also indicates the
modest presence of domestic SMEs in GVCs, which is typically realized by becoming suppliers
to FDI enterprises. The current supply associations are inclined to low value-added products like
simple supplies and packaging. Basically, most domestic SMEs are indirectly integrated into GVCs
(rather than being the direct exporters) and produce minor (peripheral) components of the upstream
value chain or engaged in downstream assembly. This is revealed in Vietnam’s rankings of local
suppliers in the Global Competitiveness Index, where Vietnam ranks 109 out of 138 economies,
behind the Philippines (74), Thailand (77) and Malaysia (22).

2. Attraction and transfer of technologies from the FDI sector not effective as expected

Taking FDI’s roles and potentials into account, the magnitude of technology transfer in
FDI enterprises in the past 30 years is lower than it should be. Foreign-invested companies are,
by and large, appraised to adopt more modern machineries, equipment and production lines,
but of no overwhelming superiority compared to domestic enterprises. There is a rare number
of FDI enterprises with high technological competency. Only 5% of FDI enterprises own high
technologies, 80% have average technologies, while the remaining 14% use low technologies.
Most of machineries, equipment and production lines are of average level or advanced average
level regionally. This greatly hampered the possibility of transfer and spread of technologies of
FDI enterprises.

Due to the unsatisfactory technological spread, only a few enterprises can benefit such
spread, depending on the technological gap and production association between FDI and domestic
enterprises. Furthermore, technological advancement is realized mainly through mutual sharing
among domestic enterprises, rather than learning from FDI enterprises. Acquisition and development
of technologies are mainly performed by large and medium-sized Vietnamese enterprises. This
supports an argument that facilitating some leading enterprises to reach a technology-related
connection with FDI is critical for spirit up the spread of technologies. Promotion of technology
transfer in the FDI sector should focus on these businesses because only they can receive
technologies from the FDI sector.

The rate of FDI enterprise technology transfer is quite low (less than 10%) and has not been
evidently improved, while intra-industry technology transfer is relatively poor. Statistics of the
Ministry of Science and Technology pointed out that the number of registered technology transfer
contracts of FDI enterprises as counted from 2007 was 336 contracts (this figure may be higher,
because the current regulations do not require enterprises to register their technology transfer
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contracts). In 2017 only, Samsung registered 2 technology transfer contracts with a total value of up
to USD 14,195 billion, equivalent to VND 323 trillion. Such figure number of technology transfer
contracts, against the current size of FDI and the number of active FDI projects, is still scanty.

The main reason for stagnated technology transfer is that the majority of domestic enterprises
are deficiently competent and sluggish in technology refresh. In fact, there is a big gap between FDI
sector and domestic sector when it comes to technology reinforcement, particularly, the proportion
of FDI enterprises directly procuring technologies is still in upward trend and the rate of self-
technological self-development dropped from 5% in 2011 to less than 1% in 2016. Meanwhile, the
rate of technological self-development remained unchanged in private enterprises (about 5-6%)
and experienced an upward trend at SOEs. The rate of technology acquisition by SOEs decreased.

Technology transfer in Vietnam is generally done by capital contribution, procurement of
machinery and equipment, training Vietnamese workers and engineers in operation, maintenance
and repair. This is more exactly like a movement of technology from the parent company (abroad)
and its subsidiary (in Vietnam), not triggering any change in the qualifications, competency,
technology innovation and creation. Moreover, the transfer of these technologies is mainly offered
and implemented by the foreign investors subject to market demands, not under the research and
proposal of Vietnamese enterprises. This leads to the poor effect of technology transfer and even
to a point where outdated technologies that potentially pollutes the environment are transferred.

It was statistically found by the Ministry of Science and Technology that as of 2017, most of
technology transfer contracts registered with the science and technology administration focused on
technological process transfer (73%), technical support (77%), training (71%), while technology
transfer was paid the last and least attention (13%).

3. Short flow of FDI into some prioritized sectors and fields and from transnational corporations

a. Vietnam has focused on investment promotion, applied a variety of policies to direct FDI
flow into a number of sectors, fields and localities in order to improve the economic structure of
some industries, but outcomes turned out under par. Agriculture stayed far from appealing inward
investment, as it accounted for just over 2% of the total number of projects and more than 1% of
the total registered capital by the end of 2017. Most new FDI projects are rounded up in those
localities with advantageous traditional material areas and favorable soil and climate conditions
for development of raw materials that serve processing plants. On average, each agricultural FDI
project has a very small capital scale compared to other projects (USD 6.9 million/project against
USD 15 million/project). The objective to draw FDI into post-harvest processing, preservation,
cultivation, husbandry and aquaculture has not been achieved, even though Vietnam has natural
wealth for these industries.

FDI projects for infrastructure development (roads, railways, inland waterways, aviation,
etc.) are rare although the country is now of high demand for these.

FDI enterprises rarely pour their money in research and development. Most world-class TNCs
in information technology and investment media have not set up their research and development
centers in Vietnam.
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Concerning service sector, the share of FDI capital in large-scale real estate projects is still
high. FDI flowing into intermediary services, high value-added services, education and training,
medicine, health care, environment, and the like, still account for a low proportion of the total
committed and realized FDI.

b. Since 2007, the partnership-based investment has experienced big structural advancement.
As regard to attracting FDI from Europe, Vietnam does a better job compared to Thailand,
Philippines and Indonesia, just behind Malaysia. Similarly, FDI from the United States to Vietnam
was higher than Thailand and Indonesia, lower than Philippines and Malaysia. Nonetheless, Asia
accounts for 71%, Europe and North America 16% of the total registered FDI capital. South Korea,
Japan, Singapore and Taiwan account for 21% of total investment capital from Asian countries.

Vietnam headed for attracting FDI from transnational corporations (TNCs) into high
technology and modern services, but the goal has failed and this situation dragged on with rare
improvements. By far there are only over 100 TNCs out of the world’s top 500 TNCs that operate
in Vietnam.

4. Some FDI projects lacking assurance of environmental sustainability and efficiency of land use

Parallel to the upsurge of FDI flows is the risk coming from some FDI projects that are
environmentally unfriendly and consume energy, resources and human resources to be moved
into Vietnam. Some FDI projects inside and outside industrial zones and export processing zones
have not strictly complied with the legal provisions on environmental protection. Quite a few FDI
enterprises have imported obsolete and polluting machines and equipment into Vietnam, which,
while not yet being detected, resulted in environmental consequences in some locations, far-
reaching impacts on human health and the regional ecosystem, caused conflicts of interest among
manufacturing, processing agricultural products, tourism, as well as between FDI enterprises
and the local communities. A series of FDI-caused massive environmental disasters have been
recently detected and threatened unpredictable social and economic losses. For instance, Vedan
discharged untreated wastewater into Thi Vai River (2008), Hyundai-Vinashin Joint Venture used
NIX waste particles that have been prohibited by many countries from shipbuilding technology for
many years (2007). The most recent environmental upset was attributed to Fomosa — the company
discharged toxic substance that poisoned and caused mass death of fish, severely impacting the
Central Coastal ecosystem (2016). Such disasters partly evidence the fact that Vietnam is making
home to FDI projects that intentionally destroy the environment.

Many FDI projects has low land use efficiency, which is reflected by the scanty investment
capital per ha of land. Competent authorities pay short attention to examination, inspection and
supervision. Many localities make no urge upon the recovery of unused land or revocation of
investment registration certificates for those non-conforming projects, leading to waste of land
resources and public pressing.

5. FDI enterprises committing acts of transfer pricing

Statistics spotted FDI enterprises as suffering the highest loss rate among types of enterprises
operating in Vietnam, their loss rate hitting up to 51.2% (in 2008) or 49.9% (in 2009). To deal
with this problem, several actions have been taken so as to control transfer pricing, for example,
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inspection of unprofitable enterprises. Such measures have made initial effect, leading to a fall in
the rate of unprofitable FDI enterprises to 44.3% in 2010 and 45.1% in 2011. The figure, however,
bounced back to reach about 48.0%. Ho Chi Minh City is favorable for production and business but
the percentage of FDI enterprises suffering losses is up to 50%; even 60%. Many enterprises suffer
losses for 3 consecutive years, some even for decades. This situation is repeated in Binh Duong,
Dong Nai, Lam Dong, Bac Ninh and Hai Duong. Tax Inspectorate has embarked in inspection to

work out the puzzle.

Some businesses mis-accounted the value of imported machinery and equipment as capital
contribution; value of fixed assets; value of associated transactions through service provision,
management fees, royalty fees, technical support fees, lending expense, guarantees, payroll,
training, advertising, sales, etc. However, they are sluggish to be inspected and supervised for
proper remedies. This leads to the risk of state budget loss, increases trade deficit and influences
the business and investment environment.

Some foreign investors in joint-ventures and limited liability companies with two or more
members have acquired the enterprise ownership through governance holding or qualifying
holding, in attempt to mask up their real profits and fake losses, charter capital losses, thereby
forcing “Vietnamese partners” to transfer their share and transform the enterprises into a 100%
foreign-owned. This cooled off the effects of policies encouraging Vietnamese enterprises to enter
into joint ventures and partnerships with foreign investors.

IV. OPPORTUNITIES AND CHALLENGES
1. Opportunities

The nation’s total development investment capital is estimated to reach 34% of GDP this
whole year, 33.5% for 3 years (2016 - 2018) (5-year target of 32-34%). The proportion of state
investment decreased. The proportion of non-state investment increased, particularly private
investment was estimated at 42.4% for this year, 40.8% for average of 3 years from 2016 to 2018,
higher than the period of 2011-2015 (38.3%). Realized FDI was estimated at the ever-time peak
of US § 18 billion for the whole year. It can be said that Vietnam has generous scope to realize the

goal of attracting FDI:

Firstly, recent years have seen a new trend of FDI into Asia - capital flight from China (currently
topping the world in attracting FDI) to other countries, while Vietnam is among countries regionally
appreciated as the choice of many transnational corporations. Against the current context when the
trade war between China and the US has crossed the borders of both two nations and shaken the
global economy, Vietnam is no exception to being loomed over. On the bright side, Vietnam is one
of the world’s top 5 countries to whom the US has the largest trade deficit with more than US § 38
billion in 2017. China-origin goods that are subject to the US’s import tax are of Vietnam’s forte.
As such, this should be a good opportunity for Vietnam to gain market share. On the other hand,
when the USD appreciates, the falling Yuan will benefit Vietnam’s exports in the short term, as
VND is typically pegged to USD. Moreover, inward investments to Vietnam may swell when the
FDI inflows to those countries subject to the US’s high taxes slack off.
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Secondly, a UNCTAD report published on June 24, 2015 said that 14.5 billion USD of FDI
realized in 2015 into Vietnam accounted for just over 1% of global FDI, indicating a spacious
scope to draw more FDI. In the next period, this scope will open doors for Vietnam to fetch more
sources of FDI.

Thirdly, Vietnam has just entered into new free trade agreements. Accordingly, the country will
remove tariff barriers, facilitate two-way trade between Vietnam and other developed economies
like the US, Germany, England, France, etc. This is a good chance to pull FDI from other countries
into our home. The participation in free trade agreements such as Vietnam - EU (EVFTA), will
facilitate the operation of businesses from both sides, boosting FDI flows from EU members to
Vietnam. In addition, Vietnam as the official host of APEC 2017 will have a great opportunity to
call upon investments from the attending countries.

Fourthly, the participation in significant regional and world economic associations, along with
commitments made in 2020, has greatly expanded our economic space to ASEAN, ASENAN +6, and
so on. This facilitates the expansion of investment cooperation between Vietnam and regional countries.

Fifthly, the contemporary attention of Vietnamese Government to investment environment
and competitiveness has become a magnet for investors. Vietnam’s investment environment
has improved obviously since mid-2014. In the current context, political stability and social
security become our prominent advantages against the regional and global instability, coups, anti-
government protests, terrorism, religious conflicts, ethnic conflicts in many countries. Despite
the relatively stable macro-economy, our government still pays attention to inflation and social
security, poverty reduction, which depicts a positive image of the Government in the eyes of
investors to Vietnam. It is worth mentioning the change in administrative procedures from 2014,
and particularly, the Law on Investment 2014 which paves the way for foreign investors.

Vietnam’s investment environment has somewhat gained a good currency among foreign
investors. According to the Korea International Trade Association (KITA), 49% of nearly 540
Korean enterprises taking part in the survey on investment environment in 32 countries affirmed
a business development plan in Vietnam in 2015 and the following years. This is a good sign for
Vietnam’s economy.

The above said factors have created certain opportunities and advantages for Vietnam’s
economy to mobilize FDI toward higher quality and socio-economic efficiency, step by step
accomplishing the goal of a “green economy” and creating a better and better material and spiritual
life for the society.

2. Challenges

Firstly, although Vietnam’s investment environment and competitiveness has improved, the
country has yet to satisfy the needs of international investors. Inward flows of fund go on while many
enterprises complain quite a few problems of the investment environment, such as cumbersome
administrative procedures, poor infrastructure and supporting industries, and growing inflation.
Law on Investment 2014 made significant changes, but it puzzled investors and made them less
assured of their business investment. These problems have been addressed by foreign investors for
many years as well as at domestic and foreign investment conferences.
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The ability to improve Vietnam’s economic competitiveness in general and Vietnam’s
investment environment in particular poses a big challenge for FDI attraction, as it will affect
the quantity and quality of FDI capital. Enhancing competitiveness depends heavily on the
implementation of measures to boost the attraction, efficient use and management of this capital
source in the coming time, as specified in Resolution 103/NQ-CP (August 29, 2013) of the
Government.

Secondly, FDI flows to Vietnam are not sustainable because they depend heavily on a few
large-scale projects. Recent years have seen the annual FDI capital based on a number of billion-
dollar projects, such as Samsung’s projects, LG Display. These are massive projects that can bring
about plentiful benefits to the localities. However, if they are not licensed or capital flight happens,
the local community will greatly suffer.

Thirdly,“Vietnamis fading out from being a tempting FDI destination, compared to neighboring
countries like Thailand and Indonesia, due to the fading advantages in labor, natural resources and
incentives.” In particular, the recent emergence of India may also pose big challenges for Vietnam
in attracting FDI.

Fourthly, Vietnam has to elect more quality investment projects inclined to high technology,
high added value and less environmental pollution, making it more difficult to draw FDI capital. .
Furthermore, Vietnam’s inadequate infrastructure and under-improved administrative procedures
make it less attractive in the eyes of investors.

Fifthly, against the backdrop of the industrial revolution 4.0, technology plays an extremely
important role in economic development as well as attracting inbound capital. Nevertheless,
Vietnam is struggling with the industrial modernization progress. That is why the country must go
a long way to draw FDI and has not achieved as it should have.

V. RECOMMENDED SOLUTIONS
1. Completing the institutions and favorable business investment environment to attract and effectively use FDI

a. Ensuring the consistency in macroeconomic policies, managing flexibly and tightly
financial, monetary and other policies, ensuring the macroeconomic stability, controlling inflation,
interest rates and exchange rate, ensuring major balances of the economy to bolster the confidence
of FDI investors so that they would invest in large and long-term projects in Vietnam, at the same
time effectively managing FDI inflows and capital flights from Vietnam.

b. Further improving the market economy institutions, administrative reform, especially
administrative procedures, ensuring a favorable, open, transparent, safe, stable and competitive
business investment environment in comparison with regional countries.

c. Completing the investment incentive policies towards focused and key areas and sectors
for each period. Incentive policies must be associated with the contribution of enterprises, conform
to the objectives and development orientations of the national socio-economic development,
concretized into criteria by size, fields, industries, lines of business, products, scopes, social
responsibilities.
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2. Developing a powerful FDI evaluation tool in order to improve the quality of state management of investment
activities

Formulating tools (indicators and metrics) to serve investment promotion, granting investment
registration certificates, granting investment incentives; at the same time, to evaluate and measure
the effect of FDI attraction and utilization, as well as the effectiveness of state management by
relevant ministries and branches and localities. In principle, the only index will be the weight-
average of the said component indicators. Weights are taken based on the objectives of attracting
FDI capital in each period and depending on the local conditions.

a. Investment approval criteria for a number of sectors and fields

Promulgating regulations on investment unit cost/land use area for a number of land-intensive
projects: urban areas, golf courses, racecourses ..., projects in industrial zones, export processing
zones, High-tech Zones; using labor/investment capital indicators to identify a labor-intensive project.

b. Criteria for evaluating the efficiency of FDI attraction and utilization in localities

Economic efficiency: Realized capital/registered capital; registered or realized FDI capital/
annual investment promotion cost; Proportion of on-going projects/total on-going projects in
the locality; Proportion of re-investment and expansion investment projects; Percentage of FDI
projects in high value-added sectors and business lines; Proportion of green projects.

c. Criteria for evaluating FDI performance

The boost to GDP increase generated by FDI sector; Value added of export goods/investment
capital of the FDI sector; Import/export ratio of FDI sector; Proportion of exports of FDI sector;
Proportion of enterprises using local inputs; Average labor productivity of FDI sector (added value/
total labor); Total expenditure for environmental treatment of FDI sector/total revenue.

3. Operating effectively all types of markets and open markets to draw FDI

Fully formulating and ensuring the effective operation of all types of markets, especially
markets directly related to FDI such as finance, land, labor and technology.

Reinforcing market liberalization of production factors. Restricting the issuance of non-
market-driven decisions on access to land, capital and market entry opportunities.

Removing barriers to market entry for foreign investors in sectors and field which Vietnam no
longer needs protection. Creating equal opportunities for FDI investors to buy appropriate shares
and to be strategic partners of state-owned enterprises under the scheme of SOEs restructuring in
order to improve the business efficiency.

4, Developing high quality infrastructure

Completing the system of policies and laws on infrastructure development investment
in order to further draw investment in high-quality infrastructure systems, such as: convenient
transportation infrastructure, electricity, water, logistics, etc., to reduce transportation costs, input
costs of enterprises, thereby improving the economic competitiveness.

Synchronously planning the investment in industrialization and urbanization development
(industrial zones and attached urban areas and dwellings). Determining specific responsibilities
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of the state and investors for sustainable development of industrialization and urbanization.
Stipulating the mandatory responsibilities of industrial zone infrastructure investors to assure that
attached social housing infrastructure and other social infrastructure occupy at least 20% of the
land area for the industrial zones in conformity with the planning.

5. Developing high-quality human resources to reposition Vietnam’s competitive advantage in FDI attraction

Elaborating a competitive labor market development strategy with a skilled workforce
adaptable to the context of Industrial Revolution 4.0 and global integration.

Improving the labor institutions in accordance with international practices, ensuring the
realization of new generation free trade agreements and enforcing labor standards; particularly,
commitments on allowing the incorporation of labors’ organizations not under the Vietnam General
Confederation of Labor in accordance with the roadmap in the CPTPP. Encouraging to attract FDI
by high quality human resources.

6.Attractingand using FDlinassociation with efficient exploitation and use of natural resources and environmental
protection

- Researching and amending the Land Law to attract FDI for large-scale agricultural
development, applying science and technologies to production in order to use land effectively.

- Promulgating criteria, standards and codes on exploitation and use of natural resources and
environment protection in attracting and using FDI, not drawing FDI at all costs; not drawing
projects that are likely to destroy natural resources and the environment.

- Completing the procedures for inspection, supervision, appraisal and auditing in order to
prevent foreign investors from contributing capital by outdated production lines, equipment and
supplies, avoiding the risk of Vietnam becoming a ‘technology dump’.

7. Encouraging, promoting and supporting joint ventures, association, and technology transfer between domestic
and FDI enterprises

a, Improving the competency of domestic enterprises to strengthen the association with FDI

sector

Developing a strong domestic business sector that is capable of global integration, utmost
supporting start-ups, innovation enterprises, small and medium-sized enterprises to enter into joint
ventures and association with the FDI sector, focusing on high technology, new and advanced
technologies, modern services, manufacturing industry, information technology and financial
services.

Promulgating mechanisms and policies to promote and assist domestic enterprises to enter
into joint ventures and associate through capital contribution, acquisition of shares and capital
contributions of FDI enterprises in those sectors and fields using high technology, new and
advanced technologies, step by step owning and mastering the technologies.

Developing policies to improve the competency of supporting businesses, attracting investment
into this field by providing financial support, training, human resource development and subsidy in
research and production projects for supporting industrial products.
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b, For FDI enterprises

Encouraging FDI enterprises to enter into joint ventures and association, facilitating
domestic enterprises to participate in the global production networks and value chains; developing
supporting industries and increasing the localization rate through domestic suppliers; transferring
technologies and modern management skills to domestic enterprises through joint venture and
association projects in a number of important sectors and fields of the economy.

VI. CONCLUSION

More than 30 years of FDI’s presence in Vietnam have proven the enormous role of FDI flows
in economic development. Nevertheless, to further improve the efficiency in all aspects of socio-
economic life, early actions and prevention of FDI’s negative sides is momentous, especially in the
context of a wide-ranging integration into the world economy.
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ABSTRACT

Crowdfunding channel using crowdfunding platforms to offer project founders opportunities to present their
ideas and collect money from a lot of investors through the internet instead of bank loans. This channel of
funding capital has seen many successful cases recently all around the world. The question of this research is
about the efficiency of this funding channel in Vietnam which will be examined through data collected from
most well-known crowdfunding flatforms in the world about Vietnam. Besides, this research also explores
the disadvantages of this channel in the context of Vietnam and proposes some suggestions to improve this

funding channel for Vietnam especially.

Keywords: Crowdfunding, disadvantages of crowdfunding.

1. INTRODUCTION

Crowdfunding is growing exponentially around the world, offering exciting opportunities for
both businesses and investors. Crowdfunding is still a relatively novel concept in Viet Nam, it has
only reached the country in the last few years. However, itis certainly a growing trend which is getting
both business people and investors really excited about its possibilities. However, the Vietnamese
market, with the economic and cultural characteristics of a developing country, there are many
inappropriate points to develop this market. The article explores the size and development of this
market in Vietnam through statistics from reputable sources to see the market’s development scale.
The article also analyzes the important shortcomings that make the development of this market in
Vietnam particularly difficult due to weaknesses in related fields, such as protection of intellectual
property, audit quality and network security. Since then the article has given some solution to
contribute to addressing these shortcomings, contributing to creating a balanced and effective
operating environment for this market base to promote its strengths. The research problems are the
weaknesses of crowdfunding in Vietnam Market. The object of the article is crowdfunding. The
applied research methodology is based on the positivism approach. The research methods applied

in the article are systematic literature review, comparison, subjective assessment.
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2. LITERATURE REVIEW

Goran Calic (2018) presented that Crowdfunding (CF) is the practice of funding a project
or venture by raising small amounts of money from a large number of people, typically via the
Internet. Sigar, K., (2012) stated CF as a capital formation strategy that raises small amounts of
funds from a large group of people through online means. Cambridge Judge Business School
(2015) presented that the modern crowdfunding model is generally based on three types of
actors: the project initiator who proposes the idea or project to be funded, individuals or groups
who support the idea, and a moderating organization (the “platform”) that brings the parties
together to launch the idea.

Loreta Valanciene, Sima Jegeleviciute (2013) outlined some strengths and weaknesses of
this model. Some strong points are: entrepreneurs keep the right to make company’s decisions
themselves, accessibility of capital, a chance to test the marketability, benefits for communities
through both local and global means and some weak points are: administrative and accounting
challenges, only internet-based, lack of advice, ideas and business models presented public can
easily be stolen, weaker investor protection and potential for fraud, current legal restrictions are
not suitable for equity crowdfunding and the risky nature of small businesses

Blechter et al. (2011), Sigar (2012) and Kitchens & Torrence (2012) suggested that despite
its advantages, crowdfunding is a novelty and emerging very fast, exploring the elements it could
exploit to its advantage could enhance the importance of crowdfunding and fasten its development.

Gobble (2012) paid attention to the fact, that getting financing through crowdfunding is
easier, in comparison to venture capital. Entrepreneurs might misjudge by choosing an easier way,
despite venture capitalists offer help - mentorship, advice, useful contacts - in addition to money.
Sometimes such help can be crucial for a small company to succeed.

3. RESULTS AND DISCUSSION
3.1. Overview on crowdfunding platforms in the world and in Vietnam

Crowdfunding can be a game-changer for micro SMEs wanting to raise money and their
profile. With the right strategy and approach, it can successfully launch a new product or idea and
even secures the future of a business through the long-term relationships it helps create. However,
as with anything there are risks attached to it. If these are left unmanaged, not only can a business
be left without the funds it sought but it could also end up in a worse position than when it set
out.  The research focus on the most strategic disadvantages of this funding model in Vietnam
market, the reasons made them become serious and propose some recommendations for related
parties to better this funding method.

According to the data base collected from Statista Organization through its web site relating
to the crowdfunding platforms all over the world, as shown in Figure 1 to Figure 8, it seems that
this funding platform has helped the businesses a lot through these years all over the world while
that scale in Vietnam is very small.

a/ Overview on crowdfunding all over the world
Transaction value in the Crowdfunding segment amounts to US$6,923.6m in 2019.

Transaction value is expected to show an annual growth rate (CAGR 2019-2023) of 14.7%
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resulting in the total amount of US$11,985.6m by 2023.
The average funding per campaign in the Crowdfunding segment amounts to US$794 in 2019.

From a global comparison perspective, it is shown that the highest transaction value is
reached in China (US$5,576m in 2019).

Figure 1. Total Transaction Value worldwide
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Total Transaction Value in the Crowdfunding segment amounts to US$6,923.6m in 2019
(until September, 2019).

Figure 2. Number of funding campaigns worldwide
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In the Crowdfunding segment, the number of funding campaigns is expected to amount to
12,063.9 thousand by 2023.

Figure 3. Average funding per campaign worldwide
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The average funding per campaign in the Crowdfunding segment amounts to US$794 in 2019.

Figure 4. Rank value worldwide
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With a total transaction value of US$5,576m in 2019, the highest value worldwide is reached
in China.

b/ Overview on crowdfunding in Vietnam

Transaction value in the Crowdfunding segment amounts to US$0.5m in 2019.
Transaction value is expected to show an annual growth rate (CAGR 2019-2023) of 11.4% resulting
in the total amount of US$0.7m by 2023.

The average funding per campaign in the Crowdfunding segment amounts to US$2,074 in 2019.

In the Crowdfunding segment, the number of funding campaigns is expected to amount to
0.2 thousand by 2023.

From a global comparison perspective, it is shown that Vietnam has raised a very small amount
of capital through crowdfunding channel

Figure 5. Total Transaction Value in Viet Nam
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Transaction value in the Crowdfunding segment amounts to US$0.5m in 2019. Transaction
value is expected to show an annual growth rate (CAGR 2019-2023) of 11.4% resulting in the total
amount of US$0.7m by 2023.
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Figure 6. Number of funding campaigns in Viet Nam
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The average funding per campaign in the Crowdfunding segment amounts to US$2,074 in 2019.

Figure 7. Average funding per campaign in Viet Nam
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In the Crowdfunding segment, the number of funding campaigns is expected to amount to
0.2 thousand by 2023.

Figure 8. Rank value in Viet Nam
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From a global comparison perspective, it is shown that Vietnam has raised a very small amount
of capital through crowdfunding channel.

3.2. Disadvantages of crowdfunding in Vietnam

Many researches have worked on this type of funding channel and discovered many related
risks. This research shed lights on the most challenging issues of this platform especially in
Vietnam financial market.

3.2.1 Publicized ideas and business models are stolen

In crowdfunding platforms, business ideas are presented online to everyone who has access
to the internet, meaning that the idea owners give access to everyone. In a society characterized by
connectivity, it is no surprise that the act of stealing business ideas occurs, both accidentally and
intentionally.

Popular safeguards a project initiator can put in place include trademarks, patents, or
copyrights to protect their ideas from being stolen. By using any three of these, project initiators
have sufficient ways to fight against those that may be looking to steal the concept. Unfortunately,
getting these things in place can be quite a long, legal process and even when the papers are
released, the process of collecting reliable proof of stealing events to bring the case to the court is
a really time consuming, costly and difficult.

Especially in Vietnam, the Ministry of Science and Technology’s Statistics shows that as of
2017, Vietnam has about 1,800 start-up companies. However, the number of enterprises conducting
intellectual property (IP) rights is only about 2%. According to the DNES Incubation Center,
there are 100 applications for the incubation program, but 97% of them have not yet applied for
registration of intellectual property rights.

Intellectual Property Office of Vietnam’s statistic shows a very little amount of IPR during 2018.
Table 1: Intellectual Property Data

Filed patent applications Granted patents
B B B B
y Y Total y Y Total
Vietnamese | Foreigner Vietnamese | Foreigner
1 | Patent 646 5425 6071 6071 205 2014
2 | Utility solution 370 187 557 290 65 355
3 |Industrial design 1694 1179 2873 1277 1083 2360
4 | Trademark 37476 8893 46396 14492 4070 18562
5 |Geo hical
. 'gra‘p e 5 1 6 9 0 0
indication
6 |Transfer of industrial
) 310 11 321 225 14 239
property rights

According to the surveys in practice, many start-up companies in Vietnam complain that
similar products of their products are available on the market from other big companies just a few
months after their ideas were shared to call for capital and many students have no idea or very
little knowledge on this issue. Consequently, when these students join the market after graduating,
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they do not have clear comprehension on protecting themselves or the awareness of not stealing
business ideas from the others.

3.2.2. Administrative and accounting complication.

Sigar (2012) showed that Entrepreneurs seeking to crowdfund their businesses should
consider the administrative and accounting challenges they are going to face. When a large
number of investors become shareholders, business will face even bigger administrative and
accounting challenges — “this would require meticulous and laborious bookkeeping of all
investments and shares in the business to determine the share of profits to which each investor
is entitled to”

Kitchens & Torrence (2012) emphasized the fact that a large base of unsophisticated investors is
a challenge not only to administrate but also to communicate. Even though currently crowdfunding
is based on donors receiving rewards, the job of recording contributions and sending rewards is

time consuming.

Besides, audited financial statements provide independent assurance that management
has, in its financial statements, presented a “true and fair” view of a company’s financial
performance and position. It underpins the trust and obligation of stewardship between those
who manage a company and those who own it or otherwise have a need for a clear and
objective view. And that list of stakeholders is wide - from the audit committee, shareholders,
employees and suppliers, to customers, banks, regulatory bodies and analysts. A rigorous
audit process will also, almost invariably, identify areas where management may improve
their controls or processes, further adding value to the company by enhancing the quality of

its business processes.

However, the accounting and auditing service market of our country has just been formed and
acknowledged for a short time, the laws are not synchronized, the elements of the market are not
complete. The scope of market activities is still narrow and has not been properly cared for by the
society. The team of accountants and auditors with certificate following international standards is
too small in quantity and limited in quality.

According to Vietnam Association of Certified Public Accountants (VACPA), there are more
than 160 independent auditing firms operating across the country. With each business needing
an internal auditor and with more than 600,000 businesses operating in Vietnam, the number of
customers for auditing firms is too large, resulting in high audit costs. If businesses want to save
money, they may receive incomplete and even erroneous audits. Currently, there are nearly 160
enterprises granted certificates of sufficient conditions to carry on business of audit services and
there are nearly 11,000 employees working in auditing firms across the country but this number
is still too low compared to market requirements. Vietnam has more than 90 million people,
accounting for 1/6 of the population of ASEAN countries but the number of accountants and
auditors with practicing certificates only accounts for about 2% of the total number of accountants
and auditors currently ASEAN countries (4,000 / 196,000).
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Currently, at the Ho Chi Minh Stock Exchange, only about 35% of listed companies are
audited by the group of 4 leading auditing companies in the world (Big 4), while at the stock
exchange Ha Noi, with this rate is only about 16%. While in general view, Big 4’s results and audit
process are more prestigious and many markets around the world, the rate is 60%.

When it is difficult for businesses to obtain reputable audited financial statements, it is difficult
for enterprises to raise capital to prove the transparency and attractiveness of their projects from
capital calling stage to the later management stages to have project development, and persuading
investors based on reputable data will limit the conflicts that can be caused by too many people
involved in corporate governance.

3.2.3 Internet security

There are several types of privacy and security problems that can arise as a result of a
crowdfunding campaign. Since information on the internet seems to live forever, a campaign to
raise funds to pay personal bills may affect a job offer many years later if the employer does an
internet search. Other problems may exist as well. In an effort to connect with the audience and
make them feel invested in the project, campaign owners may get carried away and share too many
personal details of their lives. This information could fall into dangerous hands and compromise
the safety of the campaign team and their families. Details such as home addresses, locations,
photos of license plates, cell phone numbers and names of schools or other such places should
never be made public online.

Similarly, for those donating money, it is vital to choose sites that are dedicated to protecting
their financial and personal data from possible scammers and con artists.

There are the requisite bad seeds in every group. Though some websites have rigorous
screening processes, a scammer may slip through. Others don’t have this process to begin with,
increasing the chances of someone who will either fail to deliver on a project or never intended
to do so in the first place. This can become a major problem for those who visit crowdfunding
websites to donate. For the rest of the campaign owners, it can also mean a general lack of trust
around crowdfunding which can affect the whole community. Whether it is an individual, a team
or a charity that asks for a donation, it is up to the donors to do their due diligence in terms of
understanding where their money will go and whether they are ready to take a chance on an
unknown person. The first source of information is a simple google search. For those looking to
give to a cause or a campaign and for those who choose to help spread the word for one, simple
steps to gather some information will help stop these scammers before they can get away with

swindling innocent people.

According to the Industry statistics, around 61% of the personal computers in Vietnam are
infected by malware and is among the top countries having the highest rate worldwide of personal
devices infected with virus or malware. Therefore, a detailed and structured cyber security law
is of utmost importance for Vietnam in current scenario. Over the years, Vietnam has been
observed to grow in terms of the number of cybercrime and is on the edge of becoming a mid-tier
cybercrime hub, opening opportunities for cybersecurity companies looking to tap this market.
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Some of the major cybercrimes that the country witnessed during 2018 were crypto-mining
malware, ransomware and others. Almost 60% of the network system of agencies and enterprises

were infected with crypto mining malware during the year 2018.

3.3. The reasons leading to these disadvantages
3.3.1 Publicized ideas and business models are stolen:

Firstly, in the education system of Vietnam, the issue of intellectual property rights lacks of
serious concern, leading to the shortage of awareness about IP for students.

Secondly, in the traditional market of Vietnam, the problems of stealing business ideas have
happened a lot of time, many businessman get used to it and have to accept it as a risk instead of
trying to stop it from happen.

Thirdly, the process of getting the IPR is complicated, costly. In terms of the general
organizational structure of the intellectual property system, the model of three agencies in charge
of three different areas of intellectual property rights operates in a decentralized, discrete, non-
systematic manner. The system and inter-sectoral coordination mechanism are weak and not tight.
Up to now, the system of legal documents is still relatively complex, consisting of many steps with
different guiding documents; the uniformity and consistency in regulations among legal documents
is not high; some regulations are not detailed and clear leading to many different interpretations
and practices; Some regulations still lack feasibility, not really suitable to the reality of socio-
economic development of Vietnam.

Regarding establishment of industrial property rights, the processing time of applications is
prolonged, not guaranteed within the prescribed time limit. Regarding the protection of intellectual
property rights, there are currently many agencies with administrative sanctions, with no main
clue, each agency is in charge of a sector (specialized) or a scope (in the market, at place of
production), the scope of authority and responsibility of the agencies is duplicated, there is no
close coordination; Activities of updating and exchanging information among ministries, branches
and localities have not been timely, leading to the ineffective coordination between the concerned
agencies. Meanwhile, the court system is not sufficiently trained and experienced to solve quickly
and effectively intellectual property cases.

Fourthly, the sanctions in case of event are not clearly formulated and not strict enough.
It is a fact now in Vietnam that intellectual property infringements are largely imposed with
administrative sanctions.

According to the provisions of the Law on sanctioning of administrative infringements and
Decrees on sanctioning of administrative infringements in the field of industrial property and in the
field of copyright and related rights, the maximum fine level for infringements for individuals is 250
million and for organizations is 500 million. According to the provisions of the 1999 Penal Code
and amended in 2009, to institute criminal cases for crimes of infringing upon industrial property
rights and copyrights, related rights and agencies. The function must be conducted to consider
whether the violation is commercial scale. However, the documents guiding the implementation of
the Criminal Code on these two crimes do not have specific instructions on how, or at what level
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of commercial scale. For civil remedies, the right holder is reluctant to sue for a long procedure in
Vietnam, also in accordance with the civil procedure code, the obligation to prove that belongs to
the litigants, therefore, To sue the case requires the participation of lawyers and Vietnam currently
does not have a specialized court on intellectual property, making it difficult for the trial process of
intellectual property infringement.

From the inadequacies of the above regulations as well as from our practical experience, the
enforcement of rights, the application of sanctions in the field of intellectual property is currently
not effective, no deterrent.

3.3.2. Administrative and accounting complication.

Firstly, enterprises in Vietnam have traditionally used internal financial reports that do not
follow international standards and do not hire independent auditors, but many businesses are still
operating well based on mutual trust instead of relying on closely audited reports, therefore, they
have not yet realized the importance or importance of auditing.

Secondly, auditing costs in Vietnam are still high and the enterprises are not willing to pay
for a service when they do not have well knowledge about the its benefit, especially for the audit
service, it is intangible property.

Thirdly, international accounting and auditing standards of the students was not understood
well through the education system of Vietnam’s universities, leading to a generation of startups
lacking of the knowledge about the importance of standardizing the reports and papers systems

3.3.3 Internet security

Vietnam is considered as one of top worst countries in term of network security mainly due to
the fact that Vietnam is a developing country and Vietnamese people have only recently accessed
to computers and the internet, therefore, there is a lack of understanding of how the network
operates and how hackers can attack to get their information, leading to the attitude of being quite
reckless with the risks of cyber attacks.

4, SOME SUGGESTIONS TO IMPROVE THE CROWDFUNDING CHANNEL
4.1 Publicized ideas and business models are stolen:

e Universities, especially those with economic sectors, should integrate intellectual property
rights into the educational program to build a knowledge base for students, which helps students
be aware of the protection of their ideas and limit the act of stealing ideas without intent due to
poor understanding

e The National Office of Intellectual Property should have propaganda programs to raise the
general awareness of intellectual property for enterprises, especially giving detailed guidance on
procedures, and shortening the time for granting Intellectual property rights for businesses

e In startup communities or investment funds dedicated to startups, those who already know
the importance of IP should contribute to raising awareness for the whole community.

e Even when there is a legal IP right, the idea owners must actively protect their ideas by discreetly
selecting the content related to products or services to minimize the act of copying from others
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e The State must take severe sanctions against acts of intellectual property infringement.

4.2, Administrative and accounting complication.

e Project initiators should understand the importance and impact of business accounting
following the international standard accounting system and spend money on independent auditors
to enhance the project’s reputation.

e Investors should consider the transparency of information based on how the enterprise
accounts for project parameters and whether or not it hires independent auditors.

e Auditing firms may consider offering low-cost audit packages with a number of key
categories for startups to assist businesses to build trust with investors.

4.3. Internet security

e The government should have national digital transformation strategy to build a
digital economy and digital society. Security in the cyberspace is critical to successful digital
transformation, adding that the need for a safe and secure cyberspace will drive Vietnam to create
world-class products and solutions and improve the awareness of security

e Investors as well as callers should choose reputable and highly confidential platforms and
consider buying their own security packages when accessing the internet.
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THE EFFECTS OF CAPITAL STRUCTURE ON THE PERFORMANCE
OF START-UP COMPANIES

Vu Duy Hao', Bui Thi Thu Loan?, Dang Phuong Mai*

ABSTRACT

This paper examines the relationship between decisions of initial capital structure and start-up companies’
performance using data from 268 start-ups in the period of the initial 5 years in a business cycle. Unlike
the majority of current research on mature firms illustrating a negative association among leverage and
performance, there is significant evidence that financial leverage affects return on assets of newly firms
positively has been found. In addition, having a bank loan has a positive impact on the performance of
nascent firms. This research results suggests an early relationship with financial institution such as banks

should be done in case start-ups have prospective business opportunities.

Keywords: Start-ups, capital structure, performance, crisis, financial leverage.

1.INTRODUCTION

In the field of corporate finance, research on capital structure and the impact of capital structure
on business performance has formed massive documents. However, while almost these studies
were examined on the samples of mature firms such as listed firms in the stock market, large
corporations or incorporations, research on the sample of new entrants to the market is extremely
scarce. Nevertheless, results in samples of incumbents cannot represent start-ups because of the
difference in firm characteristics relating to business cycles.

The difference in capital structure decisions between entrepreneurial start-ups and incumbents
is effected by the availability of financial resources. While mature firms tend to build an optimal
capital structure that maximize corporate value based on the availability of credit demand, startups
could not afford the opportunity. In the early stages of a business cycle, funds mobilized from
the Initial Public Offering (IPO) or issuance of stocks and bonds are not available to young
entrepreneurs. In addition, serious information asymmetry due to a lack of history of operation
and reputation also prevented businesses from accessing capital from outside investors. Thus, to an
extent, the decision to structuring an enterprise’s initial capital depends on the availability of funds
from the supply side rather than from the demand side as mature businesses.

Building capital structure based on the availability of credit supply seems more difficult to
new firms in developing countries. For instance, in the the context of a relatively new economy
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like Vietnam where venture capital funds or government funding are not available, access to
official credit is limited. Thus, the question is that if entrepreneurial start- ups have distinct finance
constraints, how would it affect business performance.

This view derives from the arguments that financial shortage as well as difficulties in accessing
sponsored capital is a typical barrier to entrepreneurship. And this is also considered the biggest
barrier to start-ups (Pickernell et al., 2013). These barriers in turn, have an effect on choosing
initial capital structure. Therefore, when financial constraints are severe, new entrants are likely to
achieve better business results when access to external resources is greater.

Based on this approach, along with literature and empirical previous research on financial
structure of incumbent firms, we developed hypotheses on the relationship between leverage and
business performance in case of start-ups. The results have indicated that except for the emergence
of financial slack in 2013-2014 which was the peak of recession in Vietnam, regardless of how
these funds are assembled, they reflect the positive impact of financial leverage on performance
in which they emphasize the significance of having a formal bank loan to the profitability on the
assets of newly established firms.

These findings enrich the understanding of capital structure which was limited to the area
of newly established businesses by different characteristics in the early stages compared to long-
standing businesses. In addition, confirming the role of outside financial resources as well as the
financial relation to a bank at a startup period has great significance to new entrants.

The following include (2) Literature review, theoretical background and methodology; (3)
Results and (4) Conclusion.

2. LITERATURE REVIEW, THEORETICAL BACKGROUND AND METHODOLOGY
2.1. Literature review

Capital structure decision is one of the key decisions in corporate finance as there’s great
relevance to the different aspects of business performance. Accordingly, the notable theoretical
principles of financing options as well as the impact of these decisions on business outcomes can
generally be interpreted or explained based on either trade-off theory or pecking order theory.
These are two predominant in competitive theories.

According to the trade-off theory, taxes, bankrupt and agency costs are considered simultaneously
combined in the optimal capital structure. Therefore, when these costs exceed the benefits of debt
use, businesses will face the possibility of being punished, bankruptcy or being merged. However,
the presence of bankruptcy costs seems to have little to do with the level of debt use, although they
do exist (see also Chung et al, 2013; Franha & Santos, 2011). Thus, according to this theory, high
levels of leverage may have a positive impact on business performance because of the capability of
resolving conflicts between owners and managers relating to the availability of free cash flow, which
may lead to a risk of decreasing the corporate value (Jensen & Meckling, 1968). This idea was also
supported by DeAngelo, Masulis (1980) and Harris & Raviv (1991) who concluded that firms that
have secure tangible assets and high profits should have higher debt rates in order to take advantage
of the tax shield, increase investment opportunities and minimize agency costs.
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The pecking order theory was proposed by Myers (1984) derived from Donaldson’s suggestion
in 1961 that supporting internal capital generation and avoiding dependence on outside finance since
this funding will force them to obey the rules of the capital market (Myers, 1984). Accordingly,
capital structure is proposed based on the position structure, where companies prefer mobilizing
internal finance over using external financing and issuing debt over shares. This hierarchy is to
minimize the negative impact generated from information asymmetry on enterprise investment
decisions for projects with positive NPV, to avoid being underquoted by the market. Accordingly,
in general, higher profit companies tend to have low debt leverage to avoid paying high interest
rates from outside financial resources. This also helps interpret the relation between profitability
and financial leverage.

Based on the two dominant theories, massive research was employed. As a result, little
research illustrates that debt ratios were directly propose to profitability (Long & Maltiz. 1985)
but only at ceasing levels of debt that were calculated specifically to each research (Reid &
Xu. 2005; Nguyen. 2015). In contrast, negative relationship between capital structure and
performance seems to be much more popular, such as in the studies of Friend & Lang (1988),
Timan & Wessels (1988), Ebaid (2009); Vithessonthi & Tongurai (2015) and this negative
relation also is indicated in most capital structure research in Vietnam including research of
Chang et al (2014); Doan (2010), Dang (2016), Trinh (2013). However, most of this research
was examined on samples of mature firms that capital structure constructions mainly rely on
the demand side with the assumption that financial resources are always available. Therefore,
these results cannot represent new entrants because initial financial structure is more affected
by considerations of capital investors than managers. This issue can be analyzed more clearly
based on approaches of agency cost issue generated between managers and debt holders and
information asymmetry issue as presented below.

Agency cost arises in case of new firms due to the conflict between debt holders and
entrepreneurs. The presence of this cost leads to start-ups having less debt in their capital
structure. The reason is that nascent firms have little reputation and face high possibility of failure.
Accordingly, the possibility of using financial leverage might simulate them to invest fund in risk
projects or in the projects with negative NPV. Therefore, to limit their expose to risk, long-standing
businesses that show well reviewed repay history may obtain loans with low cost (Harris & Raviv.
1991). Consequently, the present of agency cost prevent newly established firm obtain the external
finance in the first stage of life cycle.

Approach of information asymmetry issue also agree the view that newly established firms
would grant less debt in the start-up stage. From the view of pecking order theory, there does
not exist an optimal leverage. This changes throughout the time, depending on the situations and
circumstances. Accordingly, in the startup stage of business cycle, new small businesses will use
debt to compensate the shortage of cash because they are limited in the capability of generating
cash flow at the early phase of a firm’s life cycle (Miettinen & Virtanien. 2013). From the view
of debt holders, this indicates the lack of financial flexibility. Thus, giving a loan to a start-up is
generally riskier compared to working with a larger company (Stiglitz & Weiss, 1981; Berger &
Udell, 1998). Consequently, new venture will have less debt in initial capital structure.
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To summarize, both approach on information asymmetry along with agency cost agree that
new ventures will receive less debt than their demand. To reduce the effects of information opaque
as well as optimal financial contracts, outside investors require collateralizable assets (Ravid &
Spiegle. 1997), or collaterated estate owned by entrepreneurs or outside investors offering a higher
interest rate to prevent themselves from the possibility of higher failure (Berger & Udell. 1998).

However, while the role of finance widely known is a critical element in performance and
development of these enterprises, the lack of capital will prevent new firms from manifesting
investment opportunities as well as beginning operation on a desired scale (Colombo & Grill.
2005). Therefore, this might have an influence on startup size and performance. Base on these
arguments, very little work is employed based on the sample of new ventures. Nonetheless,
examining these documents carefully, we’ve come to realize that.

Firstly, although studies have examined the first stage of corporate finance but they mainly
focus on examining determinants to capital structure rather than the relationship between capital
structure and business performance (Cassar 2010; Huyghebeart va Gutch, 2004, 2007; Robb &
Robinson, 2010; Sanyal & Mann. 2010; Scheer at el. 1996; Miettinen & Virtanen. 2013) although
they mentioned this relation (Franhan & Santos. 2011; Huyghebeart & Gutch. 2004; Robb 2002;
Rob va Robinson. 2010). We have recorded only two research employed by Franck & Huyghebeart
(2010); Ebiringa (2011).

Secondly, in recent research, except for review study conducted by Ebiringa (2011) in Nigeria,
other research is employed on developed countries, for instant Belgium (Gailly 2011 ; Huyghebeart
& Gucht. 2004, 2007), Portugal (Farinha v& Santos, 2006, 2008), America (Berger & Udell. 1998;
Robb & Robinson. 2010; Saynal & Mann. 2010; Scheers et al. 1993), Australia (Cassar 2004),
Canada (Astebro & Bernhardt. 2003), Italy (Colombo & Grilli. 2005) and Finland (Miettinen &
Virtanen. 2013) or on international data of developed countries including two nations in Asia,
China and Thailand (Nofsinger & Wang. 2011). Apparently, this empirical work is employed in
nations having institution extremely different from developing countries, including Vietnam with
a transition economy, start-up environment has almost not improved so far, particularly in financial
support item for new venture.

Thirdly, recent research has not controlled the effects of financial linkage with official finance
by a bank loan in the initial financial structure decisions as well as economic cycle factor in a
model impact of capital structure on performance.

According to above statements, the question set out is that in a relatively new context like
Vietnam with external financial resources such as venture capitalists, sponsored finance from the
government is not available. In addition, information asymmetry issue seems to be more severe
to new established firms. Then, how does initial capital structure affect business performance in
crisis periods?

2.2. Developing hypotheses and research model

The principal argument in this research is that start-ups tend to use relatively high leverage
compared to others, ceteris paribus along with using at least a bank loan right in the startup stage
would bring some benefits for new venture. They could have access to financial resources easily
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in later financial stages and have better conditions to start business opportunities right when
they begin their activities. The reason is that they have greater financial flexibility because of the
financial constraint decreased.

This opinion considers financial constraints in initial capital structure to probably have a real
effect on new ventures’ performance. New firms considered to be affected by financial constraints
if they cannot access financial resources to start their business. Consequently, they cannot manifest
their investment opportunities. This problem is common to small firms, especially enterprises in the
first stage of a life cycle due to both cash flow and internal finance (Carpenter & Petersen. 2002).

This issue is motivated by a common opinion expressing that barriers in the credit market
prevent firms from operating at an optimal size, right when they begin their business activities.
With the presence of severe barriers, newly established firms have to pursue informal financial
resources or compensate the capital shortage by using credit trade (Peterson & Rajan. 1994) that
has a higher cost compared to a bank loan. Therefore, this affect the performance.

Based on these justifications, research expects that

Hypothesis 1a: Capital structure with high leverage has a positive impact on the performance
of newly established firms.

Hypothesis 1b: Effects of leverage on performance of newly established firms are positive if
they use at least a bank loan right at the first stage of business cycle.

Models researching on the effect of capital structure on the performance of new entrants
also use controlling variables in most research in this field including industrial, size, age and
macroeconomic variables such as GDP and lending interest rate.

Besides, in this paper’s content, crisis factor is also applied in the research model. Apparently,
disadvantage shocks from market bring a negative effect to good demand and constraints/limit
firm’s manufacturing capacity right when signs of risk and uncertainty increase. To react to this
disadvantage, in corporate finance aspects, firms rebuild capital structure to reduce the risk, or adjust
business operation to adapt with changes of the market. These exogenous shock will impact on the
relationship between financial structure decisions and performance. Therefore, this research also
proposes a negative effect of maximum crisis fraction to the performance of new established firms.

Based on the theoretical frame and justifications on variables taking part (Table 1), we propose
our research models.

ROAi,t = B0 + BILEV + B2SIZE +B2IND + B3AGE + B4BALN + BSGDP +B6 CRISIS + B7INT it
ROEi,t = B0 + BILEV + B2SIZE +B2IND + B3AGE + B4BALN + B5GDP +B6 CRISIS + B7INT + ¢i,t

Table 1: Variable and measured scale description

STT Variable and measured scale Researches
LEV Finance leverage of firm i, year t = Total |Harris & Raviv (1991); Huyghebeart &
liabilities/ Total assets Gucht(2004, 2007); (Robb & Robinson,

LEV1 |External debt = ( Loan + credit trade)/Total |2010), Vithessonthi & Tongurai (2015)
assets
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STT Variable and measured scale Researches
ROA Return on Assets = Return before taxes, interest | Chaiporn.va Jittima. T (2015); Lang
and depreciation(EBITDA)/Total Assets et al,. 1996; Pham (2015); Ebiringa

ROE  |Return on Equity = Return before taxes,|(2011); Frank & Huyghebeart (2010).
interest and depreciation(EBITDA)/Equity
SIZE Firm size measured using the natural|Sanyal & Mann (2010); Rajan &
logarithm of total turnover for firm i in year | Zingales, (1995); Huyghebear t& Gucht

t, expressed in Vietnam dong. (2004, 2007); Robb & Robinson. (2010);
Titman & Wessel, (1988); Harris, Raviv
(1991)
AGE Number of years since new venture Vithessonthi & Tongurai. (2015)
established
IND Industrial: A set of industrial dummy|Huyghebeart & Gucht (2004, 2007);
variables given by VCCI. Robb & Robinson. (2010); Harris &
Raviv (1991)
INT Lending interest obtain from the state Bank |Huyghebeart & Gucht (2004)
of Vietnam

GDP GDP growth rate year t obtained from IMF Vithessonthi & Tongurai (2015)
CRISIS |Maximum crisis: A set of dummy taking a value of 1 if firms’ operating year was 2013
and 2014, others =0.

Official |A binary variable taking a value of 1 with firms having at least a bank loan in a

loans period of the initial 3 years, others taking value 0.

Source: Author's collection
2.3 Methodology
2.3.1Sample and data collection

Our raw data set consists of 367 truly new firms that were registered for establishment at
the Hanoi Department of Planning and Investment and given a tax registration number by the
Hanoi Tax Department in 2010 and observed in the initial 5-year period. We collected a sample
including enterprises established at the same time to ensure greater homogenity in macroeconomic
condition at the moment of foundation depending on suggestion given by Huyghebeart &
Gutch (2004). The sample was collected using the following method of proportionate stratified
sampling depending on the number of firms distributed on every district in Hanoi.

We selected firms established for employing research in Hanoi only, upon the following
considerations (1) Some studies suggest that capital structure is different among provinces
(Robb and Robinson 2010). Thus, Hanoi is the center of finance and economy and one of the
three cities having the largest number of new entrants in Vietnam, therefore it would be a better
selection for research. (2) The possibility for collecting database. Little research having been
conducted on new ventures is a common phenomenon although they are considered an exciting
researching object. To explain the phenomenon, most researchers pointed out the fact that data
are not available (Huyghebeart & Gutch. 2004; Cassar 20010), even not exist (Robb & Robinson
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2010). Thus, we attempt to collect in the best of possible conditions while ensuring district
principles for research.

Firms in the sample are consistent with the researching object. They are absolutely new
firms, neither arising from split-ups nor being newly established subsidiaries from existing firms.

We excluded 56 enterprises experiencing bankruptcy from the original sample. We also
came to exclude 21 firms that had incomplete financial statements or information recorded on
these statements. 17 other firms continued to be excluded from the sample. They were firms that
had negative equity, which causes the possibility of making detorted ROE as well as exaggerating
overdose financial leverage. Finally, 5 others were filtered out of the data set because they had
very small total assets (4 firms have less than 500 millions VND) or having outlier authorized
equity (one firm with authorized equity of more than 1.000 billion VND).

The final sample consists 268 firms with 1068 observations. A sample size used in regression
analysis is quite homologous compared to recent studies on start-ups or small and medium
enterprises samples.

Firms in the sample were divided into over 6 industries illustrated in Table 2 below based
on current regulations issued by the General Statistic Organization and criteria of industrial
classification proposed in the annual enterprise survey reports of VCCI.

Table 2: Categories of newly established enterprises according to industries

Industry Freq. Percent Cum.
Agriculture and others 48 2.99 2.99
Manufacture 251 15.61 18.59
Construction 367 22.82 41.42
Service and Trading 673 41.85 83.27
Construction Materials 149 9.27 92.54
Transportation 120 7.46 100.00
Total 1,608 100.00

Source: Author s evaluation
3.2.2. Data analysis

We used a package of STATA software version 12 to estimate the regression equations that
we proposed above. First off, bivariate relations among variables were explored via examining
correlation. Then, we used ordinary least square (OLS) to examine the effect of leverage to business
performance. Then, Hausman’s test was employed to discover which models are more suitable for
the data set between Fixed Effects Model (FEM) and Random Effects Model (REM). The result
suggests that FEM is suitable for the character of data in this research. The research also examined
some necessary test for regressive assumption to ensure the result of regression is blue such as
autocorrelation, multicollinearity and heteroskedasticity.

Finally, to validate our research results, the robust option was performed to recalculate
standard errors in case the models violate regressive assumptions.
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3. RESEARCH RESULTS
3.1 Descriptive statistics

3.1.1 Descriptive statistics on the capital structure of newly established firms

Table 3 provides descriptive statistics on capital structure of newly established firms for our
sample. The results show that start-ups mainly used traditional finance including debts and equity
in the initial capital structure.

Unlike new ventures in developed countries, outside equity and sponsor finance from the
Government did not find in detail report of any firms in the sample. Only two firms report about
a leasing in their balance statements. This is also difference with finding about using leasing to
compensate credit shortage of start—ups in the initial years of operation.

Table 3: Descriptive statistics of the capital structure of newly established businesses

Variable N mean p50 sd min max cv
LEV 1608 | .447083 | .452353 | .320166 0 .99949 71612
LEV1 1608 | .338048 | .285365 | .299703 0 98691 .88657
LEV2 1608 | .155145 0 234717 0 93224 1.5129
CREDIT 1608 | .184223 | .093556 | .220571 0 97438 1.1973
TRADE
EQUITY RATIO| 1608 |.535664 | .518476 | .321728 | .00181 1 .60062

Source: Author s evaluation

Regarding difference financial resources used in the first initial five years of operate, start-ups
used average finance leverage(LEV) around 44% on total liabilities. The percentage of credit trade
is not high, less than 18.5%. Similarity, average bank loan rate(LEV?2) also take only approximately
15.5% in which focus mainly in short term debt. Long- term debt take only 3.5% on total liabilities.
This finding indicate capital structure of start-ups in the sample use percentage of bank loan and
credit from suppliers much lower and percentage of equity much higher than peer in developed
countries ( see also Huyghebeart & Gutch. 2007; Robb & Robinson. 2010).

3.1.2. Descriptive statistics on the performance of start-ups

In the early period of operation, firms reported low profitability. On average, both return
after tax on total assets (ROA) and returns after tax on equity are -1.5% and -1.9%, respectively.
However, median value indicates that start—ups did not absolutely lose in the initial years of
operation. Median value of ROA, ROE and ROS are 0.06%, 1.2% and 0.07%, respectively (Table
4). These results indicate that more than a half of this observation is recorded to have a profit rate
on their income statements (although it is very small). This also shows the large amplitude on the
percentage between profit and loss in start-ups.
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Table 4: Descriptive statistics on the performance of start-ups
Variable N Mean p50 Sd min max Cv
ROA 1608 | -.0153027| 0006238 | .1086452| -1.345141| .4649909| -7.09976
ROA(EBITDA) | 1608 | .0075753| .0056719| .104953| -.6480233| 1.202437| 13.85464
ROE 1608 | -.0190919| .0012481| .2914891| -2.88788| 1.202437| -15.26769
ROE(EBITDA) | 1608 | .0503866| .0119779| .3070176| -1.918675 1.5741| 6.093236
ROS 1608 | -.1110954| 0007898| .3999796| -2.932998| .6484793| -3.600326
ROS(EBITDA) 1608 | -.0621684| 0065928| .3883387| -2.932998| 1.354856| -6.246565

Source: Author s evaluation

The amount of the highest loss was recorded to be three times greater than the total assets
and nearly 1.5 times to equity. Besides, highest profits percentage reported to ROA and ROE were
46.5% and 120%, respectively. Because the size of total assets and equity of start-ups is very small,
the amount of profit of start-ups is insignificant although they report a high percentage of profit.
In addition, the low percentage of return on revenue expresses that firms almost did not generate
revenue sufficiently to cover expenses.

However, when considering profitability on cash flow basis, return before tax, interest and
depreciation on assets or equity respectively are 0.07% and 0.5%.

3.2 Regression results of effects of leverage to the performance.

3.2.1 Regression results of effects of leverage to assets

Table 5: Regression results of effects of leverage to assets

Std. Err. adjusted for 268 clusters in ID)
ROA(EBITDA) |Coef. Std. Err. Z P>|z| [95% Conf. Interval]
LEV .0725303 .0202165 3.59 0.000 .0329066 | .1121539
SIZE .0134999 .0027895 4.84 0.000 .0080326 | .0189673
IND .0500954 | .0034228 14.64 0.000 .0433868 | .0568039
BALN .0245363 .0065243 3.76 0.000 0117489 | .0373237
GDP -.0118061 | .0040454 -2.92 0.004 -.0197349 | -.0038772
CRISIS -.0187887| .0048737 -3.86 0.000 -.0283411 | -.0092364
INT -.0014933 | .0008922 -1.67 0.094 -.0032419 | .0002553
_cons -.4504066 | .0623322 -7.23 0.000 -.5725754 | -.3282377
sigma u 03971968 sigma e sigma e | .07976307
Rho .19870187 (fraction of variance due to u 1)
R-sq: within = | 01738 | | | |

Source: Author s evaluation

Table 5 presents an estimated effect of leverage on firm performance using the panel OLS
regression with fixed effect model and strengthened by the robust option to validate the research
results. The dependent variable in this model is the return before tax, interest and depreciation
(EBITDA). The result shows that the coefficient on leverage(LEV) is positive and statistically
significant at the level of 5% (p-value= 0.000). Then, the estimated result suggested that leverage
has a positive effect on the performance of newly established firms. This relation is consistent
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directions of impact. Correlation analysis examined before also identifies positive correlation
between these two variables (0.3630*, p-value= 0.000). In terms of economic significance, the
estimated result suggests that increasing by 1% in the leverage of new ventures involves increasing
approximately by 0.72% in ROA calculated on EBITDA.

Contrary to most findings suggesting that leverage ratios have a negative effect on mature
firms, even in studies in Vietnam, we find a positive effect of financial leverage on newly established
firms, which is similar to the finding of Long & Maltiz (1985); Franck & Huyghebeart (2010) and
Ebringa (2011). Thus, these findings provide evidence demonstrating that higher leverage start-ups
have better profitable to lower leverage firms.

In addition, estimated results also express the role of having a bank loan in initial capital
structure. The result indicates that if early business operation of firms is financed by formal credit
channels, firms obtain better performance. This remark was supported by the positive impact of
having a bank loan on performance with coefficient on BALN = 0.0245 at 5% level of significance

Besides, the research also confirms the positive impact of the size of firms on the ratio of
EBITDA on total assets. Industrial effects also indicate that start-ups operating in the industry of
trading and service, and the industry of manufacturing are more likely to make profit. Nevertheless,
economic crisis impact negatively on start-up profitability.

3.2.2 The effect of leverage on profitability on equity
Again, regression results confirmed the positive relation between leverage and the performance

measured as EBITDA on equity (f = 0.102, p-value < 0.005) as shown in Table 5. Estimated
results, again, indicated the role of having a bank loan in decisions on initial capital structure

and the negative effect of economic crises on firm performance (=0.0813, p-value<0.05 and B =
-0.033, p-value <0.05, respectively).

Table 6: Regression models affecting the performance of leverage

Variables (OLS) (OLS) (FEM) (FEM)
ROE(EBITDA) | ROA(EBITDA) | ROE(EBITDA) | ROA(EBITDA)
LBV 0.101%%* 0.0725%** 0.1027%* 0.0725%%x*
(3.78) (3.59) (3.13) (3.59)
SIZE 0.0412%%* 0.0135%** 0.0463%** 0.0135%**
(7.74) (4.84) (6.80) (4.84)
ND 0.0247%** 0.0501*** 0.117%** 0.0501***
(3.42) (14.64) (14.31) (14.64)
0.0897%*x* 0.0245%** 0.0813%** 0.0245%**
BALN
(5.82) (3.76) (3.97) (3.76)
P -0.0449%%* -0.0118%* -0.0376** -0.0118%*
(-3.07) (-2.92) (-3.09) (-2.92)
-0.0385 -0.0188%** -0.0330* -0.0188%**
CRISIS
(-1.95) (-3.86) (-2.00) (-3.86)
INT -0.00107 -0.00149 -0.000819 -0.00149
(-0.39) (-1.67) (-0.33) (-1.67)
0.712%%* -0.450%%* 1315k -0.450%%*
cons
- (-5.08) (-7.23) (-8.44) (-7.23)

Source: Author s evaluation
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As can be seen at Table 6, summarizing results on OLS regression and FEM estimation for
both ROA and ROE calculated on EBITDA consistently indicate the direction of the impact of
independent variables on the firm performance throughout models. Besides illustrating the positive
impact of leverage on newly established firm performance, our empirical evidence supports the
notion that the effects of financial structure decisions vary among start-ups with respect to the
degree of using debt and having a bank loan right at the start-up period. Then, this empirical results
supported for both our hypotheses.

4. CONCLUSION

Research recognizes the positive relation of capital structure decisions in the first years of
business operation. This finding indicates that the reliance on debt, especially having a bank loan
is a characteristic of start-up businesses that could contribute partly to the success of firms in the
earliest phase of business operation.

To justify, we propose that newly established firms using high leverage could have better
resources, knowledge and capacity which cannot be concluded from financial statements. Owners
of these firms could be entrepreneurs having some reputation, private property independence with
their firm assets and previous business experience. Thus, they could run their businesses better
with less credit constraints. As a result, when business opportunities are taken without serious
credit constraints, they have the chance to increase revenue and improving profitability.

In theoretical terms, these findings could be interpreted based on the approaches of agency cost
rising in the relationship between entrepreneurs and banks. Newly established firms in relatively
new context in Vietnam are mainly managed by the owners themselves. They keep the role as the
manager and the owner at the same time. Therefore, dual functions of owners do not stimulate
borrowing demand in order to restrict free cash flow problems. Thus, borrowing begins from the
original demand in expanding businesses or undertaking profitable and at the same time, risky
projects can be controlled by entrepreneurs. This is derived from the idea given by Hughebeart
& Gutch (2004) that start-up owners tend to consider avoiding the possibility of being liquidated
because most collarated assets belong to individual owners. Therefore, when agency cost problems
are reduced, start-ups that have “high quality” or good business opportunities tend to use more
debt including a bank loan to have better performance.

Empirical evidence also recognizes the role of firm size. This result is appropriate with the
notion that credit barriers prevent start-ups from obtaining an optimal scale, therefore limit firm
performance.

Industrial elements also agree that the impact of leverage on firm performance is different
among industries. This implies the possibility of using debt to improve profitability in certain
industries, for instance, the industry of service and trading and manufacturing industry in case of
firms allocated in Hanoi.

In conclusion, start—ups are crucial by dynamism and growth. Besides, these firms play a key
role in developing the economy of every country because they establish an important foundation for
the development of the corporate area in the future. Nevertheless, they are considered to often have
difficulties staying in the market because of high failure rate within the first 5 years of business.
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Therefore, how to understand determinants to the success of start-ups is always exciting question
for researchers. This research contributes to corporate finance by confirming that the degree of using
debt as well as choosing financial resources in the earliest period of business operation relating to
its performance. Specifically, this impact is stronger if they use formal debt from the bank in initial
capital structure decisions. In other words, start-ups financed by debt that have relatively high leverage
or/and a bank loan are more likely to have better performance. Thus, unlike mature firms, capital
structure decisions of newly established firms have certain circumstances and are affected more
from the credit supply than demand. Credit constraints to ascents are really serious by information
asymmetry. Therefore, once credit constraints are reduced, start-ups have greater chances to take
business opportunities, which helps expand business, increase profit and improve profitability.
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INTERNATIONAL EXPERIENCE ON ELECTRONIC
TAXADMINISTRATION AND THE LESSONS FOR VIETNAM

Nguyen Minh Tuan', Doan Huong Quynh?, Pham Thi Van Anh?

ABSTRACT

Electronic tax (E-tax) administration is a new category in the tax and legal system of Vietnam in general. At
the same time, a large number of processes that are just starting in our country, in most developed countries

of the West and East have already been existing for a long time.

The objective of this research is to provide a basic overview of the concept of e-tax administration and
introduce briefly about e-tax administration in Vietnam. By studying the experiences of the two countries,
the USA and the UK the research substantiated that the use of the experience provided in the paper will give
an opportunity to build a simple and effective system of electronic tax administration in Vietham.

Keywords: international experience, e-tax, tax administration.

1. INTRODUCTION

Vietnam had increased revenues over the previous two decades. The revenue increased from
20.5 percent of Gross Domestic Product (GDP) in 2000 to 25.9 percent in 2005. Oil revenue was
the major source of revenue, but non-oil revenues were increasing steadily. Value-added tax (VAT)
and corporate income tax (CIT) were the two main sources of revenue, contributing 32.5 percent
and 28.6 percent, respectively, to total tax collection. Other non-oil tax included export and import
tax, natural resource tax, exercise tax, personal income tax (PIT), and agricultural tax.

From 2006 to 2015 The General Department of taxation (GDT) had spent approximately
73 million USD to run Tax Administration Modernization Project. Specifically in 2008 GDT
developed the IT-PIT system. Within 6 year, GDT showed the progress PIT- IT in pilot offices.
The local GDT offices had demonstrated that the system had the potential to be developed further
into a comprehensive IT system for tax administration (Tax Management System - TMS).

TMS was an integrated tax administration system based on a Commercial-off-the-shelf package
that incorporated a number of functions that were meant to be part of the Integrated tax administration
information system; TMS included seven types of tax collection modules; TMS could be enhanced
to meet GDT’s requirements to modernize its tax administration. From 2015 until now, GDT has
implemented TMS on the whole system and achieved certain management effects
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In other hand, to simplify the tax payment process, the Ministry of Finance (MOF) has
issued Circular No. 110/2015/TT-BTC on electronic transactions in tax administration, to come
into effect on September 10, 2015. As prescribed by the Law on Tax Administration, all types of
enterprises are required to carry out electronic tax procedures with local tax agencies, including
tax registration, filing, payment and refunds.

According to the GDT, 737.461 enterprises had used electronic tax services by the end of
August 2019, approximately 98.44 percent of registered businesses.

2. LITERATURE REVIEW

Electronic taxation (e-tax) is the deployment of computer systems and networks in the process
of levying and payment of taxes. It involves the application of computer techniques in the process
of tax assessment, collection and administration, generally referred to as e-payments and e-filing.
Electronic taxation is an extension of the growing concept of e-governance and e-commerce. It
involves the exchange of data through information communication technology systems between
the taxpayer and the tax authorities.

The objective of e-taxation is to replace cumbersome manual, bureaucratic service systems,
with collaborative, efficient, process-driven and secure on line delivery systems. E-Tax was first
introduced in the US by the IRS as an electronic filing test program involving five tax preparers.
However, electronic taxation was fully entrenched in the US by the introduction of the Internal
Revenue Service Restructuring and Reform Act 1998. The IRS adopted measures to ensure that
all electronically prepared returns could be filed electronically and, by 2012, it had achieved more
than 80% electronic tax filing. From the US, e-taxation has spread to other countries and, according
to the Paying Taxes: 2018 Report, 92 economies had fully implemented electronic tax filing and
payment systems as at 2016. In the last 20 years, there has been a consistent shift from manual tax
processes to an electronic tax system in most parts of the world.

For instance, the Republic of Korea launched their electronic tax system in 2012 while Uruguay’s
compulsory electronic payment of national tax was introduced in 2014 and China launched its
electronic taxation in 2015. India introduced electronic taxation in September 2004, initially on a
voluntary basis but it was made mandatory for all categories of taxpayers in July 2006.

3. INTERNATIONAL EXPERIENCE ON ELECTRONIC TAX ADMINISTRATION
3.1. Experience from the USA

During analysing the foreign experience of e-administration and its possible use in national
practice, the peculiarities of the use of information technology in the taxation process in the United
States of America are of considerable interest. It should be noted that the tax system in the USA
can be characterized either by national or European wide peculiarities, taking into account the
long-term political and territorial dependence of this state on the United Kingdom. The tax system
of the United States consists of three levels corresponding to levels of government, such as: higher
(federal level) - the establishment and collection of federal taxes, the administration of which
is governed by federal laws, receipts from these taxes are counted to the federal budget; middle
level (state level) - the establishment and collection of local taxes, administration of which is
regulated by state laws, receipts are counted to state budgets; lower level (lower level of territorial
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administration - municipalities, districts, etc.) - collection of taxes introduced by local governments,
receipts are counted to local budgets

The US tax authority is the Internal Revenue Service, which is an organizational member of
the Ministry of Finance. The peculiarity of this fiscal service is its dual nature, which results from
the implementation of different functions, such as public finance and law enforcement functions.
It should be noted that in accordance with the provisions of the normative legal acts, which are the
basis of the activities of this department, the main purpose of the service is to provide US taxpayers
with higher quality services. This can be implemented through the assistance in clarifying and
enforcing tax liabilities, as well as through applying tax laws in an appropriate and fair manner
to all. Thus, the activities of the Internal Revenue Service, first of all, are aimed at the interaction
with taxpayers, on partnerships with them. The US e-tax administration experience can be called
one of the oldest in the world. The introduction of information technology in the tax process
was connected with the development of e-government in the United States. Among the many
e-government programs in the 1980s, an attempt was made to automate the process of providing
tax reporting and also some other tax services. The introduction of e-reporting has become a real
breakthrough in this field, which can be proved by the increase in the level of efficiency and
volume of taxpayer accounts. It should be noted that software development was made by public
entities along with private ones.

At the same time, a significant number of troubleshooting moments in electronic reporting
were defined. First, e-tax administration has not achieved the same level of development throughout
the country, which was due to the lack of opportunities for individuals in some regions to use
online tax services. Secondly, the system of electronic tax administration was rather complex
compared to other e-government programs, such as online banking. And all these, in fact, had led
to situations where payers did not understand how to use it.

For today, tax reporting can be provided by communication channels in several ways:
- You can prepare and send tax reporting through an intermediary audit firm;

- You can fill in the reports by yourself with the help of the purchased software and then send
the report through the operator;

- You can fill out the report online on the sites of special operators, a list of which can be found
on the portal of the National Revenue Service. The introduction of an electronic tax administration
format helped to avoid queues, and also helped to save a large amount of time and money, which
people usually spend on reporting to the tax authorities.

Besides, the reporting software automatically performs a lot of special calculations and it can
find errors, and the electronic key system makes electronic reporting protected from third- party
intervention.

3.2. Experience from the UK

Britain is home to the science of taxation. The Scottish economist Adam Smith is the founder
of the tax theory, on which the modern British tax system is based. As we all know, he developed
the concept of “free trade” and consistently advocated the idea that state intervention in economic
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processes should be minimal. Smith also criticized indirect taxes, because they lead to wage growth,
and consequently, there can be an increase in production costs and a decrease in profits. Instead,
he considered rent as the most unproductive expense, which does not turn into self-increasing
cost. The Royal Tax and Customs Service of Great Britain is the main body in the administration
of taxes on income, profits, capital, the collection and systematization of accounting for customs
duties, taxes related to the import of goods, as well as control of import and export flows of goods,
etc. The structure of this body consists of four structural divisions, namely: a unit of taxation of
individuals, a division of tax accounting, a corporate tax unit, and a unit of tax payment.

Great Britain also has great experience in electronic tax administration. Particularly, each
taxpayer has its own personal electronic tax registration page (“tax account”). All information
about a particular taxpayer consolidates. Besides, with the help of an electronic account you can:
check and change your address in the taxpayer accounting system; see which tax code is used to
calculate the tax; check the state of the pension calculation; manage tax credits, child benefits, etc.;
receive emails from tax authorities. The approach of organizing information security within the
framework of e-tax administration is sufficiently substantiated. For example, information security
during working with a personal electronic account of a payer is provided by several factors at
once: all online services can be used exclusively by those payers who have registered in the
system and have passed the authorization, by entering a personal password and ID; a high-quality
software is used to protect information; when working with an electronic account, the security of
payees information is provided by a special encryption technology called “Secure Sockets Layer”.
Special mobile applications have been developed and implemented for ease of use of electronic
tax administration services in the UK. Using these applications, taxpayer has the opportunity: to
review his electronic tax account and determine which taxes are required to be paid; he can review
his earnings; check the personal insurance number; review schedule of tax benefits; he can use a
special tax calculator; participate in the process of correspondence with the tax authorities, etc.

It should be mentioned that in the United Kingdom, electronic tax administration is developing
very quickly since information technology is being introduced in almost all areas of the tax system.
First of all, this is due to the convenience of transferring a part of the taxation process to the
online format, because its efficiency and effectiveness are significantly increasing under such
circumstances. In addition, a significant factor in the rapid development of e-administration is the
gaining relevance of e-commerce within the country’s financial system. The latter is a wide range
of interactive methods for conducting activities on providing consumers with goods and services.
Also under the electronic commerce, we can understand any forms of business operations, where
the parties interact through electronic technologies, but not in the process of physical exchange or
contact. Thus, the transfer of a significant part of the business on the Internet causes the necessity of
the formation of a corresponding model of the activities of state bodies. That is why the relevance
of electronic tax administration is increasing

4. CONCLUSION

So, the analysis of international experience in the field of electronic tax administration has
shown that today there is a large number of countries where the digital tax format functions
effectively and is constantly evolving. Besides, the individual developments of these countries in



218 INTERNATIONAL FINANCE AND ACCOUNTING RESEARCH CONFERENCE

the field of electronic tax administration are positive and necessary for the implementation in the
territory of Vietnam. Particularly, in order to improve the e-administration of taxes, it is necessary:

Firstly, we need to involve private organizations in the process of manufacturing software
for the system of electronic tax administration. For Vietnam, this experience is extremely useful,
because this model of work allows attracting more experienced specialists who can create high-
quality and, most importantly, functional software. This, in turn, will significantly improve the
efficiency of electronic tax administration in general;

Secondly, in the process of direct introduction and construction of the system of electronic tax
administration, it is expedient to use an approach, according to which the key emphasis is not carried
out separately on the issue of introduction of technologies in the activities of the authorities. But
the main attention is paid to the state support of information infrastructure in general. Mainly, such
an approach manifests itself in stimulating the private sector in the implementation of activities
related to the creation of new technologies and their implementation in the life of society;

Thirdly, the system of electronic tax administration should be effective, but at the same time, it
should be as simple as possible for taxpayers. In this aspect, it is advisable to use a UK experience.
In this country, a subject of taxation has access to its electronic account in the system of electronic
tax administration from a mobile phone through special software. And the functional and spectrum
of electronic services for such an account are quite wide.

The use of the mentioned above international experience will make it possible to build a
simple and effective system of electronic tax administration in Vietnam.
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MANAGING PEER TO PEER LENDING IN VIETNAM

Tran Phuong Anh'

ABSTRACT

The Industrial Revolution 4.0 has been creating strong changes and developments in many areas of socio-
economic life in Vietnam. As a field that is required close professional management, but the financial sector
is not out of this trend. Peer to Peer Lending (P2P Lending) is one of the new financial activities in Vietnam,
that is developed on digital technology platform. However, this activity has potential risks that are required
suitable management mechanisms.

Peer to Peer Lending is considered an activity, a new product in the field of financial technology. If operated
and managed effectively, P2P Lending can bring many benefits to the economy and society. And it will
contribute to promoting Vietnam ‘s comprehensive financial development. However, P2P Lending poses
many management problems to ensure limiting and controlling risks. This urges Vietnam needs to quickly
develop and complete its management mechanism, creating a legal environment for development of P2P

Lending activities.

Keywords: industrial revolution 4.0, P2P Lending, finance

1. INTRODUCTION

Peerto Peer Lending - P2P Lending - is a credit channel that is developed on a digital technology
platform. This form has developed very quickly and strongly in many developed countries for over
ten years. In Vietnam, this form was first appeared in 2016; but after over 3 years, this activity has
grown quite vigorously and quickly.

Objectives of research:

+ This article will provide an overview of P2P Lending, such as the concept, how it works, the
benefits as well as the negative aspects of P2P Lending.

+ Considering this issue in Vietnam condition, then propose some recommendations for
managing P2P Lending activity effectively in Vietnam

2. THE CONTENT
2.1. Overview about Peer to Peer Lending - P2P Lending

Peer to Peer Lending - P2P Lending is understood as a new form of lending, allowing
individuals to borrow money directly from other individuals, using online software. This form
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of eliminating the intermediary role of banks and credit institutions from the borrowing process.
By Big Data technology and using artificial intelligence - Al, borrower information, loan profile,
applicable interest rates ... are done entirely online. To carry out this activity, there are 3 parties
involved, they are borrowers, lenders, and supply organizations (loan application platform -
Flatform). Borrowers may be individuals or organizations that have difficulty accessing capital
from banks, in which, individual is the most common. Lenders are people with idle money. The
organization that provides the loan application platform - also known as peer lending companies -
is the intermediary, connecting the borrower and the lender. The supplier acts as a financial advisor,
conducts a credit rating of the borrower, provides disbursement information, urges the revocation
of debts, and acts as an authorized unit of lenders stand to collect debts ([1], [9]).

Picture 2.1: Operating model of P2P Lending [1],[9]

(4)

‘
The (2) b (3) The
borrower I Lending Lender
(2)

(5)

(1) When there is a need for a loan, the borrower will post information on the P2P Lending
website or app. Information that the borrower needs to provide such as:

- Personal information: full name, address, email, phone number, identify card / ID card
number

- Information about career, work, income, education level...

- Information about the loan needed: amount to borrow, purpose, repayment plan...
- Information about financial status: income, current debts...

These informations may be required having accompanied evidence.

(2) After the borrower posted informations on the P2P Lending website or app, the loan
application platform will analyze the information and determine the borrower’s risk level (usually
the credit information or social responsibility), then put the information to the lender exchange
where the lenders can give a decision. Lenders will base on listing information and make loan
recommendations. A loan can be divided into several loans and provided by different lenders.
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(3) The borrower, based on loan offer information, selects the lender who give the appropriate
interest rate; or interest rate can be determined by P2P Lending company. The P2P Lending
company can base on the credit information, or analyze the borrower’s social account to give
interest rate or establish it by having the lender compete on the reverse auction model.

(4) Money is transferred to the borrower’s account

(5) Upon maturity, the borrower transfers direct payment to the lender. The P2P Lending
system is responsible for reminding due debts.

P2P Lending was established and developed in the UK, 2005 (/6/,/8]). So far, this form has
developed very strongly in many countries, including Vietnam. Some advantages of P2P Lending are:

- Meeting the needs of loans from the majority of individuals or small-scale organizations
- who are difficult to access loans from the banks. With this way of operation, P2P Lending is
considered as one of the financial channels contributing to reduce the black - credit situation, a
solution to help the country develop comprehensively financially.

- Borrowers may only pay a lower fee than fee paid for the bank, and the procedure is more
simple, too. At the same time, the lender may have a higher income than the income got from the
bank. According to the way P2P Lending operates, this is a method based on Fintech technology,
borrowers and lenders are almost directly traded with each other via the application. For P2P
Lending companies, the borrower and lender will have to pay a fee for using the app, which is
considered insignificant.

- When using BigData technology, artificial intelligence (AI) on P2P Lending application,
combined with information security technology, meanwhile, the information transparency between
borrowers and lenders will be higher. Participants do not have to worry about personal data being
compromised.

However, P2P Lending also contains many risks, especially in newly applied countries like
Vietnam (/2/,/6/,/8]), some prominent risks such as:

- Legal risks: The legal framework for this form to operate effectively and safely is an issue
that requires managers to pay attention to promulgating and manage. It can be said that P2P Lending
in developing countries like Vietnam is a new form of credit, a gap that has not been reached
by the law. Some countries (such as Japan and Israel) have not even recognized or banned this
activity. Some other countries have no clear regulations on P2P Lending, the development is still
spontaneous (such as China, Ecuado, Egypt, Korea ...), or is in the process of testing (Thai Lan, ...).
Thus, the interests of lenders may be affected when there is no mechanism to resolve if disputes
occur. Similarly, the borrower’s privacy can be violated without specific protection provisions.

- Liquidity risk: According to the way of P2P Lending, lenders cannot cancel their
transactions, such as discounting or reselling loans to others.

- Operational risks: This is a type of risk prone to technology application activities, when
the software fails or stops working. P2P Lending is a financial operation, operating on a digital
technology platform, so P2P Lending also always faces this risk. And when an operational risk
occurs, the damage will be both to the borrower and the lender.
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- Information risk: when participating in P2P Lending, the borrower must provide the
necessary information to access the loan. But there is currently no accurate estimate of the true or
false level of information that were provided by the borrower. Therefore, if the information are
incorrect, the risk will certainly fall on the lender. If the information are accurate but the security
is not high, it also creates risks and inconveniences for borrowers. On the other hand, the platform
provider may also be unclear with the intermediary role of connectivity, disturbing transparency
and affecting the advantages of this type of activity.

2.2, P2P Lending in Vietnam and recommending management solutions.

In Vietnam, the number of people who can not access to formal financial services is
relatively high - as reported by the World Bank, up to 79% of people have difficulty or no access
to formal financial services [6]. The bank also has difficulties in supporting small loan services
because of many reasons, such as procedures, operating costs, limited resources ... P2P Lending
is considered to be a solution to solve these difficulties. So up to now, Vietnam is still a potential
market for the development of P2P Lending. Therefore, although it has just appeared in Vietnam
since 2016, P2P Lending in Vietnam has developed quite strongly, although its operation has
not been its right really meaning in. So far in Vietnam, there are over 40 companies operating
in this field, of which, some are quite well known and highly appreciated (/2/,/6],/7]). Tima is
considered the top, this company is operating mainly in Ho Chi Minh City market with an initial
investment of VND 150 billions. So far, thousands of lending and borrowing customers have
been linked online, via the Tima platform, with trillions VND in outstanding loans. Currently,
Tima has been valued at up to VND 500 billions, after successfully calling for USD 3 millions
from the Belt Road Capital Management Fund. In 2018 and 2019, this company continued to
assert its position and brand by signing a cooperation agreement with Vietinbank Insurance
Corporation in providing loans to borrowers; and Nam A Commercial Joint Stock Bank in
managing the lender’s money ([2],[4]).

The second company that is often mentioned in P2P Lending field is Lenbiz. Lenbiz is
associated with the Tima platform, operating mainly in the Hanoi market. Lenbiz operates towards
market the small and medium-sized enterprise. And the most recent is the Fiin Lending platform
(2018) which has operated by Fiin Financial Technology Innovation Joint Stock Company.
Fiin aims to connect borrowers and lenders through mobile applications and primarily aims at
consumer lending. Thus, Fiin has exploited the application on smartphone media - something that
the majority of people are using.

Overall, if it is managed effectively, P2P Lending will contribute to promote Vietnam
towards comprehensive finance, and can solve the difficulties that the formal financial system
facing. However, because of lacking an appropriate legal framework for this model to operate
effectively, so now, this model still contains many risks for the economy and society. The risks
are often mentioned:

- Disguised for black — credit activities: because of lacking an appropriate legal workframe for
P2P Lending, the companies which are operating in this field in Vietnam often register operation
business in the form of financial advice. But in fact, there have been companies turning into black
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- credit, using the title P2P Lending but raising funds or lending with very high interest rates. The
way operation of these companies affects society badly and puts many people to be misirable.
Currently, Mofin Financial Technology Joint Stock Company, with terrorist style in reminding
debt, is causing concern for many people. So, it is very neccesary to manage by State [5],[7].

- Borrower is unable to repay debt. P2P companies only act as intermediaries, connecting
online between borrowers and lenders. So, they do not face liquidity risks. Moreover, most loans
are unsecured loans, without collaterals. Therefore, if liquidity risk happens, lenders will face
risks. In Vietnam today, mechanisms to protect lenders have not been finalized

- Information risks (inaccurate, not confidential ...): because Vietnam still has many limitations in
technology application. P2P Lending is mostly unsecured loans, so when the information is incorrect,
there is a lot of risks for lenders. Borrower’s personal information is also at risk of disclosure.

- The relationship in P2P Lending tends to be more and more complex. The parties involved
are not only individuals or businesses through the online platform, but also recently had the
participation of credit institutions.

3.SOME RECOMMENDATIONS FOR MANAGING P2P LENDING ACTIVITY EFFECTIVELY IN VIETNAM.

Vietnam can inherit, refer to the countries leading in the management and development of P2P
Lending. The factshows that countries will usually focus on three main issues, which are (1) regulations
on investors’ lending limits; (2) regulations on standards, licensing as well as the mechanism of
operation and supervision of P2P Lending companies; and (3) regulations on information disclosure
and monitoring. Based on the above experience, combined with the actual operation of P2P Lending
in Vietnam past time, this article proposes some recommendations, such as:

- Need to acknowledge and have legal mechanisms for P2P Lending activities to work effectively.
In the industrial revolution 4.0, and the current status of Vietnam’s credit operations, the development
of P2P Lending is perfectly appropriate. This is the general trend of all countries, and Vietnam, too.
Building the legal mechanism for P2P Lending is creating a playground in accordance with the new
development conditions today. It is necessary to clearly define the operation, model, responsibility,
rights and role of P2P Lending, especially in the process of evaluating borrower information,
providing information to lenders. P2P Lending is responsible for providing accurate information for
both parties, and implementing risk control and risk management for the parties involved.

- This is an activity related to the financial sector, so it should be the type of conditional
business. P2P Lending businesses need to meet a number of basic conditions, such as: online
software engineering standards, the continuous operation of the online platform, and the
responsibilities involved in providing information and distribution, analyzing information for
both parties, encouraging P2P Lending to buy credit insurance for investors (according to Tima’s
implementation). Developed countries (as France, Germany, Italy...) suppose the P2P Lending
platform is a high-tech banking business, because they still have to conduct customer credit
appraisal and scoring, provide private services financial advice. Therefore, it is necessary to obtain
a license from the regulatory authority and these P2P Lending companies must comply with the
same conditions as other banking business organizations.
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- The Government needs to specify the ceiling interest rate for P2P Lending activities; fees
associated with these ones. According to current regulations, the lending interest rate among
economic sectors is set at no more than 20%. However, with P2P Lending - which acts as a link
between the borrower and the lender - some types of fees have not been regulated ceilling level,
such as referral fees, appraisal fees, consulting fees...

- In order to enhance the accuracy of the information, P2P Lending may be allowed to participate
in accessing credit information of the State Bank. This ensures reliable credit information and
eliminate the risk of bad debts. Technology applications should evaluate, credit rating and social
responsibility of the parties involved

- The State needs to stipulate the contents to ensure financial security, such as investment
limit, minimum safe capital level of P2P Lending. The State also need to requires P2P Lending
companies to set up risk provisioning funds, increase accountability for online connection activities.

- This is an activity requiring management from the State, so, the State should promulgate specific
regulations about the time of reporting information that have to give to the management agency; contents
to be reported such as transaction volume, loan amount, calculation of overdue debts, bad debts, etc.

- In addition, promoting a cash-free economy is a important condition to contribute in
comprehensive financial development and limit risks in P2P Lending activities.

In summery, P2P lending is an activity, a product of the 4.0 era in the financial sector.
Therefore, Vietnam needs to quickly develop and complete its management mechanism, creating a

legal environment for development of p2p lending activities./.
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GREEN BONDS — THE TOOL FOR SUSTAINABLE DEVELOPMENT OF THE
FOURTH INDUSTRIAL REVOLUTION

Ha Thi Tuyet Minh'

ABSTRACT

The development of technology and the growth of the economy have contributed to promoting the general
development of social life, but this has led to increasingly serious impacts on the environment. According to
estimates of the Organization for Economic Co-operation and Development (OECD), by 2020, more than 800
billion USD will need to be invested in the field of renewable energy, renewable energy, energy efficiency and
low emission facilities every year. The purpose of this article is to clarify the benefits and risks when developing
the green bond market, from which the author made a number of proposals relating to the deployment and
development of Vietnam’s green bond market in the near future. The paper is structured in 3 parts: the first
part deals with the concept and the importance of green bonds for sustainable development, the second part

analyzes the risks of issuing green bonds, the last section gives some implications. to develop green bonds.

Keywords: Green bonds, green growth, sustainable development

Sustainable development has been identified as a central issue in the development policies
of many countries around the world. In Vietnam, green growth is identified as a strategy towards
sustainable development. However, the capital demand for developing green projects is huge and
the issuance of green bonds is considered an important capital raising channel.

1. WHAT ARE GREEN BONDS? WHY ARE GREEN BONDS IMPORTANT FOR SUSTAINABLE DEVELOPMENT?
1.1. What are green bonds?

Green Bonds are known as Climate Bonds or Environmental Bonds. Currently there are many
concepts of green bonds. Della C. et al. (2011) gave the definition: Green bonds are considered
as fixed income stock issued by governments, multinational banks or economic groups to raise
capital necessary for a specific project to contribute to reducing carbon emissions and less impact
on the climate [1].

With a narrower definition, David Wood et al observed no clear characteristics or criteria for
a green bond. The results of interviews conducted by the Initiative for Responsible Investment,
Program of Harvard University show that investors did not make any specific requirements for
green bonds. Investors choose a green project solely based on the project’s purpose such as the
contribution of the project in reducing emissions or conservation and sustainable agricultural

' Lecturer, Department of Finance, Hanoi University of Business and Technology.
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development ... Thus, the labeling of “green” for bonds, the most obvious way is to encourage
investors to prioritize the field related to climate, environmental protection or increase funding for
low-carbon economy [2].

Recently, with the goal of standardizing green bonds as well as developing this bond market,
a group of organizations including 4 global banks namely Bank of America Merrill Lynch, Citi
Group, Credit Aricole, JPMorgan Chase Bank have worked together to draft a Green Bond
Principles (GBP). According to the 2016 GBP, Green bonds are any type of bonds for which
the proceeds from bond issuance are used for sponsoring or refinancing a part or the whole of
the new green project or the active Green Project which is eligible for funding and complies
with the 4 principles of the GBP. Green projects are defined as projects whose activities promote
environmental sustainability in accordance with the issuing organization’s project selection and
evaluation process. The management of revenue sources from the bond issue is clearly recorded,
verified origin within the issuing organization (Principle 3) and the issuers need to report, at least
annually, that using the capital gained from issuing green bonds (Principle 4) [3].

So, generally, green bonds are standard debt instruments that bring fixed income to the holders.
The revenue from the sale of these debt instruments has the purpose of using clearly stated as
financing for “green’ projects or projects related to environmental protection such as: renewable
energy, waste management, sustainable land use (forestry and agriculture), biodiversity, clean
transportation and clean water. In other words, green bonds are debt securities like other types
of bonds, with interest or no interest; Green bonds are also rated by professional Credit Rating
Agencies (CRA), with term and interest rate. Green bonds differ only from other types of bonds
in the following two basic points: (1) The proceeds after subtracting costs related to the offer for
sale are used to fund or refinance for green projects, projects for the environment or taking into
account environmental benefits; (2) There are other terms of repayment mechanisms, recourse,
non-recourse issuers (International Capital Market Association - ICMA, 2016).

Typically, green bonds go through a verification process to determine that the proceeds to fund
projects generate environmental benefits. This verification process is conducted by a third party,
the Climate Bond Standard Board. In general, bond issuance always receives positive support
from the Government. Green bonds can be structured in different ways such as being linked to
inflation or a green index.

1.2. The importance of green bonds to sustainable development

Green bonds are said to be tools for sustainable development because of the benefits they bring.
Firstly, green bonds are the financial source to help “green” the environment

“Clean technology” is a trend chosen by investors in the face of risks caused by climate
change and environmental issues, “green” bonds bring financial resources for the nation to deploy
clean energy projects, reducing impacts and adapting to climate change. It can be said that green
bonds are a tool to raise capital for Vietnam to cope with climate change, improve the efficiency of
natural resource management and environmental protection. In addition, green bonds are leverage
to carry out renewable energy projects such as wind power, solar power or invest in waste treatment
systems, minimize the negative impact on the environment.
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Green bonds are a potential solution to meet Vietnam’s capital demand for infrastructure
construction. Investors, especially foreign investors, are often afraid of “pouring” capital directly
into projects that build environmentally friendly infrastructure partly because of the legal barrier
risks that exist during the construction process. Green bonds insured by reputable banks will help
investors no longer have to worry, thereby attracting capital for the project.

Secondly, green bonds help diversify funding sources for “green” projects.

Green bonds are the solution that allows to diversify investor base, create competitive
capital channels, support the socially responsible investment movement and effort to combat
climate change in Vietnam. Green bonds can mobilize a variety of financial resources to support
environmental projects which funding may not be available, or would not bring economic benefits
if financed by more expensive sources. Thanks to the characteristics of the financial risks and
benefits of green bonds as for ordinary bonds, the company will enjoy lower interest rates than
bank loans and more flexibility in using capital, so raising capital is easier. Through financing
green projects, the implementing investors are committed as the signatories to the Principles for
Responsiples Investment (PRI). Therefore, companies and government agencies can enhance their
reputation by branding themselves as creativity and sustainability.

Thirdly, green bonds contribute to increased transparency in the use of capital

Green bonds contribute to increased transparency in the use of proceeds from the issuance
of bonds, as well as transparency on the environmental impacts of investments and fixed income
from the project.

Finally, green bonds facilitate the creation of partnerships between the public and private
sectors, which can accelerate the pace of green investment and lead to the application of new
technologies, especially in 4th industrial revolution. Through the green financial market, the capital
mobilized from green bonds for green investment enterprises, boosting the economic sector’s shift
towards greening and towards sustainable development of the economy.

2. RISKS OF GREEN BONDS

Besides the benefits that green bonds bring, this tool also has hidden risks.

2.1. Risks for green bond investors

Many investors do not feel secured when choosing green bonds. It is the fact that the
unclearness and unification of the concept or characteristics that make up a green bond are the
main reasons why investors feel uncomfortable when choosing this form of long-term investment.
Moreover, the green bond market is still not transparent. As the green bond market grows, the lack
of transparency will become an increasingly serious problem. In addition, green bonds are small
in scale, low in liquidity and short in term, while institutional investors tend to prioritize investing
in sustainable long-term assets.

Although the Directive No. 03 / CT-NHNN dated March 24, 2015 of the State Bank on
promoting green credit growth and managing social and environmental risks in credit granting
activities is assessed as contributing to opening up green credit, but comparing with the standard
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of transparency, openness and confidence in the market of the GBP, the Vietnamese market needs
more efforts to be able to meet. International experience shows that the unclearness and unification
of the concept or characteristics that make up a green bond is the main reason why investors
feel uncomfortable when choosing this form of long-term investment. In addition, investors are
always concerned about measuring the environmental benefits of projects financed by green bonds.
Green bonds must not only satisfy the characteristics of government bonds (such as liquidity or
government commitment) but also have higher returns than corporate bonds. Bonds related to
inflation, if it does not solve problems closely associated with inflation and ensures affordability,
will certainly not be well received by the market.

2.2, Risks for green bond issuers

Green bond issuers will be at risk of reputation when any “green” bonds (possibly issued by
other organizations) are found to be not “green” and this will affect the confidence of all investors.
The application of international standards is limited and there are not enough independent
organizations to evaluate sustainability indicators for companies, such as credit rating agencies
with appropriate expertise to provide prestigious reviews on “green business”.

In fact, issuers, whether private or public, bear a lot of costs when issuing green bonds. To
validate the green standard, the issuing agency must pay fees to the consulting firm and credit
rating company. Not to mention, there may be costs incurred from the regulatory authority. As
such, green bond issuance is much more outstanding than ordinary bond issuance. Therefore, the
issuer must consider, minimize the required investment capital and operating costs.

Green bonds offen attract only socially conscious investors, including pension funds and non-
profit organizations. These investors tend to acquire all green bonds by registering to exceed the
amount of newly issued bonds and holding them until their maturity. This puts the market in a
difficult situation: Green bonds are clearly very popular, but they are not traded much, it is difficult
to get an accurate view of their market value at any given time. That could make it difficult for
companies to issue additional shares.

However, in Vietnam, the official issuance of green bonds has not been implemented due to the
lack of legal framework and reporting guidelines to support sustainable growth, and the application of
international standards. The application of international standards is limited, lacking an independent
organization with sufficient capacity to evaluate sustainability indicators for companies. In addition,
the initial costs for green projects often have high capital needs, risks of large capital costs.

3.SOME RECOMMENDATIONS FOR DEVELOPING GREEN BONDS

In order to promote the development of the green bond market, in recent times, many activities
to support the green bond market have been simultaneously implemented by the State. However, the
official issuance of green bonds has not been implemented due to insufficient legal framework and
reporting guidelines to support sustainable growth, and the application of international standards is
limited. In addition, the initial costs for green projects often have high capital needs, risks of large
capital costs. In the coming time, to promote the development of green bonds, the author would
suggest the following recommendations:



GREEN BONDS —THETOOL FOR SUSTAINABLE DEVELOPMENT OF THE FOURTH INDUSTRIAL REVOLUTION 229

3.1. Recommendations to help green bonds “attract” investors

To develop a green financial market, just issuing is not enough, investors need to be ready to
buy green bonds.

Firstly, strengthening policies to encourage investment in green bonds

The Government should issue policies to encourage investment in eco-friendly business and
consumption activities. The Government’s policies and guidelines will encourage economic sectors
to invest in areas of sustainable development, such as: development of new energy and renewable
energy; develop production of new raw materials, fuels and materials to replace traditional
resources. For example, tax incentives for green bond investors. If long-term savings are not taxed
but green bonds are bought for sustainable development, tax is difficult to attract investors.

Secondly, to increase the liquidity of green bonds

When owning green bonds, the liquidity of this tool is also a factor to attract investors. To
have liquidity, the green bonds themselves must create attractiveness to investors in terms of
ensuring the commitment and bring the best rates of interest. In Vietnam today, the reputation of
intermediary financial institutions such as underwriters, credit rating agencies ... is the guarantee on
which investors base their investment decisions, especially for some very new products like green
bonds. Therefore, Vietnam needs to clearly identify the important role of independent financial
intermediaries and take measures to encourage their participation.

Moreover, if the country has a weakly developed domestic market and liquidity is limited,
it will not be advantageous to issue green bonds on the domestic market. To promote liquidity of
green bonds, the State Bank should have a mechanism to accept the use of green bonds in open
market operations with a higher discount rate than similar bonds; allowing credit institutions to use
green bonds (government-guaranteed bonds ...) as compulsory reserves.

In addition, Vietnam should implement a number of pilot green projects well, in which, note
the transparency and clarity of the project, as well as the use of money raised from green bonds for
the right purposes such as original commitment. This is really a good solution to create confidence
for investors.

3.2. Recommendations to help organize the issuance of green bonds
Firstly, to finalize the legal framework on green bonds

Vietnam’s economy has achieved a decent growth rate in recent years. However, economic
growth has inevitably affected the environment. Therefore, in order to promote green growth and
sustainable development, the Government has issued policies with specific provisions on green
bonds and practical implementation of relevant ministries and branches, including:

- 2011: National strategy on climate change,
- 2012: National strategy on green growth

- 2013: Sustainable development strategy (2013) and National action plan on green growth
period 2014 - 2020
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-2018: Decree No. 95/2018 / ND-CP of the Government on June 30, 2018.
In addition, the Ministry of Finance issued a number of documents related to green bonds:

- October 6, 2015: Circular No. 155 / TT-BTC guiding the disclosure of information on the
stock market with regulations on environmental, social and governance information in annual
reports of listed enterprises as a basis for developing green / sustainable indices

- October 20, 2015: Decision No. 2183 / QD-BTC, approving the action Plan of the Finance
Sector to implement the National Strategy on Green Growth to 2020, in which the construction
plan is proposed. , finalizing financial policies related to promoting the implementation of green
growth strategies, reviewing and finalizing policies on developing green capital markets and green
financial products (including green bonds).

In addition, the ASEAN Green Bonds Standards Department, which was studied and launched
in November 2017, provides common standards for the issuance of ASEAN green bonds, in order

to contribute to the implementation of integration and connectivity goals. towards sustained growth
in the ASEAN region.

The development of green bonds has been implemented by Vietnam since the end of 2015
through a cooperation program to build a scheme to develop the green bond market between the
State Securities Commission and the German Development Cooperation Organization ( GIZ),
Hanoi Stock Exchange (HNX). In recent years, HNX and Ho Chi Minh City Stock Exchange
(HOSE) have been actively building measures to realize the attraction of investment capital into
the green bond market. Vietnam has also actively coordinated with a number of international
organizations to pilot issuance of green bonds.

However, the official issuance of green bonds has not been implemented due to limitations
of the legal framework, the ability to organize and connect with the international market. In order
to develop green bonds, it requires standardization, the most obvious is the requirement of both
“quantity” and “quality” in the legal framework. It is the unclearness and unification of the concept
or characteristics of green bonds that is the main reason why investors feel uncomfortable when
choosing this form of long-term investment. Therefore, Vietham must have clear and consistent
green bonds, information transparency requirements must be clarified for the participants of the
green bond market. In particular, the regulations clarify the ways and methods of measuring
environmental benefits of projects financed by green bonds.

The State should establish a legal framework for green bonds such as: Issue regulations
and conditions when listing stocks (green listing), reporting and monitoring according to green
bond criteria; Formulating a scheme to develop products of the green capital market, including
a set of green indices (sustainability index, carbon index ...) to monitor, evaluate and transact
on capital markets; green investment certificates issued by investment funds for green projects,
green fields ...; In addition, the authorities should issue the Responsible Investment Principles
soon (require listed companies to provide general reports on the company’s activities and social
and environmental risks, as a basis for investors to identify key industries that meet the criteria for
financing and investment from green bonds) in order to encourage socially and environmentally
responsible investment activities.



GREEN BONDS —THETOOL FOR SUSTAINABLE DEVELOPMENT OF THE FOURTH INDUSTRIAL REVOLUTION 231

Secondly, to create transparency for green bonds’

Promoting the issuance of green bonds for green projects and programs under the spending
task of local budgets. This both creates more transparency than regular bonds, and helps link
local governments to the market in addressing climate change issues, and is more proactive in

promoting Capital mobilization for green programs and projects.
Thirdly, to encourage widespread issuance of green bonds

The State needs to strengthen the implementation of policies, especially tax and fee policies to
encourage businesses to mobilize investment capital for green growth through the issuance and listing
ofbonds and green shares. Thanks to tax incentives can encourage investors to buy green bonds, while
tax rates on debt instruments may reduce the attractiveness of bonds. At the same time, it is necessary
to have mechanisms to encourage and support businesses and investment funds in procedures and
favorable investment mechanisms when issuing bonds and investment fund certificates for green
projects, programs and fields; to study and establish the Sustainable Development Support Fund
based on the experience of other countries and review the current system of policies to ensure focus
and avoid spreading. In addition, there should be incentive mechanisms to support businesses and
investment funds in procedures, favorable investment mechanisms when issuing bonds, investment

fund certificates for green projects, programs and fields.

Green bond issuance could increase faster if companies can see that eco-friendly bonds have
high prices in the secondary market. Because higher bond prices also imply lower financial costs
for issuers, it may encourage companies to issue first-time. The issuance of green bonds usually
has a higher cost because the issuers must be certified as their green projects, but that can be offset
if the issuers pay interest rates lower. In other words, green bonds may be issued more widely
if they are traded more frequently, but to do that green bonds will need to find larger investors.
Therefore, it is necessary to have orientation for the issuance of green bonds to the international
market in order to attract foreign investors to obtain a large source of foreign currency, serving the

sustainable economic development.
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TAX MECHANISM FOR ORGANIZATIONS AND INDIVIDUALS ENGAGED IN
CREATIVE INNOVATION ACTIVITIES IN VIETNAM
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ABSTRACT

Starting an innovative business is an area that is attracting a lot of attention. The specific tax regime
for individuals and organizations involved in innovation is one of the issues that many researchers are
interested in. This article focuses primarily on providing some terminology as well as making comments

and assessments of the specific tax regime for individuals and organizations involved in innovative startups.

Keywords: creative innovation, mechanism, start-ups, tax.

1. INTRODUCTION

Creative innovation activities have attracted great concerns from many economists, researchers
and scholars in economy recently. The relentless fluctuations of the market, along with the advent
of enterprises with innovation and creativity factors, together with the Government’s interest, have
made the start up environment should be enriched and grow in both numbers and ideas. In summary,
up to the time of 2018-2019, some of the highlights for the creative activities are recognized as
highly internationalized with the attention of funds and individuals and organizations from abroad
to the system. The Vietnamese start-up ecology is getting bigger and bigger, and the attention of the
authorities and departments to the creative start up community has also become more practical. This
fact poses for researchers and policy makers to seriously review the existing system of mechanisms
and policies for those involved in the innovative start-up ecosystem, re-evaluate strengths and
weaknesses, learn lessons learned from other ecosystems, thereby propose amendments and improve
the legal environment for these subjects more suitable with reality accordingly.

2. TERMINOLOGIES:

In Vietnam, in recent decades, the term “mechanism’ has been used quite often and frequently,
especially in the field of economy and finance. However, there are various ways of interpreting
or understanding “mechanism” and its constituent elements. In general, scholars have defined
mechanism as a way of organizing and operating entities and phenomena, discovered or created
by humans to achieve a certain goal.
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Tax is the amount of income that is compulsory transferred from individuals and legal entities
to the state for public use according to the extent and duration prescribed by law. The form of
mobilizing income into the state budget through compulsory taxes is based on the rule of law,
attached to the power and authority of the state. Taxes play an important role in raising revenues
for the state budget and adjusting macroeconomics.

“Taxation mechanism” is a way of organizing the process of transferring income from
individuals and legal entities to the state. The tax regime is a mixed form which has both objective
and subjective features as tax is recognized and used by people while it is a tool that the state uses
to generate revenue for the state budget and to regulate the macro economy. The implementation
of tax mechanism is firstly concretized through tax policy. Tax policy is a system of state views
and directions in mobilizing revenue sources into the state budget through taxation; Regulations
on the rate of mobilization and the mechanism to mobilize revenue over time to ensure the highest
efficiency of state budget revenues. In different stages, there may be different mechanisms and tax
policies.

Starting a business is understood as efforts to make risky business decisions or establish
a new business, which may be in the form of self-employment, working alone, establishing a
new business, or expand existing businesses by an individual, a group of individuals or by an
established business.

Innovation is the ability of an economy to renew itself through the combination between
enterprises and universities, research institutes or receiving benefits from customers, suppliers,
etc. to constantly create new technologies, new products, new production processes. Creative
innovation (CI) is also the process of new inventions from research and development to the market.
It is the operation of a large apparatus and that is the reason for the need of a good framework
(economic, social, cultural, educational, legal, etc) for enterprises on the right track.

Startups are expressed by creating new ideas, new products, services or processes, bringing
breakthroughs in revenue as well as creating positive changes in the community and society.
If invention creates a new idea, product, service or process, innovation has a broader meaning,
including the application of those inventions in practice and flexible change, or modification of
each part to create value for that invention in a whole new way.

Organizations and individuals that are involved in creative innovation or investing in creative
innovation are also subjects to the tax laws. However, this field and activities also have more special
features than other common activities. Moreover, the implementation of creative innovation is the
area that countries have focused on developing in recent times. Therefore, there should also be a
specific tax mechanism for those involved in this field.

3. CONSTITUENT ELEMENTS OF SPECIFIC TAX MECHANISM FOR ORGANIZATIONS AND INDIVIDUALS ENGAGED IN
CREATIVE INNOVATION ACTIVITIES OR INVESTMENT IN CREATIVE INNOVATION

The specific tax mechanism for organizations and individuals engaged in creative innovation
activities or investing in creative innovation start-up includes the following main costituent
elements:
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Firstly, the system of government’s views on mobilizing revenue sources into the state
budget through taxes and using tax tools to regulate creative activities. For conventional creative
thinking, the government’s view is that it is necessary to create the most favorable conditions for
development, so the encouragement of revenues to the state budget from these activities in the
short term is arranged after the preferential target for development.

Secondly, the way to raise State revenues through the taxation for creative innovation start-up
is determined appropriately through the tax incentive level. Because this activity is in the incentive
field, it often has lower incentive level than other activities and longer incentive tax period.

Thirdly, the development orientation of tax system. In different periods, the development
orientation of the tax system is also different, which has an impact on the use of specific tax
mechanisms for creative innovation start-up, on the formulation of specific tax policies to adjust
operations of start-up or investors.

3.1. Activities of specific tax regimes for organizations and individuals engaged in creative innovation activities
or investment in creative innovation

3.1.1. Determine the scope of tax adjustment

For the government, the most important thing when using a specific tax mechanism for
organizations and individuals engaged in creative innovation activities or investing in creative
innovation is to define clearly which regulation to regulate and for which income. Normally, for
incomes, for production and business activities that the state needs to encourage development,
it may not be adjusted by tax policies, or regulated at a lower level. In addition, to ensure the
feasibility of the policy, it may not be included in the scope of tax policies for certain activities in
the field of creative taxation.

3.1.2. Determine the appropriate tax rate

This is an extremely important factor. Appropriate tax rates will ensure the harmonious
settlement of interests of the state and taxpayers, thereby creating incentives for taxpayers to
conduct creative innovation activities, encouraging entities to increase investment for creative
innovation start-up activities. Appropriate tax rates will contribute to create financial resources for
businesses to survive, to continue implementing the creative innovation activities.

3.1.3. Apply differentiated tax rates

Through the imposition of different tax rates for each type of goods, each field or industry,
which affects the encouragement or restriction of the development of regulated domains, industries
and commodities to the government’s orientation. Normally for incentive activities, the tax rate
will be lower than the tax rate applicable to other fields and subjects. In principle, preferential tax
rates really make sense in the case of direct taxes. Preferential tax rate means less tax payment,
increased profit after tax of the company and individuals, creating financial resources for the
company to reinvest, and low tax rates will also stimulate companies and individuals to boost
investment in startup activities. Preferential tax rates can also work in the case of certain indirect
taxes, when taxes constitute the price of inputs for production. The application of preferential tax
rates will reduce input costs, thereby reducing product costs and encouraging increased demand,
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from which enables supply to grow. The method of application of the discriminatory tax rate to
promote the creative development activities is based on the tax spillover effects. This impact has
led to the reallocation of social resources, focusing on industries and commodities with low taxes.
The taxation at differentiated tax rates has differentiated effects on industries and fields, promoted
economic restructuring and benefited the economy, creating favorable conditions for the economy
to grow stably.

3.1.4. Apply tax incentives

Tax incentives are the form for taxpayers to benefit favorable conditions when paying taxes.
Depending on the management requirements and development requirements in each period, the State
may increase or decrease the size and extent of tax incentives to stimulate accumulation in enterprises
and the investors. The forms of tax incentives for creative taxation are very diverse, including:

Exemption of income tax in whole or in part

With this form, taxpayers are allowed to exempt all (or part of) income taxes (and sometimes
even other taxes) for certain years. The application of this kind of incentive will bring direct
benefits to investors, which can be meaningful to create motivation to increase investment in
creative innovation start-ups.

In general, when implementing incentives through the full or partial exemption of income tax
for a given period, three important factors must be considered: the duration of the tax incentive
period; the effective date and relationship between the provisions of the tax incentive period and
the regular tax system, especially for provisions on depreciation and loss transfer. Although the
tax incentives are very popular, the tax incentive period is actually more effective for long-term
investors rather than for creative startups.

Reduce the corporate income tax rate for some activities

Permanent or temporary reduction of corporate income tax rates may apply for specific
activities. This form has a good effect on attracting investment capital of investors, has a positive
effect on encouraging the development of certain areas, easier to manage and the costs of revenue
i1s more transparent. However, applying this form for creative innovation businesses may have
limitations such as: difficulties in identifying and managing profits that qualify for low tax rates;
limit the creativity of entrepreneurs when focusing only on a number of preferential activities.

Investment deduction and tax deduction for investment

Investment deduction and tax deduction for investment are forms of supplement or
replacement for the tax incentive period applied by governments of some countries. These
incentives complement normal depreciation allowances and allow investors to eliminate cost
overruns. Investment subsidies often reduce taxable income, while tax credits for investment are
based on tax payable.

Investment deduction or discount can be applied to all forms of capital investment or only
apply to certain specific groups, such as investing in advanced technology machines or equipment,
or investing capital in some activities such as research and development.
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Investment tax deductions can be either fixed or incremental. Fixed tax deduction for
investment is the fixed rate enjoyed on investment costs arising from the capital eligible for
preferential treatment (target capital) for one year. In contrast, the increase in tax deduction for
investment is a fixed rate of investment from excess investment that qualifies for concessions
during the year. The purpose of incremental tax deduction is to improve the inclusion of incentives
towards increasing costs, without which such costs would not be incurred.

Quick depreciation of capital costs

For creative innovation enterprises, one of the following forms of asset depreciation can
be selected: (1) Depreciation at a rate faster than the economic depreciation rate; (2) Applying
a depreciation method with decreasing balance with a greater extent applied to the first years
(for example, larger than the straight-line depreciation method); (3) For certain types of assets,
depreciation may be faster than the normal case.

However, the incentives in the form of depreciation are only meaningful in the case of an
income-generating enterprise, if the enterprise has no income, then the support for investment
capital will be more effective.

Loss transfer

For not only creative innovation enterprises, but also for investors and supporting units, loss
transfer and loss handling are a good measure. With the characteristic that up to 98% of SMEs
are not successful when starting a business, it is inevitable for investors to lose money. Large
investments in manufacturing can only yield returns after about five years or more since investing,
but these are home to investments that many countries desire to attract. For investors, allowing
the transfer of losses in the early years to offset the tax liability of the following years has a very
important role and is a support measure that many countries use.

4. IMPACT OF SPECIFIC TAXATION MECHANISMS ON ORGANIZATIONS AND INDIVIDUALS ENGAGED IN CREATIVE
INNOVATION ACTIVITIES OR INVESTING IN CREATIVE INNOVATION

4.1. Positive impacts:

Using specific tax policies and mechanisms will directly affect benefits (reduction of direct
costs: related taxes / fees or performance of obligations, indirect costs: related to time and the
complexity of implementing administrative procedures for the performance of obligations), of
those who perform creative innovation activities or those investing in creative innovation start-
ups. Therefore, it will encourage entities to increase investment in creative innovation start-ups
and stimulate development of creative innovation activities.

Methods of using specific tax mechanisms and policies on creative activities often have
many impacts, possibly first of all affecting the background factor - capital for creative
innovation, to the owners of the implementation of creative activities, to the environment for
creative innovation start-ups. In addition, this impact can affect the awareness of the investors
or participants in the creative innovation that is the interest of government departments and
agencies in a positive way to improve and support the subjects participated in these activities
more practically.
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4.2, Negative impacts:

Regarding revenue to the State budget: in the short term, when using a specific tax mechanism
for creative activities, it may be necessary to apply various forms of tax incentives for this activity,
thus it often leads to a decrease in revenue. From tax to the state budget, there are certain difficulties
for the National Treasury planning activities.

Regarding the business environment: unreasonable use of specific tax regimes for creative taxation
activities may create opportunities for tax evasion and avoidance due to differences in tax mechanisms
and policies for different statues. Moreover, if too many tax incentives are applied to creative innovation
start-ups, while many other non-preferential activities can create inequality in the business environment
between businesses and investors in different areas or activities, causing negative feedbacks of a number
of investors and businesses to the tax mechanism and policies of the state.

If too much abuse of tax incentive mechanism for creative innovation start-ups can lead to
the dependence of those who implement it or the reliance on the state’s support. As a matter of
fact, it may create a counterproductive effect of the use of specific taxation mechanisms to entities
implementing creative activities or investing in creative innovation.

5. CONCLUSION

The use of a specific tax regime for organizations and individuals engaged in creative
innovation activities or investment in creative innovation must synchronize with other policies on
creative innovation. There is a need for a clear distinction in the use of specific tax mechanisms
with other policies, and the need for coordination with other policies in order to promote the effects
of mechanisms and policies for organizations and individuals engaged in creative innovation
activities or investing in creative innovation start-ups
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MOBILIZING FINANCIAL RESOURCES FOR PUBLIC HIGHER EDUCATION
UNDER THE CURRENT AUTONOMY MECHANISM IN VIETNAM

Tran Huong Xuan'

ABSTRACT

With the role of providing high quality human resources for the economy, higher education is considered as
a part of social infrastructure, an important foundation and an indispensable condition for the economic
development in the Age of 4" Industrial Revolution. Public universities in Vietnam have played a leading
role in the higher education system, both in terms of training scale and training quality. To impulse the
development of public higher education, finance is a very important resource, an essential condition
to promote other resources. Effective mobilization of financial resources for public higher education in
Vietnam in the context of promoting educational socialization and strengthening university autonomy is
in line with the orientation of the State to develop the socio-economy comprehensively and sustainably.
The paper summarizes the mobilized financial resources for Vietnam’s public higher education today,
analyses and assesses the situation of mobilizing these financial resources in recent years, thereby proposes
some solutions to effectively mobilize financial resources for public higher education in order to meet the

requirements of the current autonomy mechanism in Vietnam.

Keywords: autonomy mechanism, financial resources, higher education, mobilize, public universities

1. INTRODUCTION

The Fourth Industrial Revolution has been happening quickly and strongly, deeply affecting
all areas of social life. Currently, not only Vietnam but many countries around the world are facing
the great challenge of the shortage of highly qualified, professional and skilled workers. Therefore,
higher education institutions in which public universities play a key role need to be renewed to
meet the requirements of the labour market. In order to do that, public universities need to mobilize
abundant financial resources.

Moreover, in the current autonomy mechanism of public non-business units and the university
autonomy mechanism in Vietnam, the need to mobilize financial resources for public higher
education is increasing, while financial resources from the State budget are still limited. Therefore,
intensifying the effective mobilization of financial resources for public higher education towards
innovative development has become an urgent requirement.

The paper addresses the following issues: First, systematize the financial resources that public
universities can mobilize under the current autonomy mechanism in Vietnam; Second, assess the

' Hanoi University of Home Affairs, Portal 36, Xuan La street, Xuan La ward, Tay Ho District, Ha Noi city, VietNam,
Email: tranhuongxuan.dhnv@gmail.com



MOBILIZING FINANCIAL RESOURCES FOR PUBLIC HIGHER EDUCATION 239

situation of mobilizing financial resources of public universities in Vietnam. Thereby achieve the
objective of the study is to propose some solutions to effectively mobilize financial resources for
public higher education in Vietnam today.

2. FINANCIAL RESOURCES THAT CAN BE MOBILIZED FOR PUBLIC HIGHER EDUCATION UNDER THE CURRENT
AUTONOMY MECHANISM IN VIETNAM

With the issuance of Resolution N°.77/NQ-CP dated October 24, 2014 on piloting the
renovation of operation mechanism of public tertiary education institutions in the 2014-2017
period and Decree N°.16/2015/ ND-CP dated February 14, 2015 on stipulating the mechanism for
exercising the autonomy of public non-business units, the Government has identified the university
autonomy mechanism as an inevitable trend of Vietnamese public universities.

Accordingly, the Government determined that training should be linked to social needs, and
that university autonomy consists of four main pillars, including: Autonomy in organizational
structure; self-control in personnel; financial autonomy and academic autonomy. In particular,
financial autonomy plays a fundamental role to effectively and sustainably implement the autonomy
content of the apparatus, personnel and academia.

Financial resources for public higher education in Vietnam today are formed from many
sources, including the State budget and sources outside the State budget. According to Decree
N°.16/2015/ND-CP, the financial resources of the public universities are: (i) State budget sources;
(i1) Income from public non-business service activities; (iii) Retained fees and charges according
to the law on fees and charges; (iv) Other revenues as prescribed by law; (v) Financial resources
come from the financial transactions of universities in accordance with the law; (vi) Aid and
funding sources as prescribed by law; (vii) Financial aid for students.

2.1. State budget sources, including:

 The State budget supports the not included costs in the prices and charges of public non-
business services (for public universities that partly cover recurrent expenses by themselves
because the price of public non-business services is not fully structured, are ordered or assigned by
the State to provide public non-business services at prices and charges not fully included the cost).

» State budget allocated for irregular tasks (if any), including: Funds for performing scientific
and technological tasks (for units not being scientific and technological organizations); funding for
national target programs; other programs, projects, schemes; reciprocal funding for implementation
of projects under decisions of competent authorities; capital for development investment ; funding
for equipment procurement for non-business activities under projects approved by competent
authorities; funding for unexpected tasks assigned by competent agencies.

» Sources from the State budget are allocated directly to public universities to offset the
tuition fees that are exempted or reduced for learners who are eligible for exemption or reduction
prescribed in Decree N°86/2015/ND-CP dated October 2, 2015, and studying at these universities.

2.2. Income from public non-business service activities, including:

* Revenues from university tuition fees (currently called training service prices): According
to Decree N°86/2015/ND-CP, the tuition fees of public higher education establishments which are
self-sufficient for recurrent and investment expenditures by themselves shall be determined on the
basis of economic and technical norms and cost norms promulgated by competent agencies and the



240 INTERNATIONAL FINANCE AND ACCOUNTING RESEARCH CONFERENCE

roadmap to fully calculate training costs. Tuition fees of public higher education institutions that
are not self-sufficient for recurrent and investment expenditures according to the Government’s
regulations are determined on the basis of a balance between the State’s support and learners’
contributions, follow the roadmap to reduce subsidies of the State.

Revenues from the provision of services suitable to the professional fields and capabilities
of public universities, such as: Revenues from short-term training and fostering contracts with
domestic and foreign organizations; Revenues from contracts for the performance of organizing
recruitment contests and career title promotion contests; Revenues from activities of production
and sale of products and experimental products; Revenues from production - testing projects;
Revenues from scientific and technological service contracts; Revenues from consulting services;
revenues from distribution of books and publications; and other revenues as prescribed by law such
as money from kiosk rentals, parking services, stationary counters... on the principle of ensuring
cost recovery and then accumulation.

2.3. Retained fees and charges according to the law on fees and charges:

These are the retained fees and charges for regular expenditures or for the procurement
and overhaul of equipment and properties in service of the charge and fee collection. For public
universities, this source of income is now almost negligible, because the tuitions previously
included in this section are now considered to be public service prices.

2.4, Other revenues as prescribed by law:

These are other incomes such as income from the sale, liquidation of fixed assets; Profit difference
after revaluation of fixed assets transferred as capital contribution to joint ventures, associates and
other long-term investments; Collect fines for customers who violate contracts; Collection of bad debts
which have been written off; Taxes refunded from the State budget; Payable debts with unidentifiable
owners; Amounts compensated by the third party for the unit (such as insurance, compensation ...);
Other incomes besides the above. These revenues of public universities are abnormal, irregular, and
they constitute a very small proportion of their total revenue.

2.5. Financial resources come from the financial transactions of universities in accordance with the law, including:

* Capital obtained from borrowing and mobilizing: Public universities with service activities
may borrow capital from credit institutions and mobilize capital from officials and employees in
their units for expanding the scale and upgrading the quality of non-business services, and other
service activities in accordance with functions and tasks.

Particularly for public universities, which can guarantee recurrent expenditures and investment
expenditures, they may borrow capital and raise capital for investment and construction of
material foundations according to current regulations. When applying for loans and mobilizing
capital, universities must have feasible financial plans, take responsibility for repaying loans and
interests according to regulations, and take responsibility before law for the effectiveness of capital
borrowing and capital mobilization.

* Capital of joint ventures and associates of domestic and foreign individuals according to the
provisions of law.

* Income from financial activities: Interests from bank deposits, profits from joint ventures,
associates and financial investments in accordance with law.
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2.6. Aid and funding sources as prescribed by law, including:

Official Development Assistance (ODA): the economic organizations, international financial
organizations, and the governments of developing countries grant non-refundable aid or preferential
loans to public universities.

Financial sources in the form of charitable funds, gifts from domestic and foreign organizations
and individuals to public universities. In recent years, fundraising activities through this form have
been paid much attention to by the universities, and become one of the effective financial sources
for their development.

2.7. Financial aid for students.

In general, there are three types of student financial aid: (1) Scholarship: Financial aid that
1s non-refundable to students. Beneficiaries are students with excellent academic achievements,
regardless of circumstances or financial needs; (ii) Subsidies: Providing financial support to
groups of disadvantaged students; (iii) Concessional loans: Students can borrow a sum of money
with State incentives in the following matters: Interest rates (often lower than commercial interest
rates); Lending conditions (unsecured); Terms of payment of principal and interest.

3. ACTUAL SITUATION OF MOBILIZING FINANCIAL RESOURCES FOR PUBLIC HIGHER EDUCATION IN VIETNAM
3.1. Regarding the mobilization from State budget

In recent years, the source of funding from the State budget has always accounted for a large
proportion in the structure of the financial resources of the public universities in Vietnam (about
30% - 40% of the total revenue of the public university every year). However, compare to other
countries in region and around the world, Vietnam still have high contribution rate of learners and
their families to higher education through tuition payment (Figure 1). This is consistent with the
policy of “cost sharing” in higher education by mobilizing the contributions of learners as well as
all organizations and individuals in the society. This leads to the fact that the proportion of State
budget revenues in total revenue of public universities tend to decrease.

FIGURE 1: COMPARISON OF THE PROPORTION OF INVESTMENT FROM THE STATE BUDGET
AND FROM SOURCES OUTSIDE THE STATE BUDGET FOR HIGHER EDUCATION

IN VIETNAM AND OTHER COUNTRIES
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The State budget allocation mechanism is still complicated and fragmented. The allocation
of State budget for education in general and for higher education in particular complies with the
provisions of the Law on State Budget 2015 which clearly defining two levels (central and local
levels). At the central level, the allocation of State budget for regular activities in the field of
higher education for ministries and provinces is the task of the Ministry of Finance; and that for
investment activities is the task of the Ministry of Planning and Investment. At the local level,
the Provincial People’s Committees are specialized agencies which are responsible for allocating
the State budget. Because there are many stakeholders, including line ministries and agencies
involved in the process of allocating State budget for public universities, therefore, the process of
State budget allocation becomes complicated and overlapping.

The State budget allocation mechanism is still average between public universities. The criteria
for State budget allocation are based on the size, the number of students enrolled at the university
and the funding level of the previous year. This allocation is not yet associated with the criteria that
reflect the quality of training and outputs. This is a major obstacle in the implementation of autonomy
mechanism and at the same time leads to the lack of competitive motivation between universities.

3.2. Regarding the mobilization of revenue from public non-business service activities

The diversification of the revenue of public universities currently has not yet achieved
significant results. The revenue from public non-business services of the public universities
mainly comes from tuition fees. Other revenues from scientific and technological consulting and
transfer services, education and training consulting services under contracts for organizations and
individuals, human resource recruitment services ... are still limited.

The current tuition fees of universities are still low and not corresponding to the actual
training cost of tertiary education (Average tuition in period 2011-2015 was only more than VND
10 million/year/student). In addition, with the tuition ceiling applied in the Decree N°.49/2010/
ND-CP as before and Decree N°.86/2015/ND-CP currently, universities are forced to expand their
training scale in the condition that financial resources are not sufficient to reinvest and improve the
training quality in accordance with the social needs and requirements.

Public universities are still limited in terms of training quotas as prescribed by the Ministry
of Education and Training. To increase revenue, they have expanded the types of training such as:
informal training, joint training. However, in fact the number of new students recruited for these
types of training at public universities has been on a downward trend in recent years, this has been
greatly affecting the revenue of universities.

3.3. About mobilizing financial resources from financial transactions

According to Decree N°.16/2015/ND-CP, public universities in Vietnam are autonomous in
financial transactions through opening transaction accounts at commercial banks, borrowing and
mobilizing capital. However, mobilizing financial resources through financial transactions still has
the following limitations:

First, the mobilization of capital from credit institutions and other organizations and individuals
to support the provision of higher education services according to the needs of public universities
is still limited due to the lack of guiding documents for implementing the law.
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Second, the State has not yet had a specific mechanism for universities to implement the
autonomy to borrow preferential loans or receive interest rate support to expand investment in
facilities, equipment for training and scientific research.

Third, the degree of autonomy of public universities is not high, so the financial investment
activities of the universities are limited. The income from financial activities of public universities
is mainly from interest on deposits at credit institutions.

3.4. Regarding the mobilization of financial sources from foreign aid

After Vietnam re-opened its relationship with international organizations, the public
universities in Vietnam have received strong support commitments from many donors, including
bilateral and multilateral, in which the Official development assistance (ODA) capital accounts for
the majority.

However, the mobilization of ODA capital for higher education in Vietnam has been not
really effective. The overall disbursement rate in the education and training sector is only 68%,
lower than the disbursement rate of other countries in the region. This is the reason why there has
been the delay in implementation of projects, the reduction of the efficiency of capital use, which
affect the implementation of socio-economic tasks set out.

3.5. Regarding mobilizing financial resources from the student support policies

The implementation of supporting student programs and projects in recent years still has the
following inadequacies:

For the study encouragement scholarship, policy scholarship and social assistance project for
students: Currently, there is an overlap between regulations of study encouragement scholarship and
policy scholarship as well as social assistance project. If students, who are already acceptable for
benefits from policy scholarship or social assistance project, are eligible for study encouragement
scholarship, they are still permitted to get that scholarship. However, in fact, students in this
category are only partially accepted but not fully entitled to the study encouragement scholarship.

For the project of tuition exemption and reduction, and that of support for students’ study
costs: Public universities have not yet implemented direct tuition reduction and exemption for
students who are social policy beneficiaries but still collect their full tuitions, afterwards, the tuition
exemption or reduction will be reimbursed to those students after the committee reviews and
accepts the exemption or reduction. According to the regulations, the payment of tuition support
for ethnic minority students has to be performed twice in an academic year, but many universities
only pay once a year.

For the student credit project. Through 10 years of implementation, this project has brought
many positive results. The program has lent more than 3.5 million pupils and students in difficult
circumstances. Nevertheless, according to result of the survey and assessment of the student credit
project in recent years, some difficulties and challenges are encountered such as: (i) The recovery
of loans is still a hard problem because of the awareness of the borrowers and the inadequateness
of regulations and procedures to control the repayment of loans; (ii) Lending procedures are still
inadequate due to the fact that the loan application forms do not ensure the strict legal commitment
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and the consistency among related entities (Local government where students reside, Bank for
Social Policy and Ministry of Education and Training), bringing difficulties for students who have
to travel many times to apply for a loan; (iii) The loan repayment period of 12 months after
graduation is at low feasibility, for it is so hard for students to find a stable job in such a short
time; (iv) The maximum credit line for students is VND 1.5 million/month which is a tight budget
compared to the average cost of students currently attending university in big cities.

3.6. About mobilizing other funding sources

In addition to the aforementioned financial resources, in order to mobilize financial resources
for higher education in Vietnam today, universities often have fundraising activities to call for
contributions from the community of individuals, organizations and businesses in the form of
gifts, charity funds. However, this financial source has not been really exploited by the public
universities, so the mobilizing ability is still very limited.

4, SOLUTIONS TO IMPROVE THE EFFICIENCY OF MOBILIZING FINANCIAL RESOURCES FOR PUBLIC HIGHER
EDUCATION

In order to improve the efficiency of mobilizing financial resources for higher education in
Vietnam, the following measures should be implemented synchronously:

4.1. Renovating the method of State budget allocation for higher education:

It is necessary to change the model of State budget allocation for public universities based on
input factors such as: number of new students, staffing and learners scale.., to allocate based on
output factors that reflect the university’s performance such as: total number of teaching hours, the
quantity and quality of scientific research works, the number of graduates finding jobs related to
their major, the satisfaction of the society...

The State should only provide operating funds for a number of higher education institutions
assigned to perform special tasks or that in difficult areas and regions... The public universities that
are slow to innovate and not to adapt under the competition mechanism should be restructured,
merged, or transferred the ownership to non-State economic sectors.

4.2, Increasing revenues from public non-business service activities:

It is necessary to renovate tuition policies based on the principle of cost sharing with society,
and the public universities play the role of the service providers. Tuition fees of public universities
should be raised according to the pricing roadmap for public non-business services as stipulated in
Decree N°.16/2015/ND-CP, with the aim of covering necessary training costs to achieve satisfactory
quality but still suitable for each major and each group of students with different circumstances
and needs.

In addition to the revenue from tuition fees, public universities should pay special attention
to mobilizing revenue from non-business activities in accordance with their professional fields
and capabilities. The State should strengthen the legal corridor for universities to strongly develop
products from scientific research and inventions and have a mechanism to commercialize these
products.
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4.3. Renovating financial support policies for students:

It is essential to review, amend and supplement the relevant legal documents to build a clear
mechanism based on defining specific criteria, avoiding the overlap between policy beneficiaries.

In order to improve the effectiveness of the implementation of student credit programs, the
following recommendations can be considered: (i) Prescribe multiple credit lines for different
groups of students, so that they can be lend enough to cover both tuition fees and living expenses;
(i1) Expand the beneficiaries of preferential credit policies, targeting households with 2 children
attending university or college; student groups who want to continue their master’s and doctoral
training; (iii) Apply various lending interest rates, including: The current low interest rates for
the poor and near-poor groups; the interest rates that are lower than the average lending rates
of commercial banks for other groups; Interest rate reduction if borrowers pay principal and
interest ahead of schedule; (iv) Determine the credit lines based on academic result along with the
performance of skills, ethics, and attitude as criteria to appraise students’ future financial capacity;
(v) Apply repayment schedules that are consistent with the monthly income of working graduates,
and they only have to start repaying when their salary is above the regional minimum income...

4.4, Promoting the mobilization of investment capital for public universities from domestic and foreign sources
under the policy of socializing higher education, focusing on:

(1) Attracting domestic investment capital: The State should issue regulations on mobilizing
loans, joint venture capital from organizations and individuals in society. In addition, it is necessary
to institutionalize the mobilization of financial resources from businesses for higher education by
issuing policies to encourage businesses to support higher education through corporate income tax
incentives, to attract financial resources from the private sector to invest in high quality tertiary
education institutions to meet the diverse needs of Vietnamese students for learning and researching.

(i1) Attracting foreign investment capital: There are some measures that should be taken to
promote the efficiency of ODA and international funds for research, such as: Improving the legal
environment so that autonomous universities can approach ODA capital, funding sources from
international individuals and organizations; Improving the quality of ODA projects by clearly
defining investment objectives based on the actual needs of the universities that receive the projects...

4.5. Improving the legal mechanism for business activities of public universities:

The State should issue more specific guidelines on the management and use of public property
for business and rental purposes in order to exploit effectively and economically the available
resources of public universities.

Besides, the State should also complete the legal corridor for the establishment of science-
technology enterprises inside the universities (known as spin-off companies), where the scientific
research results could be applied; the practical value of scientific research projects of scientists
and lecturers could be verified and evaluated; technology could be transferred while long-term
benefits of the higher education institutes and individual scientists are ensured ... Moreover, the
State should develop clear regulations on rights and responsibilities for the public universities in
proceeding financial business activities and owning the financial assets to formalize these activities
in the current autonomy mechanism.
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FINTECH — OPPORTUNITIES AND CHALLENGES FOR THE DEVELOPMENT OF
THE FINANCIAL AND BANKING SYSTEMS
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ABSTRACT

Fintech is used to describe an emerging trend in the banking and finance area. Along with the development
of Industry Revolution 4.0, more and more consumers are using Fintech products and services. Vietham has
alot of potential for Fintech to develop. However, along with development opportunities, Fintech in Vietham

still has many difficulties and challenges.

Keywords: fintech, financial and banking systems, opportunities and challenges

1. WHAT IS FINANCIAL TECHNOLOGY?

Financial technology (Fintech) is used to describe an emerging trend in the banking and
finance industry. To put it more simply, Fintech is the application of science - technology to the
Finance - Banking. Objectives such as banks, insurance companies, traditional financial institutions,
consumers and other businesses, etc. have the demand to use Fintech services.

Fintech companies are currently providing services in many different fields such as banking
technology, payment, financial management, digital currencies, etc. with diverse products such as
electronic wallets, online commerce B2C, mPOS, etc.

Basically, it is possible to classify the services that Fintech companies provide according
to the types of services: financial services: mobilizing capital from the community, credit, etc.;
asset management; automation recommendations; personal financial management; investment and
banking services; payment services; and other services (insurance, guarantee, other technological
solutions).

2.OPPORTUNITIES FOR THE BANKING AND FINANCE SYSTEM

The impact of the Industry Revolution 4.0 on the development of the banking system is
increasingly evident with the appearance of a series of innovative banking products and services,
as well as distribution channels based on financial fintech. This gives financial institutions and
banks opportunities to change, in particular as below:
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Firstly, expanding the branch network is no longer a priority in the competition between

financial institutions and banks.

If the core banking systems designed in the late 80s and early 90s were not flexible and
customer-focused, the digital banking models built on Fintech solutions are the models built on
the basis of optimizing the customer experience in accordance with the conditions and needs of
customers. Today, the basic utilities, that a bank offers are available at all times in the digital space
through service applications which are easily downloaded to mobile phones or made online on the
Internet, is no longer dependent on branch systems and transaction offices as before. Competition
through the expansion of the network of bank branches in a digital age will probably not meaningful
much, instead of that, technology factors will become an advantage for banks, especially for small
banks, which were previously difficult to expand market share.

Secondly, the movement of customers using services from traditional channels to electronic
and online channels

Mobile technology has shifted customers’ need to use services to online transaction channels
and smart mobile phones instead of going to bank branches to take a series of procedures. The World
Bank’s report in 2018 showed that the shift of customers’ payment needs from traditional channels to
electronic channels has exceeded 50% globally, in which electronic payment channels have become
leading channels in developed countries with over 86% of adult customers having accounts.

Chart 1. The movement of payment channels
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Source: World Bank

This is also an opportunity for small-sized financial institutions and banks to attract more
customers living in rural, remote areas in developing countries in Asia or Africa, who do not have
a bank account and have difficulty accessing to banking services. According to the Global Index
Report in 2018, there are still about 2 billion people worldwide who currently have no access to
and own a payment account, more than 200 million small and medium-sized businesses also do not
have access to formal financial services. In fact, despite the very low income, more and more people
in this income class have the opportunity to access Internet services or mobile phones. According
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to data of GSMA Intelligence, the number of mobile users in developing countries was higher than
80% in 2014 (compared to 55% of people with a bank account) and by 2020, this number will be
90%. For many of these people, especially those who live in rural or remote areas, Internet or mobile

technologies will become a gateway for them to access financial and banking services.
Thirdly, the shift to Omni-channel banking

Currently, in many developed countries, bank branches with modern and convenient
transaction space with large television screens and tablets help customers interact and experience
the service without the assistance of traditional tellers, which is becoming more and more popular.
The construction of bank branches is mainly based on automation technology, multidimensional
connectivity and intelligence towards the development of self-service devices based on artificial
intelligence and machine learning. In the course of the digital revolution, financial institutions
have stopped focusing on the development of multi-channel banking but have recently turned
to the development of omni-channel banking, which were designed to maximize the customer
experience. Through the omni-channel, customers can access banking services anytime, anywhere,
by any device with Internet connection in real time, and can experience the synchronization
and instant service circuit on all channels of Internet Banking, Mobile Banking, ATM. This
approach also allows banks to analyze data on customer activities through different channels,
thereby forecasting more accurately customers’ needs and interests, and enhance their ability to
communicate more effectively with customers; at the same time, increase efficiency and improve
operational efficiency by replacing human-based manual processes with digital transactions and

reducing operating costs.

Fourth, the emergence and strong participation of Fintech companies in the financial -

banking market

The explosion of Fintech solutions developed by non-bank organizations in the past time has
had a significant impact on the banking and financial sector, especially in promoting access to
finance services. Fintech companies have been attracting a large number of customers, especially
those who do not need a large network of branches and transaction offices, to be developed on the
basis of information technology and telecommunications systems. People living in rural, deep-
lying, remote areas and islands, who do not have a bank account, are customers that banks and
traditional financial institutions have not yet fully provided. The main trend in recent years is still
a combination of Fintech and banks. The combination of Fintech and the bank creates financial
and banking services with high quality, more experience and utilities, faster processing time and
lower service costs. Thanks to that, banks can attract more customers to use the services, especially

value-added services.



250 INTERNATIONAL FINANCE AND ACCOUNTING RESEARCH CONFERENCE

Chart 2. Classifying Fintech companies according to area in Vietnam
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In general, the increasing use of digital banking services results in greater access to technology
and mobile infrastructure around the globe. Vietnam, with nearly 65% of the population currently
living in rural, remote areas, has difficulties in accessing financial and banking services. The system of
branches, bank transaction offices or ATM networks of banks with low coverage due to the expected
efficiency compared to the investment costs is low and has not met the business requirements of the
banks. Because of the inability to access the services of banks, people living in these areas are now
using unofficial payment and remittance channels with low safety and high risks.

Meanwhile, the rate of access to mobile phones and Internet of Vietnamese people is high.
Vietnam has 64 million Internet users, ranked sixth in the Asia-Pacific region and 13th in the world
(according to Internet World Stats) and a total of 25.1 million smartphone users, with a smartphone
access rate of 26.4%, ranked 21st in the world (according to Newzoo’s Global Mobile Market). In
addition, young people’s understanding of information technology; the explosion of e-commerce;
the low proportion of people having a bank account is a favorable factor to develop Fintech-based
financial and banking services in Vietnam in the future.

3. THE CHALLENGES FOR THE BANKING AND FINANCE SYSTEM

However, Fintech’s innovation not only brings great benefits to banking and financial
institutions, but it also poses great challenges for countries in conducting and managing this
activity. The emergence and development at a fast pace of Fintech - a completely new field has
made the financial systems of countries face many challenges and difficulties such as the risk of
money laundering and terrorism financing, risks related to security, safety, information security.
It can be seen that, at present, two opinion and different approaches to the activities of Fintech
companies have emerged:

First, the conservative considers Fintech products and services to be the same as banking
services, so it must comply with the laws governing banking-like operations as well as consumer



FINTECH — OPPORTUNITIES AND CHALLENGES FOR THE DEVELOPMENT OF THE FINANCIAL AND BANKING SYSTEMS 251

protection regulations and other legal provisions. Some countries such as the United States, France,
Germany consider services provided by Fintech similar to traditional banking services, so these
organizations need to be licensed for banking operations when providing services.

This view will help these countries protect the interests of their customers and soon put Fintech
companies into the management framework. However, this opinion faces a huge challenge that
eliminates the creative ability of Fintech companies when embedding them in the old management
rules that are no longer suitable for the modern technology.

Second, the aggressive accepts innovations from Fintech. Fintech companies that provide banking
services will not be forced into the same operational framework as traditional banks, because in this
view, doing so would hinder the creativity of Fintech companies, thereby reducing the motivation of
social development. Countries in Europe and Asia - Pacific are the ones that tend to be open and attach
importance to promoting creativity and technological innovation following this opinion.

This opinion allows Fintech companies to freely use their innovations to renew their old
traditional financial services, reduce costs for customers to use, and expand the scope of supplying
of these services. However, because the legal framework for Fintech companies cannot keep up
with the rapid change of technology, some Fintech company models can cause loss to customers
and on a large scale can lead to the mass disruption of Fintech companies. The failure and mass
collapse of P2P companies in China is a clear evidence for the boom in development of Fintech
without control and management from the state management agency.

Therefore, these countries, following open opinion, often create pilot mechanisms, so that
Fintech companies can test their services or products on a limited scale with control and supervision.
In order to improve solutions, enhance risk control so that these products can be quickly supplied
to the market, promote efficiency, competition, while ensuring that Customers enjoy the benefits
that Fintech brings in a less risky environment.

Like other countries in the world, Vietnam is facing some new challenges in state management
with the appearance of Fintech companies operating in areas such as peer-to-peer lending, new payment
models, cross-border money transfer, virtual money/virtual assets, initial public offering of virtual
currencies, multi-level business. In fact, the current Fintech management in Vietnam has not been
mentioned in the state management documents system; Fintech’s specific areas of operation also do not
have a separate legal framework to adjust, except for payment. The experience of dealing with Uber
and Grab joining the transportation market in Vietnam has shown profound lessons for the banking
and finance industry on coping with rapid changes of the technology; If not prepared in advance,
especially a legal corridor, the state management may be confused as Fintech companies expand their
scope of operation. Therefore, the immediate urgent need is a “test management mechanism” to create
a monitoring and management framework for the operation of companies in this field to minimize
unequal competition and legal violations, while protecting the interests of service users.

4.SOLUTIONS TO PROMOTE FINTECH DEVELOPMENT IN THE COMING TIME

In order to overcome the challenges and make good use of the advantages Fintech brings in
the context of the strong Industrial revolution 4.0, Vietnam needs to pay attention to the following
contents:
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Firstly, quickly complete synchronous legal regulations on Fintech. Accordingly, rules and
regulations need to be established for the Fintech ecosystem; focus on building a legal corridor
on the provision of Fintech products and services; quickly formulating legal regulations on virtual
money and electronic money, recognizing it as a “virtual asset”; regulating standards of the product
and service portfolio for Fintech companies to operate in a transparent manner, including credit
operations, saving, payment services, money transfer online, investment, insurance, financial
advice, data analysis, etc. At the same time, clearly define the business model of the companies
providing Fintech.

Secondly, build the Fintech development policy associated with the development of the
financial - banking system and economy. Consider the development of Fintech associated with
promoting the application of science and technology in the field of finance and banking, being a

part of the financial and banking industry, under the management of specific industries.

Besides, there are tax exemption and reduction policies, policies to support access to capital,
create an environment for Fintech investment, cooperate with traditional financial and banking

institutions.

Third, promote the research and application of the benefits of blockchain technology,
distributed ledger technology, etc. to apply quickly in the field of finance - banking and other fields
due to the huge benefits from this technology.

Fourth, improve the human resource level for Fintech application and management. There is
a mechanism to encourage human resource training and attract high quality human resources for
Fintech development. At the same time, taking advantage of the technical assistance and advice
of international organizations such as ADB, WBG and bilateral cooperation with the management

agencies of countries to exchange and share useful experiences in managing Fintech businesses.

Fifth, enhance cooperation between the parties in the supply of Fintech products. Enhance
cooperation between Fintech businesses and traditional financial and banking institutions, as well
as businesses providing internet, information, etc. to ensure the parties promote their advantages

and create conditions for development Fintech in Vietnam in the near future.

Sixth, diversify products and popularize knowledge about Fintech to consumers. On the basis
of developing Fintech products mainly payment and money transfer, it is necessary to expand
other potential products such as financial management, lending, savings, etc. to meet the diverse
needs of customers.
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ANALYSIS AND ASSESSMENT OF TAXATION MECHANISM FOR ATTRACTION

OF INDIVIDUALS AND ORGANIZATIONS DOING CREATIVE START-UP OR
FOREIGN INVESTMENT IN CREATIVE START-UPS IN VIETNAM

Nguyen Trong Co'

ABSTRACT

Recently, many researchers and policy-makers in Vietnam has noticed to start-up businesses in general and
taxation mechanism applied to start-ups and foreign investments in Vietnamese start-ups in particular. This
paper will focus on analyzing and evaluating current tax policies and mechanism applied to start-ups and
foreign investments in start-ups in Vietnam. Also, this paper will present limitations of these tax mechanism
then propose several solutions for amendments to these ones in order to facilitate and support further

development of Vietnamese start-ups in the coming time

Keywords: analysis, assessment, taxation mechanism, start-ups

1. INTRODUCTION

Recently in Vietnam, the number of investors investing in creative start-up activities has
been increasing, both domestic and foreign investors. The Vietnamese Government pays close
attention to this and has issued a number of mechanisms and policies to attract domestic and
foreign organizations and individuals to participate in creative entrepreneurship. Especially,
there are more and more international investment funds showing their interest in and doing
venture capital investment in Vietnam. The reality requires researchers and policy makers to
consider and evaluate the current financial mechanisms and policies applied to individuals and
organizations engaged in creative startup enterpreneurship and foreign investors to creative
startup entrepreneurship in Vietnam.

The objective of the study is to systematize the current financial policies and mechanisms
for creative startup individuals and organizations or foreign investors to creative startup
entrepreneurship Vietnam, analyze and evaluate the status of the current financial policies and
mechanisms for creative startup individuals and organizations or foreign investors to creative
startup entrepreneurship Vietnam, and at the same time present the limitations and constrants, which
could be used as a practical basis for proposing resolutions for amendment and supplementation to
financial policies and mechanisms facilitating and boosting further development of creative startup
entrepreneurship in Vietnam in the coming time.

' Academy of Finance, Duc Thang, Bac Tu Liem, Ha noi, Viet nam, email: nguyentrongco@hvtc.edu.vn
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2.ANALYSISANDASSESSMENTONTAXATIONMECHANISMFORTHEATTRATIONOF INDIVIDUALSAND ORGANZATIONS
DOING CREATIVE STARTUPS OR FOREIGN INVEMENT ON CREATIVE STARTUPS IN VIETNAM

2.1. Tax policies applied to individuals and organizations doing creative startups or foreign invesment in creative
startups in Vietnam

2.1.1. For foreign individuals and organizations doing startups in Vietnam

a. For foreign organizations doing startup in Vietnam

Foreign enterprises doing startups in the territory of Vietnam also apply the same tax policy
as domestic enterprise. Startup enterprises are entitled to the tax incentives for newly established
enterprises. The current incentives of tax policy in Vietnam are in direction of supporting businesses
by location and sectors field, accordingly any business that meets the preferential conditions will
be entitled to the corresponding incentives. Therefore, if a creative start-up enterprise conducts
start-up activities in the fields and areas eligible for tax incentives, it will be given incentives;
otherwise if it does not conduct activities in areas eligible for tax incentives and does not meet the
requirements listed in investment incentives it will not receive tax support.

The basic contents of tax preferential policies to newly established enterprises comprise
the followings. Incentives for the corporate income tax granted to newly established enterprises
consist of the forms as follows.

First, tax exemption is applied for some kinds of income. The Law on Corporate income
tax defines some kinds of income which are eligible to tax exemption, of which are (i) income
from carrying out scientific research and technology development, products in experimental
production stage, products produced by new technology applied for the first time in Vietnam; (ii)
the granted funding for implementing educational and scientific research activities in Vietnam and
(ii1) Incomes from technology transfer in the priority fields transferred to local organizations and
individuals located in areas with exceptionally difficult socio-economic conditions.

Second, enterprises are permitted to deduct up to 10% of their annual taxable income to set up
enterprises’ scientific and technological development funds. For enterprises which do not deduct
their annual taxable income for their scientific and technological funds, but carry out scientific and
technological activities, the related expenses if meeting the conditions for determining deductible
expenses, shall be included in deductible expenses when calculating taxable income.

Third, preferential tax rates. The current preferential tax rates granted to corporate income
tax are 10%, 15% va 17% which are applied for enterprises doing business in a number of certain
sectors, industries and areas, such as follows.

- The tax rate of 17% for ten years is applicable to:

+ The corporate income generated from implementing new investment projects in areas with
exceptionally difficult socio-economic conditions.;

+ The corporate income generated from implementing new investment projects in such fields
as high-class steel production; production of energy-saving products; manufacture of machines
and equipment for agricultural, forestry, fishery and salt production; production of irrigation
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equipment; production and refining of feeds for cattle, poultry and aquatic animals; development
of traditional industries.

Fourth, incentives related to duration of tax exemption and reduction.

- The corporate income generated from implementation of new investment projects is eligible
for the rate of 10% of the corporate income tax in 15 years. The corporate income generated from
implementing socialization in education & training, vocational training, health, culture, sports and
environment, hi-tech businesses, hi-tech agriculture is eligible for tax exemption in no more than 4
years and a reduction of 50% of tax payable amount in no more than 9 following years.

- The corporate income generated from implementing new investment projects are eligible to
17% of corporate income tax rate in 10 years. Whereas the corporate income from implementing
investment projects in industrial zones, excluded industrial zones in areas with favorable socio-
economic conditions are applicable to to exemption of corporate income tax in no more than 2
years and a 50% reduction of tax payable amount in no more than 4 following years.

- The duration of tax exemption and reduction applied to corporate income from implementing
new investment projects is counted from the first year having taxable income generated from
investment projects. In case there is no taxable income during the first years since the first year
having revenue from the projects, the duration of tax exemption and duration is counted from the
forth year. The duration of tax exemption and reduction applied to hi-tech enterprises, hi-tech
agricultural enterprises is counted from the date of granted certificate as hi-tech enterprises, hi-tech
agricultural enterprises.

- Enterprises which implement investment projects in sectors, industries and areas eligible
to preferential corporate income taxes as defined in the Law on Corporate Income Tax having
production scale expansion, capacity improvement, or production technology replacement
(expansion investment), if satisfying one of the three following conditions will be entitled to
choose to enjoy preferential tax for ongoing projects for the remaining period (if any) or enjoy tax
exemption or reduction for the additional income due to expansion investment. The time of tax
exemption or reduction for the additional income due to expansion investment is equal to the time
for tax exemption or reduction applicable to new investment projects in the same area or industrial
eligible for corporate income tax incentives. Expansion investment projects eligible for incentives
prescribed in this Clause must meet one of the following criteria.

(1) The cost of fixed assets which is increased due to the project completion and put into operation,
and reaches at least from VND 20 billion for expansion investment projects in the fields eligible for
enterprise income tax incentives as prescribed in the Law on corporate income tax, or from VND 10
billion dong for expansion investment projects in areas with difficult socio-economic conditions or
areas with exceptionally difficult socio-economic conditions as prescribed under the law;

(i1) The proportion of cost of additional fixed assets reaches at least 20% of the total cost of
fixed assets before investment;

(1i1) The designed capacity is increased by at least 20% compared to the designed capacity
before investment.
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In case enterprises have investment for operation expansion in sectors, industries and areas
eligible for tax incentives as prescribed in the Law on Corporate Income Tax, but fail to meet one
of the three criteria specified in the Clause, the tax incentives are applied to ongoing projects for
the remaining time (if any).

In case enterprises are entitled to tax incentives due to their expansion investment, their
additional income generated from expansion investment shall be separately accounted; in case it is
not possible to separately account, income from expansion investment is determined according to
the ratio between the original cost of fixed assets of new investment for production and business
on the total cost of fixed assets of the enterprises.

The time of tax exemption and reduction stipulated in this Clause is counted from the year of
the investment project completion and putting in to operation/business. Tax incentives prescribed
in this Clause is not applicable to the cases of expansion investment due to merger & acquisition,
enterprise acquisition or ongoing investment project.

- The value added tax

The Law on Value Added Tax No.13/2008/QH12 dated June 8", 2008 defined some incentives
to scientific researches and technology development with two main contents — stipulating tax
exemption to machines, equipment and materials which have not been able to be domestically
produced and need to be imported for directly use in scientific researches, technological
development and technology transfer prescribed in the Law on technology transfer (Article 5).
Besides, the applicable tax rates to scientific and technological services are prescribed in the Law

on Science and Technology which stipulated at a low rate of 5% as replacement for the common
one of 10% (Article 8).

- The import and export taxes

The Law on Import and Export Tax No.45/2005/QH11 dated June 14", 2005 also defined
provisions on tax exemption to imported goods which are directly used for scientific researches and
technological development, including machines, equipment, materials and means of transportation
that have not been able to be domestically produced; technologies which have not created in the
country; and scientific documents and magazines, etc.

b. For creative startup individuals

The creative startup individuals who do businesses, will have to pay personal income tax per
revenue rate depending on types businesses. As prescribed in the Law on Personal Income Tax
and legal documents guiding its implementation, the rates of personal income tax per revenue are
defined as follows.

- Distribution and Supply of goods: 0,5%;
- Services, construction excluded construction materials: 2%.
- Particularly, property lease, insurance agents, lottery agents and multi-level sale agents: 5%;

- Production, transportation and services attached with goods, construction included
construction materials: 1,5%:;



ANALYSIS AND ASSESSMENT OF TAXATION MECHANISM FOR ATTRACTION... 257

- Other businesses: 1%
2.1.2. For foreign investors investing into start-up entrepreneurship

The Vietnamese tax policies has not stipulated specifically the investment to creative startup.
The provisions of tax policies applied to foreign investors who invest into startup are same as
investment into any types of businesses by domestic investors. The details are as follows.

- The institutional investors who contribute capital to a creative startup enterprise and receive
income after the capital-received enterprise has paid its corporate income tax, are entitled to
corporate income tax exemption. When investors transfer their investment capital, they will have
to pay the corporate income tax at the rate of 20% for income from capital transfer

- For individual investors:

(1) When individual investors invest in a joint stock company or other enterprises and receive
income from capital investment such as dividends or profits from capital investment, this income
will be subjected to personal income tax applicable to capital investment income with the personal
income tax rate of 5%.

(i1)) When transferring capital:

+ If being a resident, when transferring investment capital, the individual investor will pay
personal income tax at the rate of 20% of the income from capital transfer. If the resident individual
investor earn income from securities transfer, personal income tax is calculated at the rate of 0.1%
of the securities transfer price per each time of transfer.

+ If being a non-resident individual investor, when transferring capital or transferring
securities, the investor will pay personal income tax at the rate of 0.1% at the prices of each time
of capital transfer or securities transfer.

2.1.3. For startup facilitating organization

There is no tax provisions specified to startup facilitating organizations such as institutes,
universities, incubators, etc., but are applicable to legal documents on tax to corporate in general
and Law on Support to Small and Medium sized Enterprises. For incubators, there are only
provisions on piloting some mechanism and policies specified for Vietham — Korean industrial
technological incubator in Can Tho city, but not applicable to any other incubators in the country.
Specifically, provisions on piloting some mechanism and policies specified for Vietnam — Korean
industrial technological incubator in Can Tho city stipulated the following key points.

- Exemption on import tax to such goods as machines, equipment, spare parts, materials which
have not been able to be domestically produced; technology which cannot be designed and created
domestically; scientific documents, books and magazines and electronic information sources on
science and technology that enterprises import for directly use in technological incubation at
incubator.

- The corporate income tax (CIT) of enterprises which get corporate income from doing
new investment projects in hi-tech incubators or its application of high technologies listed in the
prioritized hi-techs for development investment (as prescribed in the Law on High Technology)



258 INTERNATIONAL FINANCE AND ACCOUNTING RESEARCH CONFERENCE

which are incubated successfully, are entitled to preferential tax rate of 10% in 15 years, tax
exemption in 4 years, and a 50% tax reduction in the 9 following years.

2.2. Currentstatus of taxation mechanismto organizations andindividuals doing creative startup entrepreneurship
in Vietnam

Foreign individuals and organizations doing creative startup entrepreneurship in Vietnam are
applicable to the same tax mechanisms or policies same as the newly established tax payers. The
provisions of current tax mechanisms to newly established enterprises in Vietnam are detailed as follows.

2.2.1. Procedure for establishment and preliminary operation

- Business registration and tax registration: Investors contact the Provincial Business
Registration Office, where the Enterprise will be headquartered to register for business registration
and be granted a Business Registration Certificate with Enterprise Code Number. The Enterprise
Code Number is also the Business Registration Number and Tax Code Number of the Enterprise.
Business registration procedures must comply with the Circular No.20/2015/TT-BKHDT dated
December 1%, 2015 of the Ministry of Planning and Investment.

- Once being granted Tax Code Number, the tax payer must fill in its Tax code number
into invoices, receipts and documents whenever doing business transaction; tax declaration, tax
payment, tax refund and tax transactions; opening deposit accounts at commercial banks and other
credit institutions.

- Additional declaration of account information and registered information if there is any
change: When there is a change or addition of accounts at commercial banks, credit institutions,
and change in business registration information, enterprise code number and tax code number,
the enterprise must provide additional information to the supervisory tax authority within 10 days
from the date of change.

- Declaration of license fees and invoices: After being granted a business registration
certificate and enterprise code number, the enterprise will contact the supervisory tax authority for
implementation.

+ Declaration of license fees:

The newly established enterprises must declare and pay license fees no later than the last day
of the month in which they start their business and production activities; in case having not started
businesses/production the declaration must be done within 30 days from the date being granted its
enterprise registration certificate.

In case the fee payer has dependent units (branches, representative offices, business venues)
doing businesses in the same province, the fee payer shall submit the license fee declaration dossier
of the such dependent units directly to its tax supervisory offices of fee payers;

In case the fee payers have dependent units (branches, representative offices, business locations)
doing business in other localities of the provinces where the fee payers set their headquarter, the
dependent unit shall submit the license fee declaration dossier of the dependent unit directly to the
tax supervisory offices of the dependent unit.
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Enterprises established in the first 6 months of the year must pay license fees for the whole
year, if established in the last 6 months of the year (from July 1), the enterprises must pay license
fees for half a year.

The license fee rates for organizations engaged in production and trading of goods and services
are as follows:

- Organizations with charter capital or investment capital of over VND 10 billion: VND
3,000,000 (three million) per year;

- Organizations with charter capital or investment capital of VND 10 billion or less: VND
2,000,000 (two million) per year;

- Branches, representative offices, business venues, non-business units, other economic
organizations: VND 1,000,000 (one million) per year.

The license fee rates are based on the charter capital stated in the business registration
certificate or in the enterprise registration certificate or in the cooperative charter. In case there
is no charter capital, it is based on the investment capital stated in the investment registration
certificate or investment policy decision document.

- Regarding invoices: Enterprises paying value-added tax directly based on added value equal
to the percentage multiplied by turnover shall buy invoices issued by tax offices. Newly established
enterprises that have voluntarily registered to apply the tax deduction method, if entitled to invoices
self-printing, can create self-printed invoices to be used for goods selling and service provision.
Newly established enterprises eligible to invoices self-printing according to regulations, if not
using self-printed invoices and enterprises are not subject to purchase invoices of tax agencies, can
design invoices for order-printing to be used for goods selling and services providing. In a number
of cases where enterprises use electronic invoices, the use of electronic invoices must comply with
current regulations on electronic invoices.

2.2.2. Declaration of tax calculation and payment

During operation, enterprises must declare, calculate and apy the following key taxes.

- The value added tax: The newly established enterprises declare their value added tax on
quarter basis. After a 12-month operation, from the following calendar year, the declaration of
value added tax will be decided as per month or quarter based on revenue of goods selling and
services provision of the previous calendar year (full 12 months). If the total revenue of goods
selling and services provisions is from or less than VND 50 billion the value added tax declaration
will be per quarter. If the total revenue of goods selling and services provisions is from or less than
VND 50 billion the value added tax declaration will be per month.

Whether or not an enterprise generates value added tax must prepare a tax declaration according
to the prescribed form; if an enterprise is implementing an investment project but have not started it
production or businesses, the value added tax is declared on the project. The deadlines for submision
of the quarterly value added tax declaration document and value added tax payment is on the 30th
day of the first month of the following quarter at the latest, for submission of monthly value added
tax declaration document and value added tax payment is on the 20th day of the following month.
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- Corporate income tax: Based on production and business results, enterprises shall temporarily
pay the enterprise income tax amount of the quarter no later than the 30th day of the following
quarter in which tax obligations incurr; the enterprise is not required to submit a quarterly
provisional corporate income tax return every quarter. At the end of a fiscal year, the enterprise
shall declare and pay corporate income tax, the deadline for submission of annual tax finalization
is the 90th day since the end of the fiscal year. In case enterprises are eligible for corporate income
tax incentives, at the end of the fiscal year, corporate income tax finalization shall be carried out
together with exemption and reduction annexes.

- Personal Income Tax: For incomes that the agency pays the income to individuals, the
tax deduction method at the source is applied, which is that income-paying agencies, units and
enterprises shall deduct personal income tax before paying personal income. If an enterprise
declares its value added tax on a quarterly basis, personal income tax is declared on a quarterly
basis; if an enterprise declares value added tax on a monthly basis, and during the month the personal
income tax payable on one tax return sheet is from VND 50 million or more, the declaration must
be on monthly basis, if less than VND 50 million, the declaration must be on a quarterly basis.
If personal income tax is not incurred, it is not required to tax declare but must submit an annual
personal income tax return finalization using the Form 05/KK-TNCN.

In addition to the above taxes, in the course of production and business, there are other taxes
and fees incurred such as: Special Consumption Tax; Natural resource tax; Environment protection
tax, non-agricultural land use tax; Land rent tax, etc., enterprises must declare and pay taxes
according to current regulations.

In addition, newly established businesses must obey all the regulations on tax payment,
procedures for tax exemption, reduction, refund and comply with tax administrative decisions
during its operations.

2.3. Restrictions on mechanisms and tax policies to attract individuals and organizations to develop creative
innovation start-ups or invest in creative innovation start-ups from abroad into Vietnam

2.3.1. Restrictions on tax policies

It can be easily recognized that the term ‘creative innovation start-ups’ has been rarely used
in current tax law in Vietnam.

Firstly, There has not been a specific policy for start-up businesses in general, and regulations
on tax policies for start-ups businesses in particular. Currently, only the SME Support Law was
enacted in 2017 and the Decree No. 39/2018 dated 11 March 2018 stipulate the Law on supporting
SMEs. Although the SME Support Law stipulates tax and accounting support for SMEs, there
is no similar provision for start-ups. Decree 39/2018 / ND - CP does not mention this issue also.
Besides, the regulations on venture capital funds are not official. Although Decree No. 38/2018
/ ND-CP dated March 11, 2018 details the investment in innovative start-up SMEs, there are no
specific provisions on obligations of investors.

Secondly, Although there has been orientation for preferential tax rates for SMEs in the Law on
Supporting SMEs, the tax policy has not discriminated in the direction of giving higher incentives



ANALYSIS AND ASSESSMENT OF TAXATION MECHANISM FOR ATTRACTION... 261

to start-up businesses. Specifically, the current enterprise applies the common corporate income
tax rate as other businesses which is 20%. The preferential tax rates or exemption or reduction of
corporate income tax for limited time for activities of a number of industries and sectors entitled to
incentives are the same as any newly established enterprises from new investment projects.

Thirdly, Currently, there is no specific tax policy for investors in start-ups when transferring
capital. Tax policy stipulates tax for each capital transfer, each securities transfer for investing in
any enterprise then transferring capital. Investing in these businesses is highly risky, the tax policy
has not yet allowed investors to offset losses from investing in a number of start-ups on the profits
of some investment projects in other startup projects. This has a certain influence on the attraction
of foreign investors’ investment in start-ups.

The regulations on personal income tax for individual investors for start-up activities have not
received any preferential yet apart from general regulations for individual income.

Fourthly, specific mechanisms and policies for new nurseries are in the pilot application
stage, applicable to Vietnam - Korea Industrial Technology Incubator in Can Tho city, which has
not been widely applied to the subjects of nurseries in general.

2.3.2. Restrictions on tax mechanisms and procedures

Firstly, tax administrative procedures have recently been simplified; however, many forms
and profile components are not really simplified.

Secondly, the propaganda and support for taxpayers, those who intend to start a business
or carry out start-up have not been given adequate attention, thus there are cases where startup
individual or organizations have not grasped specific regulations on tax policies and procedures.

Thirdly, facilities for tax administration have not been modernized, which has a certain effect
on tax administration efficiency

3. CONCLUSION

Tax and financial policies and mechanisms have certain influence on attracting domestic and
foreign individuals and organizations to do creative innovation start-up and to invest in this activity.

Thus, the systematization of tax incentives for individuals and organizations investing in
creative innovation reflects the tax procedures and mechanisms for individuals and organizations
invested in creative innovation start-ups. On the basis of reflecting the actual situation, the author
has drawn remarks, assessments, and pointed out the shortcomings of tax policies and mechanisms
for foreign individuals and organizations investing in Viet Nam
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CURRENT STATUS OF TAXATION MECHANISM FOR ORGANIZATIONS AND
INDIVIDUALS ENGAGED IN CREATIVE STARTUP
IN VIETNAM IN RECENT YEARS

Truong Thi Thuy

ABSTRACT

Creative start-ups could not develop without favorable eco-systems which includes specific financial policies.
This paper outlines the current status of taxation mechanism applied for organizations and individuals
engaged in creative start-up activities in Vietnam recently. Also, several limitations and solutions to build
a favorable system for start-ups will be presents in order to contribute to the improvement of national

economic growth.

Keywords: creative startup, financial policy, taxation mechanism

1. INTRODUCTION

Creative start-up activities started in Vietnam more than 10 years ago with the establishment
of a number of creative startups working in the field of e-commerce and online teaching. After over
10 years of establishment and development of the creative startup community, the startup support
network has been formed, developed and operated more effectively. However, the number of these

entities in Vietnam is assessed as fairly modest.

Responsible for law design and enforcement, the Government is the agent that has the most
profound influence on the startup ecosystem and one of the tools for the Government to stimulate

the startup ecosystem is the system of taxation mechanism.

As itis significant issue, the article “current status of taxation mechanism for organizations
and individuals engaged in creative startup activities in vietnam in recent years” aims at doing
an overview research on the situation, together with analysis and synthesis. Accordingly,
assessment was carried out to draw out the limitations and constraints, in order to recommend
suitable solutions, towards more effective implementation of supportive policies for those

entities in the group
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2. CURRENT STATUS OF TAXATION MECHANISM APPLIED FOR ORGANIZATIONS AND INDIVIDUALS ENGAGED IN
CREATIVE START-UP ACTIVITIES IN VIETNAM IN RECENT YEARS

2.1. In-effect provisions of taxation policies applied for organizations and individuals engaged in creative startup
activities in Vietnam in recent years

It could be said that in the in-effect taxation policies in Vietnam, the term of “creative
startup” has hardly been mentioned. Therefore, there has not had any specific provisions in the
Vietnam taxation policies directly related to organizations and individuals engaged in creative
startup activities. Instead, there are a number of preferential policies granted for businesses, newly
established investment projects in a number of specific industries, fields and geographical areas;
of which are mainly the incentives on corporate income tax and personal income tax. Specifically,
the incentives on Corporate Income Tax (CIT) are detailed as follows.

Firstly, Incentive tax policies granted to newly established enterprises are related to the
corporate income tax rates.

The incentives related to corporate income tax are applied in accordance with the Law on
Corporate Income Tax (amended in 2008) and the regulatory documents that stipulate tax rates,
tax preferential rates, criteria and conditions being qualified for tax incentives or tax exemptions.
Precisely, organizations and individuals engaged in creative startup activities are entitled to
preferential tax rates according to the following table (Table 1).

Table 1. Preferential tax rates applied to creative startup organizations and individuals in some

industries
No. Preferential Preferential Application conditions to newly established
tax rate (%) | duration (year) enterprises

From investment projects in industries, scientific
| 10 15 researches and technological development, advanced
technology application and implementation in

extremely difficult socio-economic areas
Social enterprises working in public sectors, such as
During education - training, vocational training, health care,
2 10 implementation |culture, sports and environment; enterprises working in
lifetime the field of agriculture, forestry and fishery in extremely

difficult areas.

From investment projects in the fields of research,
3 17 10 scientific and technological application carried out in
extremely socio-economic difficult areas

Durin . .

. & ) People’s credit funds, cooperative banks and
4 17 implementation : e

- microfinance institutions

lifetime

Source: Author's synthesis.

Accordingly, depending on the type of businesses, the tax incentives of newly established
enterprises will be entitled to the preferential rates of corporate income tax.
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Secondly, the tax incentives granted to newly established enterprises are related to the time

of tax exemption or reduction.

Incomes of enterprises implementing new investment projects, hi-tech enterprises or hi-tech
agricultural enterprises shall enjoy tax exemption for no more than four years and a 50% reduction
of payable tax amount for no more than nine following years.

Incomes of enterprises implementing new investment projects are subjected to the tax rate
of 17% (came into effect since January 1%, 2016) as mentioned above, whereas the incomes
of enterprises from the implementation of new investment projects in industrial zones are tax
exempted for no more than two years and eligible for a 50% reduction of tax payables for no more
than four following years.

Besides, there are a number of other incentives granted to enterprises under the Law on
Corporate Income Tax which is effect, as follows.

- Granting tax exemption to some types of taxes.

- Allowing enterprise to deduct up to 10% of the annual taxable income to be used for the
Science and Technology Development Fund of the Enterprise.

For technology transfer activities, the Government encourages the development of higher
value-added industries as well as increasing investments in modern production equipment and
methods through tax policies which is shown in Table 2.

Table 2. Tax incentives in transfer of technology

Type of tax Tax incentives Legal document
Exemption of income tax for organizations and|Section 1, Article
individuals providing capital contribution by Patents |44 of the Law on
and/or Technologies Technology Transfer
Manufacturers and enterprises who invest in
the installation of new production lines, expansion
of production scale, renewal of technologies,|Section 4, Article
improvement of ecosystem are exempted from|44 of the Law on
corporate income tax for the net income in four years | Technology Transfer
and a reduction of 50% of the taxes payable by the
Corporate next seven ycars
Income Tax Innovative technology - investing enterprises that
use technologies in the list of technologies encouraged . .
g & i g Section 5, Article
for transfer shall be exempted from corporate income
. 44 of the Law on
tax for four years provided that the total value of Technoloev Transfer
exempted tax does not exceed 50% of the total 4
investment capital for technological innovation
Income from activities of technology transfer . .
. . ) ) g}.] ) Section 4, Article 33,
applicable to projects entitled to investment incentives .
. . Law on investment
shall be exempted from income tax in accordance
. 2005
with the law on tax.
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Application of a lower rate of corporate income tax
than the normal tax rate for a definite period or for the | Article 15 & 16,
whole duration of implementation of the investment|Law on investment
project; and exemption from and reduction of|{No.67/2014/QH13
corporate income tax;

Source: Author s synthesis

Thirdly, tax incentives to the newly established small and medium enterprises which have
come into effect since 01/01/2018.

As regulated in the Law on Support for Small and Medium Enterprises (SMEs) issued
in 2017 and the Decree No. 39/2018/ND-CP promulgated by the Government on March 11,
2018 detailing the Law on Support for SMEs, newly established businesses who are small and
medium enterprises will be entitled to supportive policies such as: support to access credit; tax
and accounting support; support on production grounds; technology support, support on nursery
facilities, technical facilities, and shared working areas; support on market expansion; information
support and legal advice; support on human resource development. Policies on tax incentives
include the followings.

- The small and medium enterprises are entitled to the corporate income tax rates which are
lower than the ordinary tax rates in the regulated limited time.

- Micro enterprises are eligible to apply the simple tax administrative procedures and simple
accounting regime.

- In each different period, the Government decides the interest subsidy policy for the loans
of the startup small and medium-sized enterprises. The interest rate subsidy is provided through
credit institutions.

2.2. Current status of taxation mechanism applied to organizations and individuals engaged in creative startup
activities in Vietnam in recent years.

With the introduction of the Law on Tax Administration taking effect since July 1%, 2007
(amended and supplemented in 2012, 2014 and 2016), the contents related to tax administration,
tax mechanisms, tax administrative procedures of tax administration agencies as well as taxpayers
were consolidated, which has created a legal foundation for the tax self-declaration and self-
payment mechanisms. From the perspective of taxpayers, the Law on Tax Administration has
clearly defined the rights and obligations of taxpayers; contents and procedures that taxpayers
must perform in the process of tax law compliance; and penalty forms when taxpayers commit tax
administrative violations, etc.

Similar to the regulations of the tax policies, the tax mechanism which is directly related to
organizations and individuals engaged in creative start-up activities has not been mentioned in the
provisions of Vietnamese Tax Law. Therefore, when doing these creative start-up activities, they
will be entitled to the same tax mechanism or tax procedures as the newly established taxpayers.
In addition, newly established enterprises must comply with the regulations on tax payment,
procedures for tax exemption, reduction, refund and compliance with tax administrative decisions.
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3. ASSESSMENT ON THE CURRENT STATUS OF TAXATION MECHANISM APPLIED TO ORGANIZATIONS AND
INDIVIDUALS ENGAGED IN CREATIVE START-UP ACTIVITIES

Based on the hereinabove analysis, some remarks were drawn out on the taxation mechanism
for organizations and individuals engaged in Vietnam’s creative start-up activities as follows.

First, being in the same context of policies to support startups, the tax incentive policy for
Vietnamese startups is in the stage of formation and has just been gradually applied in practice
with the promulgation and issuance of the new policies, amendments or supplementations to legal
regulations, the direction and organization of the implementation of those laws. This means that
it is necessary to have further legal amendments and supplementations to optimize the start-up
support policies in general and tax incentives for startup individuals and organizations in particular.
So far, there is only the Law on Supporting Small and Medium-sized Enterprises enacted since
2017 and the Decree No. 39/2018/ND-CP dated March 11™, 2018 detailing the Law on Support for
Small and Medium-sized Enterprises. Although the Law on support for small and medium-sized
enterprises regulates the tax and accounting support to the small and medium-sized enterprises,
there are no provisions supporting for startup enterprises. Similar situation is seen from the Decree
No. 39/2018/ND-CP. Regulations on venture capital funds have not been officially enacted yet.
Moreover, there are no specific provisions on obligations of investors mentioned in the Decree No.
38/2018/ND-CP dated March 11%, 2018 while it promulgates in details the investment for small
and medium-sized creative start-ups.

Second, there has been no differentiation in the direction of providing higher incentives
to startup enterprises mentioned the taxation mechanism. Specifically, startups are entitled to
the common corporate income tax rates as other businesses which is 20%. The preferential tax
rate of 10% or the exemption of corporate income tax for income from activities in a number
of preferential industries and fields are the same as any newly established enterprises from new
investment projects.

Third, Vietnam provides no tax incentives to all startups, but creative startup small and
medium-sized enterprises. This has two policy implication as follows.

(i) Vietnam provides no tax incentives to newly established enterprises, but the newly
established ones with a condition that they are creative startups;

(i1) Vietnam only provides tax incentives to creative start-up small and medium enterprises,
but not creative start-up large enterprises.

In general, legal regulations on the tax incentives for start-up enterprises in Vietnam are quite
similar to other countries in the world

4. CONCLUSIONS

So far, the Vietnam Government is determined to promote the implementation of favorable
policies supporting for individuals and organizations doing creative startup or investing in creative
startups, and considers supporting them as foremost important political target in the new era.
Objectively, it can be seen from the tax policy documents that there are no specific provisions
on tax incentives for the group of creative startup individuals and organizations. However, so far
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Vietnam government has promulgated numerous policies related to tax incentives entitled to this

group, which have some sections related to creative startup individuals and organizations.

In order to meet the needs and activities of creative start-up in a practical way, it is recommended

that the measures to support creative start-up enterprises in the coming time should focus on

promoting and facilitating the promulgation of tax mechanisms and policies towards synchrony,

timely and right purpose, thereby boosting the development of creative startup ecosystem.
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CURRENT STATUS OF TAXATION MECHANISM TO ORGANIZATIONS AND
INDIVIDUALS INVESTING INTO CREATIVE START-UP IN VIETNAM

Nguyen Dao Tung'

ABSTRACT

Recently, creative start-ups have been noticed by many scholars, businesses, media and the Vietnamese
government. This paper will present briefly current system of state laws and tax policies for individuals
and organizations investing in start-ups in Vietnam. Also, the current tax regime applied for this activity

will be assessed. Then, several necessary support measures, especially on the tax regimes will be proposed.

Keywords: start-ups, tax policy, financial mechanism

1. INTRODUCTION

Although it has only been formed in the last decade, Vietnam’s creative startup ecosystem
can now be considered to have fully included its important components (including startups,
angel investors, venture capitial funds, business support organizations, incubators, research
parks, a network of coaches/consultants, research and startup support facilities at universities and
research institutes, etc. of both private and public sectors). Despite receiving certain the State
policy priorities, social attention as well as the enthusiastic support of the stakeholders, Vietnam’s
startups are still facing a lot of difficulties, including the common problems that any SME in
Vietnam faces, and also the problems of startups. Therefore, the State’s support measures for
startups should be designed to be able to effectively mitigate startups’ difficulties. One of the
tools for the Government to effectively support the investment into creative startups is through the

system of taxation mechanisms and policies.

Understanding that importance, the article would like to provide a comprehensive and
objective perspective on the system of State’s laws and tax policies for organizations and individuals
investing in creative startups in Vietnam. In addition, it also offers the author’s own assessments of
the current tax mechanisms for these activities. This will be background information to consider
the necessary support measures, especially on the tax regime by the State in the future, to the
investment into the creative startup, towards the further effective implementation of taxation

facilitating policies to startups
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2.OVERVIEW ON TAXATION MECHANISM TO ORGANIZATIONS AND INDIVIDUALS INVESTING IN CREATIVE STARTUPS
INVIETNAM

The start-up ecosystem in Vietnam has recently grown rapidly with the main motivation
coming from start-up support organizations, startup organizations and individuals or investors.
Responsible of law design and enforcement, the Government is the agent that has the most profound
influence on the startup ecosystem and one of the tools for the Government to stimulate the startup
ecosystem is the system of taxation mechanism with appropriate tax incentives. Specifically, there
are two forms of tax incentives.

The first one is the direct tax incentives for startups. The preferential tax policies for startups
usually focuses on corporate income tax. Accordingly, startups are entitled to preferential tax
rates, tax exemption and reduction in the initial time of production and business activities. Tax
exemption or reduction of corporate income tax for a limited time during its newly establishment
period does not usually bring much benefit to startups, because most startups do not have profit
in the first phase of operation. However, if the tax exemption period is extended to an appropriate
duration or the preferential tax rates are applied for startups, this will also create conditions for
these businesses to expand their production and/or business activities.

The second one is the indirect support to startups via tax incentives to their corporate income
tax or personal income tax granted to investors who invest into startups and tax incentives to
venture capital funds, business incubator facilities. Incentives to personal income tax are made by
exempting income tax from investing capital in startups. For institutional investors, tax incentives
to them are tax reduction on income from with other business activities. The preferential tax rates,
exemption and reduction of corporate income tax for a regulated limited period of time are also
applied by some countries to venture capital funds and business incubators. For example, Thailand
does not levy a 10-year personal income tax on investors investing in 10 key technological and
innovative industries including: Next-generation cars, smart electronics, diverse experience travel
and health care travel, agriculture and biotechnology, food, industrial robots, transportation and
aviation, biofuels, etc. In addition, venture capital firms are exempted from corporate income tax
for the first five years (Le Minh Huong, 2017).

The first milestone marking the policy to support organizations and individuals engaged in
creative startups or investing in creative startups in Vietnam was the Decision No. 844/QD-TTg
dated May 18th, 2016 of the Prime Minister on approving the Project of “Supporting the national
creative startup ecosystem to 2025”. Next, among the science and technology related policy
system, there are policies related to the development of scientific and technological enterprises
such as exemption and reduction of corporate income tax, preferential land tax, and handover
of research results to scientific and technological enterprises, which are stipulated in the Decree
No. 80/2007/ND-CP dated May 19th, 2007 on scientific and technological enterprises, the Law
on Science and Technology in 2013, and the Decree No. 96/2010/ND-CP dated September 20th,
2010 amending and supplementing a number of articles of the Decree No. 115/2005/ND-CP dated
September Sth, 2005 defining the autonomy and self-responsibility mechanism of public scientific
and technological organizations; Law on High Technology in 2008; Law on Technology Transfer
in 2017 and Decree 76/2018/ND-CP defining the Law on Technology Transfer. In addition, in
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national programs such as the scientific and technological Enterprise Development Support
Program and public scientific and technological organizations implementing its autonomy and
self-responsibility mechanism and the Technology Market Development Program up to 2020 there
are also a numbers of support indirectly related to startup entrepreneurship such as support to
technology incubation, incubation of scientific and technological enterprises, pilot production,
access to key laboratories, and intellectual property registration for research results of enterprises,
events organization, communication on the commercialization of research results, trainings to
intermediaries of the scientific and technological market.

Besides, the policy system on the development of small and medium size enterprises is
defined in the Decree 56/2009/ND-CP dated June 30™, 2009 of the Government supporting the
development of small and medium size enterprises. The Law on support to small and medium
sized enterprises issued in 2007 and the Decree 39/2018/ND-CP dated March 11, 2018 detailing
the Law on support to small and medium sized enterprises mention the concept of creative startup
small and medium sized enterprises and promulgate policies facilitating those group, which
comprise regulations tax incentives, investment and interest subsidy (Article 17 and 18 of the Law
on Support to small and medium sized enterprises).

In short, those legal document have just referred to the concept of creative startup small
and medium sized enterprises, but not had particular provisions on tax and financial policies to
individuals and institutional creative startups

3. CURRENT STATUS OF TAXATION MECHANISMS TO ORGANIZATIONS AND INDIVIDUALS INVESTING INTO CREATIVE
STARTUPS IN VIETNAM RECENTLY

Current status of provisions of taxation mechanisms to organizations and individuals investing
into creative startups in Vietnam recently For organizations and individuals investing into creative
startups

So far, the Vietnam’s taxation mechanism have not stipulated specifically to the investment into
creative startups. Hence, taxation policies applied for investors of creative startups are stipulated
the same as to investors into other enterprises. Details are as follows.

- For institutional investors: when transferring capital, they will have to pay corporate income
tax at the rate of 20% for income from capital transfer.

- For individual investors:

+ The tax rate on income from capital investment is applied according to the whole tax rate
table at the rate of 5%.

+ If'being a resident transferring capital, they will pay personal income tax on income received
from capital transfer with the tax rate of 20% of the income from transferring contributed capital.
For income from securities transfer, the personal income tax is calculated at the rate of 0.1% of the
securities transfer price at each time.

+ If being a non-resident individual transferring capital or transferring securities, they will
pay personal income tax at the rate of 0.1% of the capital transfer price or securities transfer upon
each time of income generation. For start-up support organizations.
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Startup businesses and startup countries are a new issue which has been given special attention
by the State in recent years. The concept of supporting startup enterprises officially was mentioned
in the Prime Minister’s Decision No. 844/QD-TTg dated on May 18th, 2016, approving the Project
“Supporting the national creative start-up ecosystem until 2025”. The project stated that “Special tax
and financial mechanisms for organizations and individuals conducting creative start-up activities or
investing in creative startups apply policies on investment incentives and tax incentives for scientific
and technological enterprises”. However, although the Law on Support for Small and Medium
Enterprises, mentioned that tax and accounting support for Small and Medium Enterprises (Article
10), which were general provisions and there has not specifically stipulated on how to support.

Similarly, the concepts on “angel” investors, venture capital investors were mentioned in
the Draft on Circular guiding the establishment, management and operation of venture capital
funds for creative startup. As for venture capital funds, there have been no specific regulations on
tax to encourage venture investment activities. Accordingly, for individual investors who invest
in startups, when they divest, they will be charged a high tax on a profitable investment and not
calculated by the method of compensation for losses. Meanwhile, due to its nature, the success rate
of venture capital is only about from 3% to 10%.

For incubators in Vietnam, there have been some pilot mechanisms and policies specified for the
development of the Vietnam — Korean industrial technology incubator in Can Tho city, not yet widely
applied to all other incubators. The special mechanisms and policies specified for the development
of the Vietnam — Korean industrial technology incubator in Can Tho city are as follows:

- The import tax is exempted for such goods as machines, equipment, spare parts, supplies and
means of transport which cannot be domestically produced; technology that has not been designed
and created; scientific documents, books, newspapers and magazines, and electronic information
sources on science and technology of importing enterprises directly serving the technology
incubation activities at incubators.

- The corporate income tax of enterprises implementing new high-tech incubation projects
in the fields at the incubators or corporate income from the implementation of new high-tech
investment projects on the list of technologies prioritized for development investment (according
to the Law on High Technology) is entitled to the preferential tax rate of 10% for 15 years, 4-year
tax exemption and 50% reduction of payable tax amounts for 9 years are applied. next. In addition,
value-added tax, personal income tax, land rent also have many incentives for businesses newly
established and operating in the field of technology.

4,ASSESSMENT ON THE CURRENT TAXATION MECHANISMS APPLIED FORTHE INVESTMENT INTO CREATIVE STARTUP

Firstly, it is related to provisions to venture capital funds.

Provisions to venture capital funds has not been promulgated officially. Even though the
Decree 38/2018/ND-CP dated March 11™, 2018 regulated the investment into creative startup small
and medium sized enterprise, there has been no specific provisions on obligations of investors.

However, due to the characteristics of each individual or institutional creative startup, the
investment into those enterprises is facing high risk, whereas the taxation policies have not defined
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the investors’ right to offset the losses from investing in some creative startups from the profits
of some investment projects in other startup projects. This has a certain effect on the attraction of
investment capital from domestic and international investors into creative startups.

Secondly, it is related to personal income tax.

There have not been any incentives defined in the provisions related to personal income tax
applied to individual investors investing into creative startups. Instead, the applicable provisions to
this group is in compliance with the general ones applied for individuals having income.

Thirdly, there has not been any taxation policies specified to investors of startups when
transferring capital. The in-effect tax policy defines taxation for each capital transfer, each securities
transfer for the investment in any enterprise after which transfer capital is done. Investing in these
enterprises is highly risky, while tax policy has not allowed investors to implement measures to
offset losses. This has a certain influence on attracting the investment capital from domestic and
foreign investors into startup businesses.

Fourthly, specific policies and mechanisms for new enterprise incubators are in the pilot stage
of application, not yet applied to all subjects. In particular, the piloting policy and mechanism
specified for new enterprise incubators has just been applied for the Vietnam — Korean industrial
technology incubator in Can Tho city, not widely to any other incubators.

5. CONCLUSION

With the aim of promoting economic growth, increasing competition, encouraging creativity
and technological development, creating more jobs and increasing revenue for the state budget,
for decades governments of many countries in the world has taken measures to encourage and
promote business startup, with priority given to investment and business with innovative elements,
using technology and having high economic efficiency.

In nearly a recent decade, when startups have become a strong trend, the measures to support
startups of governments have become more and more diversified and focused, both in terms of
objectives, ways of implementation and scale of support. The governments’ underneath reasons
for the current startup efforts are the traditional goals and addingly the pressure of 4.0 industry
revolution, orienting the digital economic future and the need for innovation, even restructuring the
economic structure to improve competitiveness in the context of a globally connected economy.

In Vietnam, the tax regime and policies to support organizations and individuals investing
in creative startups are quite new. Currently, there is no specific policy for organizations and
individuals investing in creative startups. However, before the establishment of tax incentives
for individuals and organizations doing creative startup or investing in creative startups, there
has been many preferential tax policies for this group in Vietnam, which consists of provisions
to individuals and organizations doing creative startup or investing in creative startups. The tax
incentives such as exemption and reduction of VAT, Import and Export Tax, personal income tax
and corporate income tax have positively supported individuals and enterprise with fast growth
capability based on scientific and technological exploitation. Although they have not covered all
of creative startup individual and enterprises and investors to creative startups, they have also
contributed to the promotion and boosting of this business development.
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SPECIFICFINANCIAL MECHANISM AND FINANCIAL MECHANISM FOR
ORGANIZATIONS AND INDIVIDUALS ENGAGED IN CREATIVE INNOVATION
ACTIVITIES ORTO INVEST IN CREATIVE INNOVATION

Nguyen Vu Viet, Nguyen Dinh Chien', Nguyen Thi Van Anh?

ABSTRACT

Entrepreneurial innovation has always been studied by many scholars and policy makers. In fact, there are
many influential factors that influence creative activities in entities. One of them is financial mechanism.

This paper will examine several financial mechanisms and their influence on innovation.

Keywords: financial mechanism, start-up, innovation

1. INTRODUCTION

Up to 2018-2019, some of the highlights for the creative innovation start-up activities
are recognized as high internationalization with the attention of the Community of funds and
individuals and organizations from abroad to the ecosystem. Vietnamese startups are getting
bigger and bigger, and the interest of the authorities and departments in the startup community has
become more practical. This reality poses to researchers and policy makers the need to seriously
review the existing system of mechanisms and policies for those involved in the innovative start-
up ecosystem, re-evaluate strengths and weaknesses, learn lessons learned from other ecosystems,
thereby propose amendments and improve the legal environment for these subjects accordingly.
That is also the main reason that this article wants to mention.

2. BASIC CONCEPTS OF FINANCIAL MECHANISM AND SPECIFIC FINANCIAL MECHANISM FOR ORGANIZATIONS
AND INDIVIDUALS ENGAGED IN CREATIVE INNOVATION START-UP ACTIVITIES OR INVESTING IN CREATIVE
INNOVATION START-UP

The financial mechanism is an economic category, comprising a variety of policies enacted
by a national government authority to carry out the administration of the economy. Important
contents of financial policy harmonize the relationship between entities, in which one is the state
entity, the other is the subject of enterprises, socio-economic organizations. Through the proper
creation, distribution and proper use of financial resources, the state has impacted on improving
the efficiency of the use of social resources. Currently, there are a number of different concepts
about the concept, namely:

' Academy of Finance, 58 Le Van Hien, Bac Tu Liem, Ha Noi, email:nguyenvuviet@hvtc.edu.vn.

2 Hanoi university.
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+ According to the US Employment Act of 1946, the mechanism “financial policy is the use
of taxes and government spending to control the activities of a country”.

+ According to macroeconomics, fiscal policy is the policy through tax regime and public
investment to affect the economy. Fiscal policy together with monetary policy are important
macroeconomic policies for stability and development.

+ According to Dr. Pham Chi Thanh, “financial policy is the basic standards and measures
set by the state to manage activities, resolve financial relationships of entities, better meet the
increasing needs in social services and in line with economic development requirements

The above views, despite the different expressions, have the same basic content, are the
mechanisms and policies of a country promulgated by a competent authority of the Government
to implement the management and administration of the economy to achieve the set goals. In
other words, financial policy is a set of views, regulations, and solutions issued by the competent
authority to manage and regulate the resources of a country’s economy in order to create sustainable
development.

+ The unique financial mechanism for organizations and individuals engaged in creative
innovation activities or to invest in creative innovation is a system of financial policies including
regulations and solutions promulgated by competent authorities to implement the manage and
regulate the resources of a nation’s economy in order to create sustainable development for
entities belonging to organizations and individuals engaged in creative innovation or investment
in creative innovation. In other words, the specific financial mechanism for organizations and
individuals engaged in creative innovation activities or to invest in creative innovation is the
financial mechanism applied only to these target groups in order to facilitate support for the group.
This object grows due to the initial difficulties.

Unlike the usual financial mechanism that is common to all sectors of the economy, specific
financial mechanisms are financial policies that include specific provisions that differentiate, in a
more favorable way for organizations and individuals engaged in creative innovation or investing
in creative innovation to encourage these groups in start-up innovation or investment in creative
innovation to improve governance, labor productivity and competing capability.

The Government’s use of specific financial policies and financial mechanisms together with
other supporting policies to create change, encourage start-up and innovation of businesses and
economic organizations which is necessary objectively. In addition, in order for organizations
and individuals to have creative innovation activities or invest in creative innovation, in addition
to developing specific financial policies, the support of social sectors such as research institutes,
universities, nurseries is also required.

3. THE CONSTITUENT ELEMENTS OF A SPECIFIC FINANCIAL MECHANISM FOR ORGANIZATIONS AND INDIVIDUALS
ENGAGED IN CREATIVE INNOVATION ACTIVITIES OR INVESTMENT IN CREATIVE INNOVATION

The specific financial mechanism for organizations and individuals engaged in creative innovation
activities or investment in creative innovation includes the following main constituent elements.

- Policy on capital:
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In order to achieve practical effectiveness, organizations and individuals engaged in creative
innovation activities or investing in creative innovation need to have sufficient capital, even
more capital than other groups, because the opposing groups are more likely to have more risk.
Therefore, in order to have enough capital for creative activities or to invest in creative innovation,
it is necessary to have a reasonable capital policy which will help to broaden the capital flow for
businesses, contributing to ensure their operations to be conducted smoothly. Because capital is
conditional factor to buy other inputs served for the operation, and the capital will determine the
ability to innovate equipment, technology, management methods.

The appropriate capital policy will contribute to help organizations and individuals conducting
creative activities or investing in creative innovation have more opportunities to expand, develop
and diversify their activities. In fact, the scale of capital determines all activities (building business
plans, investing in production machines, technological lines, building a product distribution
system, analyzing the market).

Good capital policy also helps organizations and individuals who have creative activities
to invest in creative innovation or invest in them to be able to cope with market fluctuations and
economic crisis during their operation. On the other hand, capital policy is also a condition for
implementing the strategies and strategies of these target groups.

In general, policies play an important role in the survival and development of an organization
or an individual. Capital policy is effective and appropriate from capital formation stage to the
efficient and rational use of capital. However, using any form of establishment, long or short term,
high or low mobilization costs, it is imperative to always consider, to ensure operation, while
minimizing costs and low restrictions of risk to achieve your goals. Moreover, each organization
or individual has its own characteristics, advantages and limitations, so it is necessary to assess
and analyze their own strengths and weaknesses in order to decide on the choice of the most
appropriate capital policy. This is the key to the success of organizations and individuals in the
fierce competition in a market economy.

- State budget spending policy

The State budget expenditure policy is one of the policies under the financial mechanism,
contributing to support initial material conditions and support in accessing favorable credit capital
with preferential interest rates, through support funds, interest subsidies to support the formation
and development of organizations and individuals engaged in creative development activities or
investment in creative innovation;

State budget spending policy is one of the tools of national financial policy that has a great
impact on the development of the economy. State budget expenditure is the distribution and use
of the state budget fund to ensure the performance of the State’s functions according to certain
principles. The State budget spending policy is the overall viewpoints, guidelines and solutions
specified by the provisions of the system of legal documents on state budget spending.

Spending policy of the State budget can support organizations and individuals engaged in
creative activities or invest in creative innovation through the following channels:
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+ Firstly, spending on national investment support funds and development assistance funds.
These funds are a source of support for organizations and individuals engaged in creative innovation
activities or to invest in creative innovation during a period of financial hardship;

+ Secondly, to support organizations and individuals engaged in MFI activities or invest in
them, through interest rate subsidies for credit institutions with preferential lending programs with
low interest rates for organizations and individuals who have creative innovation activities or
invest in creative innovation activities;

- Financial policy on estate

Financial policy on estate is a system of state views, guidelines and solutions in land
management and use issued by a competent authority of the Government for the purpose of clearing
financial resources for socio-economic development of the country.

Financial policies on land, including: Policies on land use levy collection; policies on collection
of land rents and water surface rents; land price policy; policies on compensation, site clearance,
support and resettlement when the State recovers land; policies on auction of land use rights when
the State allocates or leases land ...

Financial policies on land can support organizations and individuals that have creative
activities or invest in creative innovation through the following channels:

Firstly, initial support on land for organizations and individuals engaged in creative innovation
activities or investment in creative innovation

The support of state land will create favorable conditions for the subjects of this group in
the process of investing in selecting production and business premises and in site clearance,
construction of workshops and construction of the infrastructure.

Second, incentives on land rent rates, methods of determining land rents, water surface rents
and land rent exemption and reduction.

In the land finance policy, the State has incentives for land rent rates, a suitable method of determining
land rents or exemption or reduction of land rents for organizations and individuals engaged in creative
innovation activities or investing in creative innovation which will create favorable conditions for these
groups to have more capital to invest in expanding production and business.

- Tax policy

Tax policy is one of the important macro-economic regulatory instruments of the state. The
content of tax regulation consists of two aspects: stimulation and restriction. The government has
used tax policies flexibly in each period, by affecting supply and demand to adjust the business
cycle - an inherent feature of the market economy. Like all economic organizations, organizations
and individuals engaged in creative creative activities or investing in creative innovation must
fulfill tax obligations as prescribed. A series of related taxes such as corporate income tax, PIT,
VAT, excise tax, import and export tax, resource tax. The application of preferential tax policies to
investment projects of organizations and individuals engaged in creative activities or investment
in creative innovation will have a development-oriented role for this target group. Specifically, in
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order to encourage these groups to grow, the Government needs to have policies on tax reduction
or tax credit support, which are very necessary supports for these groups to have more capital to
self-finance, accumulating, or improving the capacity of reinvestment. Tax reduction can reduce
the tax rate in a certain time for each tax. For example, the current CIT rate for all groups of tax
payers is 20%, especially for organizations and individuals that have creative activities or invest in
creative innovation, they may only pay 15% in 5 year term. Some other taxes are similar.

- Credit policy

Credit policy is a part of monetary policy, composed of 5 main components, namely: Subjects
of lending, lending conditions, lending methods, interest rates and loan fees, guarantee loan
security. This is a policy that has a direct impact on organizations and individuals in the economy.

Credit is a financing tool for underdeveloped economic sectors and key economic sectors.
In order to create favorable conditions for organizations and individuals engaged in creative
activities or to invest in them, with credit tools, the Government finances these groups by
providing preferential loans with low interest rates, long term, and huge capital. Enjoying low
interest rates will create favorable conditions for organizations and individuals engaged in creative
innovation activities or invest in them to reduce costs and reduce costs, helping to overcome the
initial stage of difficulties, thereby raising high business efficiency and competitiveness of these
target groups. Low interest rates are the motivation to encourage organizations and individuals
engaged in creative innovation activities or to invest in creative innovation to expand investment,
research on technological innovation, modern equipment, and develop business and production
activities, creating conditions to improve production capacity, product quality, labor productivity
and competitiveness; therefore, stimulating growth in the entire economy. In particular, initial
scale of these target groups is small and super small; there is almost little endogenous capital or no
collateral for bank loans. In addition, the production and business activities of organizations and
individuals engaged in creative innovation activities or investing in creative innovation are high
risks, so traditional channels of capital mobilization through commercial banks are very difficult.
In parallel with the interest rate incentives, the State will provide a lending method suitable to
the specific conditions of organizations and individuals engaged in creative innovation activities
or investing in creative innovation start-up. This group has more capital to develop production
and business. In addition, it is possible to implement preferential policies for these target groups
in issuing stocks and bonds in order to form initial equity and also be a means to raise additional
equity property. On the other hand, it is possible to apply the form of financial leasing, which
is an irrevocable long-term credit financing method. Under this method, the lessor usually buys
the property and equipment at the request of the lessee and holds the ownership over the leased
property. The tenant uses the leased property and pays the rent throughout the agreed term and
cannot cancel the contract ahead of time. At the end of the lease term, the lessee may transfer the
right to own, repurchase or continue to lease the property according to the conditions agreed in
the lease. Through the form of financial leasing, organizations and individuals who are engaged in
creative innovation activities or invest in them can:

(1). Increasing long-term capital to expand operations;
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(2). Easy to mobilize and use loans;

(3). Implementing investment projects quickly, capturing business opportunities;
(4). Helping to quickly renew technological equipment;

(5). Help to be able to postpone income tax and

(6). Helps to attract large external capital through borrowing and importing machine
- Policy on investment

Investment policy is one of the important financial policies of the State to encourage and support
businesses, economic and social organizations to grow and develop, contributing to the socio-economic
development of a nation. Investment policies include a system of tools, methods and measures that
the State applies to investment activities in order to attract domestic and foreign investment flows and
to encourage and support development of businesses and economic organizations.

Investment policy is particularly important, because it creates value for businesses and
economic organizations. The right or wrong investment policy will directly affect issues such as
raising capital, investing in equipment, capital structure, product quality of businesses, economic
organizations and deciding on the survival of these objects. Investment policies have a great
influence on the investment decisions of investors in the market. Like other financial policies,
investment policy is like a “double-edged sword”, which can be a lever to stimulate growth but
can also inhibit the development of investment activities. The content of state investment policies
to support organizations and individuals engaged in creative innovation activities or investment
in creative innovation, including: investment in land, infrastructure, and production premises;
science and technology investment.

- Other policies:

Inadditiontotheaforementioned financial policies, in orderto create conditions for organizations
and individuals engaged in creative innovation activities or invest in creative innovation start-
up, the Government has favorable policies to facilitate the establishment of Supporting Funds
such as the Public Innovation Fund, National Science and Technology Development Fund, Startup
Support Fund, capital mobilization channel and other legal funds, including venture capital funds
of private organizations and foreign organizations operating on the Vietnamese territory.

The policy to support organizations and individuals engaged in creative innovation activities
or to invest in creative innovation start-up through funds, capital raising channels and start-
up ecosystems is a system of guidelines and measures of the Government on organization,
establishment, operation of funds and other capital mobilization channels or start-up ecosystems
to help financially or create incubation and development environment for organizations and
individuals engaged in creative innovation activities or invest in creative innovation start-up.

4. THE INFLUENCE OF SPECIFIC FINANCIAL MECHANISM ON ORGANIZATIONS AND INDIVIDUALS ENGAGED IN
CREATIVE ACTIVITIES

Firstly, the special credit support mechanism facilitates organizations and individuals engaged
in creative credit activities to access credit capital and to use credit capital with lower capital cost
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compared to other owners. After having the idea of creative innovation, which is the next difficult issue,
it affects the business story of the subjects implementing creative innovation start-up. Studies have
shown that each form of funding is inherently associated with a specific type of innovation. Businesses
often use equity to invest in research and development (R&D) and internal capital is a decisive factor
to the level of science and technology through R&D. At the same time, debt mobilization is related to
profitable innovation (Peter D. Casson & Roderick Martin & Tahir and authors Cherles P. Himmelberg
& Bruce C. Petersen). For organizations and individuals that implement creative innovation start-up,
apart from the initial equity, debt mobilization is necessary to meet the funding needs for the start-up
operation, especially in the early stages of product launch and commercialization to scale up. However,
it is very difficult for entities to access credit capital due to the unique characteristics of this activity.
Therefore, it is necessary to have a credit mechanism specific to them in accessing credit capital. There
should have method of supporting and creating favorable conditions for organizations and individuals
engaged in creative research activities to access and use credit capital.

Secondly, the mechanism of budget spending encourages investment, creates facilities and
provides additional channels of capital mobilization for organizations and individuals engaged in
creative innovation activities. The state uses central budget and a significant part of local budgets
to finance economic development investment. Main spending contents include: capital construction
investment; spending on investment and capital support for state enterprises, capital contribution
of share capital, joint venture capital in enterprises in necessary fields; expenditures for national
investment support funds, development assistance funds, and state reserves. Expenditure on
development investment aims to build infrastructure in order to create an environment and favorable
conditions for putting investment capital of enterprises in necessary fields and suitable to the objectives
of the economy. For the implementation of creative innovation activities, the State uses the budget
to spend on developing the startup ecosystem with specific policy programs such as the Technology
Incubator Program, the National Science and Technology Development Program, developing venture
capital industry, forming a state angel investment fund for creative innovation businesses, setting
up a separate securities trading floor for creative assets, etc. Each program needs its own specific
operating mechanism. Through the technology incubator program, the state gathers ideas on creative
innovation, assisting those implementing creative innovation to assess the feasibility of the idea. The
state based on the assessment of technical and commercial feasibility, risk and potential of projects to
select potential projects. At the same time, the state will stipulate a certain percentage of investment
capital for highly feasible projects, ensuring adequate supply of capital for investment activities.

Thirdly, the tax policy of direct and indirect support ensures favorable conditions for
organizations and individuals engaged in creative activities. Tax policy, however, is a financial
tool of the State in regulating the economy to ensure fairness and efficiency. Each tax policy is
directed to specific subjects, either taxpayers or taxable subjects. Depending on the purpose and
basis for formulating and promulgating tax policies, the State may make adjustments to tax such
as: determination of appropriate tax rates, application of preferential tax rates and regimes of
exemption, reduction and adjustment, object of application, scope of adjustment and method of
implementation. For entities who are organizations and individuals engaged in creative activities,
tax policy should have priority for this group of subjects.
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Fourth, the specific financial mechanism on land impacts the reduction of input costs,
increasing capital resources and facilitating organizations and individuals to implement creative
magic. Real estate is one of the major inputs in the manufacturing process. Businesses in agro-
forestry businesses face many difficulties in business space, especially in agriculture, forestry
and fishery. Financial policies on land include: Policies on land use levy collection; policies on
collection of land rents and water surface rents; land price policy; policies on compensation, support
and resettlement when the State recovers land; policies on auction of land use rights when the
State allocates or leases land; and additional documents of the Government on the above policies.
The State applies a number of specific financial mechanisms on land such as (1) initial support in
land clearance, shortening the time of project licensing, the impact of helping entities implement
creative skills to accelerate progress; (2) Incentives on unit price of land, duration of land lease;
Land rental exemption and reduction in the first years of business start-up. In essence, this is a
form of direct financial support for businesses. Therefore, the specific financial mechanism on land
impacts provides additional capital for organizations and individuals to implement creative magic.

5. CONCLUSIONS

The paper focuses primarily on the basic elements of the financial mechanism and specific
financial mechanisms for organizations and individuals engaged in creative innovation or investing
in creative innovation, in which the impact is concentrated on positive impact. Particularly, the
study of other impacts of the financial policy mechanism group is strongly influenced by the actual
situation of implementation, so it does not go into these generalized contents.

It 1s hoped that this article will serve as a basis for considering the current situation of the

financial policy mechanism affecting the research subjects who are individuals, startups or invest
in creative innovation in Vietnam.
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ANALYSIS AND EVALUATION ON THE FINANCIAL MECHANISMS TO ATTRACT
INDIVIDUALS AND ORGANIZATIONS
IN DOING CREATIVE STARTUP OF FOREIGN INVESTMENT
IN CREATIVE STARTUPS IN VIETNAM

Ngo Thanh Hoang'

ABSTRACT

Effective start-ups require policies towards developing, connecting components of the creative eco-systems,
supporting enterprises in developing and expanding regional and global markets. This paper will provide
thorough analysis and evaluation on financial mechanisms to attract organizations and individuals to
innovate start-ups activities and promote foreign investments in creative start-ups in Vietham recently.
Also, several limitations and solutions to tackle these limitations will be presented in order to facilitate and

support further development of Vietnamese start-ups in the coming time.

Keywords: creative innovation, financial policies, start-ups

1. INTRODUCTION

During recent years in Vietnam, the number of entities participating in creative start-
up activities has been increasing, not only domestic investors but also increasing foreign ones
investing in start-ups in Vietnam. The Vietnam Government pays close attention to this activity
and has issued a number of mechanisms and policies to attract domestic and foreign organizations
and individuals to participate in creative entrepreneurship. Especially, there are more and more
international investment funds showing their interest in and doing venture capital investment in
Vietnam. The reality requires researchers and policy makers to consider and evaluate the current
financial mechanisms and policies applied to individuals and organizations engaged in creative
startup enterpreneurship and foreign investors to creative startup entrepreneurship in Vietnam.

The objective of the study is to systematize the current financial policies and mechanisms
for creative startup individuals and organizations or foreign investors to creative startup
entrepreneurship Vietnam, analyze and evaluate the status of the current financial policies and
mechanisms for creative startup individuals and organizations or foreign investors to creative
startup entrepreneurship Vietnam, and at the same time present the limitations and constrants, which
could be used as a practical basis for proposing resolutions for amendment and supplementation to
financial policies and mechanisms facilitating and boosting further development of creative startup
entrepreneurship in Vietnam in the coming time.

' Academy of Finance, Duc Thang, Bac Tu Liem, Ha noi, Viet nam, email: ngothanhhoang@hvtc.edu.vn.



ANALYSIS AND EVALUATION ON THE FINANCIAL MECHANISMS TO ATTRACT INDIVIDUALS AND ORGANIZATIONS... 285

2. LEGAL FRAMEWORK REGULATING THE INVESTMENT IN CREATIVE STARTUP IN VIETNAM

Currently, the legal framework has been improved in a way that is more favorable in supporting
for creative startup. The Ministry of Science and Technology (MoST) has presided and coordinated
with relevant ministries and sectors to create favorable policy and institutional environment to the
development of creative startup ecosystem with the issuance of Circular No.01/2018/TT-BKHCN
dated April 12th, 2018, defining the organization and management of Project 844; coordinated the
particiaption in developing contents about creative startups and investments for creative startup
entrepreneurship in the Law on Supporting to Small and Medium-sized Enterprises in 2017 and
Decree No0.38/2018/ND-CP on investment to small and medium-sized creative startups. The
Decree No. 76/2018/ND-CP of the Government stipulates in details and guides the implementation
of a number of articles of the Law on Technology Transfer; whereas solutions to attract domestic
and foreign investment into creative startups are proposed in the Official Letter No.666/BKHCN-
PTTTDN dated March 19th, 2018.

Investment into creative startup entrepreneurship in Vietnam can be done via following key

channels

(1) Individual/angle investors invest in potential individuals, groups of individuals or startups.
Individual investors carry out their investment activities mainly based on their own information
as well as experience in assessing the potential of start-ups and domestic and international market
trends. Individuals trust and invest in each other through the forms of capital contribution, share
purchase of startups, acting as a shareholder; or invest in groups of individuals with startup ideas
to develop ideas, support starting a business and get a stake in startups. Rights, obligations and
responsibilities of stakeholders are mainly governed by the Civil Code, the Law on enterprises and
the Investment Law.

(i1) So far, there are stipulations for specialized organizations on investment and finance such
as financial companies, securities investment companies, securities companies, microfinance
institutions, non-banking credit institutions, which are doing conditional business activities
(promulgated in the Law on Securities, Law on Credit Institutions, Decrees and Circulars on people’s
credit funds, non-bank credit institutions, microfinance institutions, etc.). The establishment and
operation of these organizations must be regulated by the competent authority. Therefore, in order
to determine the legal status and create a legal framework for startups operating legally, there
should be separate regulations for this type of company.

(i11)) From the practical surveys, there are now many private/angel investors wishing to
contribute capital to form an investment fund for creative startups. However, there is only the legal
framework for establishing securities investment funds stipulated in the Law on Securities, which
set very high and strict requirements on establishment conditions in order to set up an investment
fund following the model of a securities investment fund. For example, one of the conditions for
public fund establishment is that the fund has a minimum of 100 investors, excluding institutional
securities investors who purchase fund certificates and the total value of fund certificates sold is at
least VND 50 billion (Clause 1, Article 90, Law on Securities); for member funds, the minimum
paid-in capital is VND 50 billion and there are a maximum of 30 capital-contributing members all
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of which must be legal entities (Article 95, Law on Securities); the minimum capital required to
establish and operate a securities investment company is VND 50 billion (Clause 1a, Article 97,
Law on Securities).

Such conditions are not suitable as well as do not create favorable conditions to encourage
small private/angel investors to contribute capital for the establishment of creative startup
investment funds

3. CAPABILITY IN ATTRACTING INVESTMENT

The mobilization of capital and calling for investment of the creative startups is increasingly
vibrant in Vietnam. According to Topica Founder Institute, in 2016 the total investment that
Vietnamese creative startups received was USD 205 millions, increased by 46% compared to
2015 (USD 137 millions), mainly from foreign investors. Investment into Vietnamese creative
startups tends to be more focused. Although the total amount of capital raised by creative startups
was increased significantly, but the number of deals was decreased with only 50 deals (compared
to 67 deals in 2014). 07 deals of which were worth more than USD 10 millions.

Also according to Topica Founder Institute (TFI), in 2017 Vietnam received 92 investment
deals into creative startups, with value of USD 291 millions, nearly doubled in terms of number
of deals and accounted for nearly 50% of the total investment capital compared to 2016 (50 deals
with a value of USD 205 millions). Among them, 8 were successful divestments through mergers
and acquisitions (M&A) which was worth USD 128 million. In 2015, the investment value was
USD 137 million and the divestment value was about USD 300 million (due to the sale of Misfit
which worth of USD 260 million). The years of 2016-2017 also witnessed the participation of
many Vietnamese corporations in investing in creative startups such as FPT Investment Fund
(FPT Ventures), Viettel Investment Fund (Viettel Ventures), CMC Innovative Fund. Statistics from
the Ministry of Science and Technology also showed that, in 2016 and 2017, the activities of
Vietnamese creative startups were very progressive. Only the 5 most successful capital-raising
deals totaled more than USD 50 million (Momo — USD 28 million, F88 — USD 10 million, Got It!
- more than USD 9 million, Vntrip.vn — USD 3 million, Toong — USD 1 million USD). The latest
is Foody, a culinary social network, which has been acquired by SEA with more than 82% of its
shares for more than USD 64 million. This is considered the largest investment in 2017 to date.
The large cash flows have been flowing into Vietnamese creative startups.

The number of investment deals into Vietnam is increasing, but the number of deals worthy
less than USD1 million accounts for the majority. The number of deals received with an investment
of more than USD 10 million is very small. The number of M&A deals is still very limited. There
has been no creative startups having IPO yet. For business promotion organizations are the ones
to provide training, coaching, developing business models, calling for investment capital for early
stage of creative startups, and can invest with small investments from a few tens of thousands
of dollars. Some typical business promotion organizations in Vietnam include Vietnam Silicon
Valley Accelerator (VSVA) supported by the Ministry of Science and Technology (MoST); CLAS
— Expara Vietnam Accelerator invested by Microsoft Vietnam and the Expara creative startup
investment fund in Southeast Asia; The Vietnam Startup Acceleration Fund (VIISA) - both an
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early stage creative startup investment fund and a business promotion organization with four main
investors, namely FPT, Dragon Capital Group, Hanwha Group (Korea) and BIDV Securities Joint
Stock Company. By the end of 2017, there were about 40 investment funds operating in Vietnam
with the majority being foreign investment funds. Among them, only some investment funds have
representative offices in Vietnam such as IDG Ventures, CyberAgent Ventures, DJF-VinaCapital,
500 Startups. In addition, there are private enterprise investment funds (Private Equity Fund),
which do not focus on investing in creative startups, but can invest in the transition period from
creative startups to mature enterprises, such as Mekong Capital Fund, Dragon Capital, VinaCapital.

Regarding angel investors, the number of them has not been numerous, but it starts to increase.
Most of them are successful entrepreneurs who want to invest in the next generations of creative
startups. A number of overseas Vietnamese and overseas Vietnamese students have returned
to Vietnam to invest in creative startups, such as investor Nhan Nguyen — a famous engineer
at Google, who has made investments in a number of Vietnamese creative startups, including
TechElite, JupViec, Beeketing, Ybox, etc; entrepreneur Do Hoai Nam — a successful creative
startup entrepreneur from the Silicon Valley in USA, who has invested in HDViet, 5S Online,
etc.; entrepreneur Vu Duy Thuc — a Ph.D. from Stanford, honored as one of the typical young
entrepreneurs of creative entrepreneurship in Silicon Valley, who has also guided and invested
in a series of creative startups in Vietnam such as Umbala and ELSA.6. The activities of angel
investors in Vietnam have been more and more systematic through connecting and forming a
number of clubs and networks for creative startups such as VIC Impact, iAngel or VCNetwork.co.

A positive point of the market is the Accelerator model (accelerating start-up) which receives
particular interest. Some foreign organizations have targeted Vietnam market such as Singapore’s
JFDI, 500 US SMEs, 1337 of Malaysia ... This trend helps Vietnam’s startup ecosystem become
more vibrant. The emergence of angel investors is increasing in investment deals since most of the
deals are still carried out by foreign investment funds. The situation of venture capital in Vietnam
in 2016 has changed compared to 2015; however these changes are not significant. New funds
are in the phase of market exploration. Active funds such as IDG and Cyber agent only focus on
investments to divest in stead of investing in more deals. Up to 2016, we haven’t had a venture
capital fund of our own.

By 2017, despite a relatively strong growth, the investment capital for innovative startups
in Vietnam is rather relatively modest compared to the region and the world. According to Tech
in Asia3, in 2017, Southeast Asia attracted US $ 7.86 billion in start-up investment, which means
that the amount of investment capital attracted in Vietnam accounted for a very small proportion,
less than 5%. According to the prestigious magazine on startup CB Insights, from 2012 to now,
Vietnam, ranked fourth in the amount of EIA attracted, after Singapore, Indonesia and Malaysia.

In short, activities in capital investment market for innovative startups in Vietnam are
diversified and relatively exciting from both domestic and foreign capital. However, the scale of
capital as well as the cooperation in investment in innovative startups in Vietnam are quite small,
and do not commensurate with the potential and needs of the ecosystem of Vietnam’s innovative
start-ups.
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There are many venture capital funds that want to invest in innovative start-ups in Vietnam,
but encounter some challenges and difficulties as follows:

(1) Investment Certificate - IC

A startup, when having a foreign investor, even investing US $ 50,000 at a 1% rate is also
required to have IC. It takes a lot of time for companies themselves to get the IC; from preparation
phase to get IC, it can take 6 months to a year and hundreds of millions for lawyers to get this
certificate. In the early stages of the startup process, while not having capital and need to focus on
product development and user attraction, getting ICs with great time and effort can cause many
startups failure in the market. The procedures and costs for ICs are becoming a bottleneck for
startups when calling for foreign investment into Vietnam.

(2) Business lines

Currently, foreign-invested companies registering business line in advertising must meet the
conditions that shareholders of the companies have to operate in the field of advertising. With
technology products serving end-users, many of the major revenue sources come from advertising
for businesses (though more or less). Therefore, this provision, in general, limited or caused many
difficulties for businesses.