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ABSTRACT

“Economic growth” and “economic development” are the most crucial concepts in

economics. Economic growth refers to the increase of the total economic output.

Economic growth is measured by the country’s annual growth rate of Gross Domestic

Product (GDP). The economic development of a country is defined as an improvement

in the quality of life and living standards of citizens. In other words, economic

development is an improvement in factors such as literacy, education, health and

poverty. There are multiple factors in the economy that affect economic growth as well

as economic development. Undoubtedly, the financial sector operation is always one of

these essential factors since the functioning of every economy has to depend on the

financial system of a country. A country with a stable financial system tends to achieve

faster economic growth than a country with a less stable and inefficient financial sector.




In the financial sector, credit markets are much larger than equity markets in terms

of monetary value (Hill, 2018). Credit markets play a vital role in providing a

tremendous amount of capital for businesses and government activities. The

development of the banking sector usually is linked with the expansion of credit supply

to the economy (Hoang Vuong, 2018). However, regarding credit markets, besides the

traditional banking system, it is insufficient to examine the financial system operation if

we do not consider the role of microfinance, which contributes to economic

development, in particular to poverty alleviation. The study of this dissertation provides

an analysis of the financial system with the two main streams of the credit markets: one

is for the commercial banking sector and the other is for the microfinance activities.

Vietnam is a particular case, which has had a high achievement in economic

development over the past twenty years. It is worth examining the role of the financial

system of this country to understand the importance of financial institutions along with

economic development.

The first empirical work represents a specific study dealing with the first objective

of the dissertation regarding the role of the banking sector. This study aims to examine

the relationship between foreign ownership and the efficiency of banks. Foreign

ownership is examined not only in foreign banks but also through foreign stakeholders’
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shares in domestic banks. Therefore, this study contributes to the literature by taking

account of the degree of foreign ownership in the capital structure to analyze the

relationship between ownership and banks’ performance. The method of two-stage DEA

bootstrap of Simar and Wilson (2007) is applied to a panel dataset of 27 Vietnamese

banks for the period from 2009 to 2016. The results indicate that foreign ownership has

a positive effect on bank performance. In particular, the higher the share that foreign

investors hold in banks over the total capital, the better the banks perform. Besides

foreign ownership, this study confirms that bank size, concentration level,

diversification, risk, COA and GDP determine bank efficiency.

As discussed, banks play an essential role in meeting the resource needs for

economic growth. Besides, banks can also contribute to poverty reduction indirectly or

directly. Indirectly, the development of the financial industry can affect poverty

reduction through economic growth. More critically, the development of the financial

sector could directly support the goal of poverty alleviation by increasing credit

provision to poor households (Singh, 2016). In developing countries, targeting credit

provision to poor households is often related to the evolution of lending to prioritized

subjects or priority sector lending. Lending to the poor is more related to the concept of

microfinance, which is considered a vital tool to tackle poverty in the developing world.
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There are many different microfinance models in the world. In developing countries in

Southeast Asia, financial institutions involved in microfinance activities comprise

commercial banks, microfinance institutions, NPO, specified banks and cooperative

banks (Okuda and Aiba, 2020). Banks engaged in microfinance activities is not new.

However, among banks involved in the microfinance sector, non-commercial banks

typically play a more important role than commercial banks. These banks often belong

to or are supervised by the government. In Vietnam, the Vietnam Bank for Social Policy

(VBSP), a governmental bank, is the largest microcredit lender

Following the performance study from the perspective of bank ownership structure,

another specific study focusing on the second objective of the dissertation regarding

microcredit lending is presented. The second empirical work examines the impact of

microcredit on the household’s welfare for the case of Vietnam. An instrumental

variable method is applied to a dataset based on the Vietnam Household Living

Standard Survey (VHLSS) of 2012, 2014 and 2016. Based on the rotating method of

VHLSS, this study selects the rural households that participated in three rounds of

VHLSS. Thus, it is a strongly balanced dataset. Furthermore, since the sampling

procedure of VHLSS is conducted strictly by applying the multi-stage sampling method

VHLSS is a national representative survey. Therefore, such kind of dataset created in
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this study is unique. In the literature, there are studies using longer panel datasets. They
mainly cover some parts of a country or particular credit program areas. In particular,
this study estimates the effects of microcredit participation and the amount of credit
from the Vietnam Bank for Social Policy (VBSP), which is the most extensive single
microfinance lender' in the world as well as in Vietnam on income and expenditure of
rural households. With the instrumental variable (IV) method in a fixed effect model,
this study better controls the problem of endogeneity. Several robustness checks are also
provided to examine the consistency of the results. This study reveals that in terms of
participation and amount of credit, microcredit has a significant positive effect on rural
households’ welfare. Such IV method used in this study is robust? and thereby

contributes to identifying the real effect of microcredit.

In brief, these empirical works describe the two crucial aspects of the Vietnamese
financial system. Despite that Vietnam has achieved a high level of economic
development during the last decade, the technical efficiency levels of Vietnamese banks

were not high. The efficiency levels estimated in this study using the bias-corrected

"' In 2012, there were 7 million borrowers and more than $US 5.4 billion outstanding loans
belonged to the Vietnam Bank for Social Policy. Thus, VBSP is the largest microcredit lending
in the world (Haughton and Khandker, 2016).

2 According to results of test for the appropriateness of IV, the IV chosen is considered valid.
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efficiency estimation method are lower than those observed in the previous studies of
the Vietnamese banking system using conventional efficiency measurement methods.
The entry of foreign capital to the banking market in the country had taken place in the
early 1990s. It was only 2008 when the first wholly foreign bank was set up. Recently,
there has been a slight increase in the number of local banks having partial foreign
ownership. However, the maximum rate of stakes in one local bank of foreign
participation is limited at 30 percent (Decree 01/2014/ND-CP?). Considering the result
from this study regarding the effect of the foreign share and also taking account of other
conditions of the economy, policy implications are suggested toward a slight extension
of the foreign investor cap in a local bank. The extension process can be taken place
gradually with a slight extension first to address the concern that foreign ownership

might destabilize the domestic banking industry by transmitting shocks from outside.

In order to pursue poverty reduction and economic development, the financial
sector in Vietnam has to encourage the extension of microcredit lending. Notably,
Vietnam should focus on promoting the microcredit lending of the Vietnam Bank for

Social Policy since there is still a considerable proportion of the poor or low-income

3 This is the decree on foreign investor’s purchase of share of Vietnamese credit institutions. It

was released on January 03, 2014 by the Vietnamese government.
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households which have not had any access to credit.
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