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Abstract
The objective of this paper is to examine how banking relationship influences on performance of public listed
firms in Vietnam. With a sample of 465 companies listed in Vietnam observed in period 2007 – 2010 and using
regression method, the research finds that firm performance decreases as the number of bank relationships
increases. If a firm establishes strongly short-term credit financing relationship with banks, the firm’s
performance reduces. On the contrary, if a firm has strongly long-term credit financing relationship with banks,
its performance increases. The effectiveness of using total assets is worse as a firm has strongly overall credit
financing relationship with banks. Additionally, the study also indicates that asset tangibility structure has
negative relationship with firm’s ROE, while assets have negative association with ROA. Turnover has positive
association with firm performance. Finally, firms with higher state shares have less effective than ones with
lower state shares.
Keywords: banking relationship, credit, firm performance, financing
1. Introduction
The previous studies on firm performance show that factors such as debt, growth, size and structure of assets of a
firm, and the accessibility to bank loans, have certain influence on the firm performance. On the other hand, the
firms’ performance is affected by the close relationship between banks and firms. Firm’s banking relationship is
important role for firm’s performance such as to improve business reputation, to increase accessibility to loans,
to reduce the negative effect of asymmetric information, and to decrease the interest costs.
In Vietnam, there are a small number of firms listed on the stock market. The listing helps them have other
funding channel. However, funding from banks still plays particularly important role in the maintenance and
growth of firms. Building up strong banking relationships helps firms take certain advantages. At the present,
Vietnam’s economy has been a transition economy. Since the mid-1980s, through reform period (“Đổi Mới”
period), Vietnam has made a shift from a highly-centralized planned economy to a socialist-oriented market
economy. The government still controls many areas of the economy. In this transition process, the financial
market of Vietnam is imperfect and the shadow of state monopoly, of cause, still presents in fields. Due to above
characteristics, opportunities of private firm in accessing bank funding become harder than firms having large
state – owned equity. In recent years, the State Bank has taken control of credit growth to curb inflation, this
leads to difficulty for firms in accessing loans from banks. In such conditions, any firm being able to access
easily bank loans will take more advantages or have growth opportunities than others, especially those originate
in state firms or have large ratio of state – owned equity. A question can be posed in this condition: Do firms
having better banking relationship actually operate more effectively than others? This is also one of the
interesting reasons for the research paper and this question will be answer in this study.
There are a lot of empirical studies of banking relationships on firm performance in developed countries.
However, this, to our knowledge, is not any research of this topic in Vietnam (a new developing country). Hence,
the purpose of this paper is to analyze the firm’s banking relationship affect firm performance in Vietnam and to
suggest policy implications related to the firm’s banking relationship. The method applied is regression with
panel data. The data is the firm-level panel data in Vietnam covering the period from 2007–2010, consisting of
465 companies listed.
The rest of this paper is organized as follows: The next section gives a brief literature review. Section 3 present
the methodology and research model, and Section 4 analyze empirical results. Finally, Section 5 concludes the
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paper and gives recommendations.
2. Literature Review of Banking Relationship and Firm Performance
The banking relationship includes two kinds: deposit relation and lending relation. However, this research
concentrates on the lending relationships. Banking relationships are expressed through the number of banking
relationships, duration of banking relationship, the amount of credit (Peltoniemi, 2004), interest (Bolton and
Freixas, 2000), and banking services (Degryse and Cayseele, 2000).
From firm’s perspective, establishing good relationships with banks will help firms to enhance business
reputation, to reduce the leakage of information to competitors (Campbell, 1979), to decrease the negative
impact of asymmetric information (Diamond, 1984 and 1991; Fama 1985; Rajan, 1992, Holmstrom and Tirole,
1997, and Bolton and Freixas, 2000), to reduce agency conflicts related to financial intermediation (Deloof and
Vermoesen, 2010), to increase accessibility to loans, and to reduce the interest cost (Houston and James, 1996;
Pertersen and Rajan, 1995). This leads to less dependence of firms on the liquidity of cash flow within the firms.
Hence, firms can easily invest in fixed assets with lower cost of capital, and reserves cash will be further
optimized to increase profitability (Fazzari et al., 1988; Hoshi et al., 1990; and Ramirez, 1995). Shen et al.
(2004) argue that when a firm has a strong banking relationship, firm’s investment is less sensitive to cash flow.
Diamond (1984) finds that a close relationship allows the bank to undertake an active monitoring role which can
alleviate problems related to free-riding and information asymmetry. In addition, when firms establish close
banking relationship through repeated lending from a bank, they will increase their prestige on the various
funding channels. Diamond (1991) also indicates that firms choose bank funding first in order to establish
sufficient credibility and then access the capital markets. Kutsuna et al. (2003), researching impact of banking
relationships to access the capital markets of Japanese firms, find that when firms build good relationships with
commercial banks, they increase accessibility to equity capital markets. Furthermore, building up close
relationships with banks helps firms overcome financial or business distress (Hoshi et al., 1990). Finally, many
empirical researches have evidences of effects of banking relationship on firm performance.
However, firms not only get the benefits from establishing close relationships with banks, but also face certain
risks. Dass and Massa (2006) point out that through the bank lending activity, banks act as “insiders”. They play
a supervisory role and do not encourage managers to accept investments in high risk projects. This cause firms
not to achieve profit breakthrough, and then their stock prices will become more stable. Thus, the stock liquidity
will be reduced.
In the process of building sustainable relationships, banks hold a lot of information (especially the sensitive and
important information) related to the firms performance, the banks will disclose information to competitors
intentionally or unintentionally. This problem will become more serious (Berger and Udell, 1998). The more
long term relationships firms build, the more monopoly information banks increasingly require. This may allow
banks to ask firms about higher interest rate and more collateral in the future (Suwannaporn, 2003). Greenbaum
et al., (1989), Sharpe (1990), Thadden (1995) and Rajan (1992) agree with this view and argue that when banks
are capable of observing confidential information from the borrower, it can cause a lock-in problem. It means
that firms can not release the information to other financial institutions to set up credit relationship with them,
and then they have to face to the hold-up problem. This creates a switching cost, or losses valuable investment
opportunities.
Small firms usually tend to switch banks, especially when they have growth opportunities (Farinha and Santos,
2001). In order not to lose power of governing firms, banks tend to restrain their expected growth (Gambini and
Zazzazo, 2009). In another aspect, when firms have long-term banking relationship, they will easily be funded to
overcome distress. Banks may decide to extend further loan in order to recover its previous loan (Boot, 2000).
Then, the soft-budget constraint problem occurs when firms rely on others and lack of effort to prevent the
negative effects since they expected that banks will help them eventually.
The impact of banking relationships on business performance under some angles as follows:
Banking relationship increases the value of shareholder’s equity: James (1987) argues that when firms announce
publicly on the new loan contracts or the extension of banks credit, their stock price will increase. This finding
reinforces Fama’s research (1985) when he says the bank’s loans provide firms a degree of certainty about future
cash flow. James and Weir (1990), and Slovin and Young (1990) conclude that if firms have bank lending
relationship, initial public offerings (IPOs) will be less underpriced than IPOs for others. Billett et al. (1995)
explore the relationship between lender quality and loan announcement – day return. They find that if firm
borrows from the higher quality lender, loans are associated with positive and statistically significant price
reaction. Conversely, loans announcement from the lower quality lender has negative impact on price. These
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show that the value of shareholder’s equity will increase when firms establish good banking relationships.
Banking relationships impact on firm investment: Studies of Fazzari et al. (1988), Hoshi et al. (1990), Ramirez
(1995), and Shen et al. (2004) point out that creating a good relationship with bank will improve the financial
structure of the business. However, the more close relationships with banks firms have, the more they get
dominated by banks through their supervisory activities. Banks are less likely to encourage firms to make
decisions to invest in risk areas, therefore it is difficult for firms to expand scale. This becomes true if firm size is
small (Dass and Massa, 2006) or firm depends on credit of a main bank (Gambini and Zazzazo, 2009).
Banking relationships influence business performance and growth: Banking relationship has different impacts on
firm performance and growth. Rajan (1992) finds out that firms can settle hold – up problem by setting up
multiple bank relationships. Hiraki et al. (2003) reinforce this view that if firms belong to a main bank
relationship, their profit will decrease; on the contrary, multiple main bank relationships will reduce the hold –
up cost and lead to higher profitability. However, multiple bank relationships can be costly (duplicated
monitoring, free rider problems, or restructuring of debt claim) and bring about decrease in profitability. Castelli
et al. (2006) demonstrates that firms’ profitability (ROE and ROA) decreases as the number of bank relationships
increases. Fok (2004), using sample of Taiwanese firms around the 1997 Asian financial crisis, points out a
negative relation between firm performance and the number of domestic-bank relationships, but a positive
relation between firm performance and the number of foreign-bank relationships. Yosha (1995) and Degryse and
Ongena (2001) argue that if firms disclose proprietary information to creditors, firms establishing bilateral bank
relationship will gain higher sales profitability than those establishing multilateral bank relationship.
Studies in effects of duration bank relationship on firms’ performance and growth are given various results.
Gambini and Zazzazo (2010) investigates Italian manufacturing firms in the period 1998 – 2003 and shows that
small firms maintaining stable credit relationship with a main bank during the three-year survey (long-lasting
bank ties) grow less than bank-independent small firms; however, long-lasting bank ties of medium firms have a
positive relation with growth. Castelli et al. (2006) find that sales over assets has quadratic function relation with
duration bank relationship, the more longer duration firms get, the more firm sales over assets decreases.
The study of Hiraki et al. (2003) is the one of the rare studies on bank loans quantity. They show negative
relation between total main bank loans to total liabilities and ROA, and conclude that the hold – up costs of main
bank relationships damage the profitability of the firm.
3. Methodology and Research Model
3.1 Methodology
Research data in the paper are presented in panel data. By using panel data regression, we decide between fixed
or random effects through running a Hausman test where the null hypothesis is that the preferred model is
random effects versus the alternative the fixed effects (Baltagi, 2005; and Park, 2009).
3.2 Research Model
The performance of firms may be affected by two main factors: (i) banking relationship, and (ii) firm
characteristics. Banking relationship can include some variables like number of bank relationships, credit
financing relationships or loan bank relationships, duration of bank relationships, bilateral and multilateral bank
relationships. Besides, firm performance also is affected by firm characteristics like age, size, growth or tangible
asset structure.
In this study, banking relationship factors include: (i) Number of bank relationships and (ii) Credit financing
relationships. If firms are provided a large amount of credit, the firms have strong credit relationships. This study
uses factor of “credit financing relationships” calculated as follows: First, the ratio of short-term or/and
long-term bank loans to total liabilities of a firm are calculated; and then, the average ratio of short-term or/and
long-term bank loans to total liabilities of all firms in sample research are estimated. Thus, there are three
variables: short-term credit financing relationships, long-term credit financing relationships, and overall credit
financing relationships. If each ratio of a firm is greater than average ratio corresponding, it means that this firm
has a significant involvement of bank loans (short-term, long-term or overall) than others, and this variable takes
value 1. By contrast, this takes value 0. Thus, these variables are dummy ones classifying the strength or
weakness of relationship through amount of credit provided.
Firm characteristics used in this research contain variables as follows: age, size, tangible asset structure and type
of ownership. The dependent variables demonstrating firm performance are return on assets (ROA) and return on
equities (ROE).
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There are two general models to examine two cases as follows:
Case 1: Analyzing the impact of the number of bank relationships, short-term credit financing relationship and
long-term credit financing relationships on the firms’ performance. The model is given by:
Profit = f(number of bank relationships, short-term credit financing relationship, long-term credit financing
relationships, age, size, tangible asset structure and type of ownership).
Case 2: To understand the impact of the number of bank relationships and overall credit financing relationships
(both short and long term) on the firms’ performance. The model is as follows:
Profit = f(number of bank relationships, overall credit financing relationships, age, size, tangible asset structure
and type of ownership).
3.3 Measuring Variables
Dependent variables: Firm performance is measured by its profit, including the two sub-variables: ROA and
ROE. ROE is equal to return after tax on equities, and ROA is equal to return before tax on assets.
Independent variables: Banking relationship variables are main independent variables. They contain four
variables: number of bank relationships, short-term credit financing relationship, long-term credit financing
relationships and overall credit financing relationships.
(i) Number of bank relationships (Banknumber and [Banknumber]2): This variable has quadratic function
relation with dependent variable (Castelli et al., 2006). This means that when firms increase number of bank
relationships, they will increase the power of negotiation, reduce hold-up cost, easily get more loans for
investment, and improve the liquidity of cash flow, resulting firms’ performance increase (measured by
Banknumber variable). However, if firms setting up so many number of bank relationships, they will bear the
raise of transaction costs and representative costs. These cost outweigh from positive effects above, so they make
reduction of profits (measured by [Banknumber]2 variable). Banknumber variable is defined as total of number
banks lending firms loans in fiscal year. [Banknumber]2 is equal to Banknumber squared.
(ii) Short-term credit financing relationships (ShortRelation): This is a dummy variable and is determined that if
the ratio of short-term bank loans to total liabilities of a firm is greater than the average ratio of short-term bank
loans to total liabilities of all firms, it takes value 1. Otherwise, it gets value 0. This variable is equal to one,
meaning that the firm has a significant using of bank loans than others. Although firms create the strong
relationship with banks, they take advantage of this relationship to handle short-term business problem through
short-term overfunding. This demonstrates that when firms are under-pressure by liquidity of cash flow, or
concentrate on overgrowth in short – term, they have to accept the increase in financing cost. It is expected that
ShortRelation variable associates negatively to firm performance.
(iii) Long-term credit financing relationships (LongRelation): This is a dummy variable and is determined as
follows: if the ratio of long-term bank loans to total liabilities of a firm is greater than the average ratio of
long-term bank loans to total liabilities of all firms, it takes value 1 and otherwise, it take zero. When the variable
is equal to one, it means that the firm has stronger long-term credit financing relationships than others. The
long-term loans will promote the sustainable long-term investment activities of firms, and create their effective
performance. LongRelation impact is expected to be positive on firm performance.
(iv) Overall credit financing relationships (CreditRelation): It is a dummy variable and is defined that if the ratio
of total bank loans to total liabilities of a firm is greater than the average ratio of total bank loans to total
liabilities of all firms, it will be equal to one and otherwise is zero. Establishing strong overall credit of banking
relationship helps firms improve their liquidity of cash flow and financing easily their business or investment.
Therefore, there may be existence of positive influence between CreditRelation and firm performance.
Besides banking relationship variables, there are firm characteristics variables, including:
(i) Firm size: This variable is measured by the logarithm of total assets (LnAsset) and logarithm of turnover
(LnTurnover). It is expected that firm’s size associates positively to firm’s performance because following
reseons: First, small firms are less likely to be close to the minimum efficient scale needed to operate efficiently
in a market (Audretsch and Mahmood, 1994; and Geroski and Mata, 2005). Second, small firms apply different
technologies in accordance with their size. Due to small scale, they use less capital intensive approaches, so
variable costs achieve a higher ratio within the total costs of the firm. In a case of lowering prices, small firms
find it difficult to bear these costs for a long time; thus, they are less efficiency (Matta and Portugal, 1994 and
Petrunia, 2002). Furthermore, small firms’ market power is weak, and their operations are in niche markets,
which are uncertain. They are more vulnerable to temporary demand shocks and the uncertainties of the market
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than large firms (Dhawan, 2001). Moreover, small firms are typically less diversified than larger firms, which
may deteriorate their survival prospects by increasing risk and failing to keep alive options in a fiercely
competitive market (Geroski and Mata, 2005).
(ii) Firm age: It is measured by the logarithm of the number of years since the inception of the firm to the
observation date, including variables: LnAge and [LnAge]2. Stinchcombe (1965) shows that older firms can gain
experience-based economies. It expects that there is a positive relationship between LnAge and firm’s
performance, but a negative relationship between [LnAge]2 and firm performance.
(iii) Asset Tangibility structure: It is measured by the ratio of fixed assets to total assets. Firms retaining large
investments in tangible assets will have smaller costs of financial distress than firms relying on intangible assets
(Akintoye, 2008). Thus, asset tangibility is expected to associates positively to firm performance.
(iv) State Ownership: This variable represents the state ownership. State ownership is a specific characteristic of
companies listed on Vietnam’s stock market. State ownership characteristic includes two variables: State1 and
State2. State1 is equal to 1 if the state owns more than 35% firm’s equity, and otherwise it is zero. State2 takes
value 1 if the state owns from 5% to 35% firm’s equity, otherwise it takes value zero. If the state’s equity
represents only 0% to 5%, the state is only a small shareholder (Vietnamese Securities Law, 2010), and it has
less power of voting/vetoing. If the state owns from 5% to 35% firm’s equity, the state is a major shareholder,
but it is not strong enough to veto on any business issues of firm (Vietnam law on enterprise, 2005). If the state
holds shares of 35% or more, the state is a major shareholder and has enough power of vetoing on any business
issues of firm (Vietnam law on enterprise, 2005). In state firms, the capital is from the government (the state),
and a firm’s managers are not its owners, so the responsibility of efficiency in state firms is generally lower than
it is in other types of firms. Besides, state firm’s organization is bulky and higher costs, and these firms have less
profit. From above reasons, firms with higher state shares are influenced more by operation styles of state firms,
and so they are less efficiency. Thus, state ownership variables (State1 and State2) may impact negatively on
firms’ performance.
3.4 Study Data
The study data includes 465 out of 671 non- financial firms listed on the HOSE (Ho Chi Minh Stock Exchange)
and HASE (Ha Noi Stock Exchange) of Vietnam from 2007 to 2010. Sample rate reached 69.3% of population
(465/671) – relatively large sample ratio. This study excludes financial institutions such as investment funds,
insurance firms, and securities firms from the sample because their asset and capital structure have different
characteristics to non- financial firms.
Up to April, 2011, the total of number of banks working with the analyzed companies is 61, in which 5 banks of
State Development and Policies, 37 banks of Joint – Stock Commercial, 6 banks of Joint – Venture, and 13 banks
of 100% foreign capital and foreign bank branches.
4. Empirical Results
4.1 Statistical Description
Table 1 shows the statistical description of variables in the sample. The average number of banks companies
have lending relation is 2.65 and the maximum number of banks companies have lending relation is 8. The ratio
of short-term bank loans to total liabilities of firm that is greater than the average ratio of short-term bank loans
to total liabilities is 57%. Similarly, the ratio of long-term bank loans to total liabilities of firm that is greater than
the average ratio of long-term bank loans to total liabilities is 41%. The average asset tangibility structure is
0,21. The number of firms holding state shares of 35% or more is 18%, the number of firms having state shares
of from 5% to below 35% is 38%, and the number of firms owing state shares below 5% is 44%. The ratios of
ROA and ROE are 9% and 17%, respectively.
4.2 Empirical Result Analysis
There are two popular models used to estimate panel data: fixed effects model (FE) and random effects model
(RE). To decide between fixed or random effects, a Hausman test is run. The Hausman specification test
compares fixed effect and random effect models. With null hypothesis, a random effect model is preferred, and
vice versa. Hausman test results of two regression cases are summarized in Table 2.
According to analysis results in table 2, the coefficient Prob (chi2) are less than 0.05. It means that Hausman test
is significant at 5% level (rejecting the hypothesis H0). Thus, it is better to use fixed effects model to estimate
two regression cases. Table 3 provides the results of the regression of the two performance measures (ROA and
ROE) in four specificaitons.
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Table 1. The statistical description of variables
Variables

Obs

Mean

Min

Max

Std. Deviation

Banknumber

1860

2.65

0

8.00

1.53

Banknumber2

1860

9.36

0

64

10.37

Short Loan Credit

1860

99.45

0

3,513

246.22

Long Loan Credit

1860

102.74

0

8,108

494.16

Total Loan Credit

1860

202.19

0

10,772

630.38

Short Relation (dummy)

1860

0.57

0

1

0.49

LongRelation (dummy)

1860

0.41

0

1

0.49

CreditRelation (dummy)

1860

0.30

0

1

0.46

Tang

1860

.21

.00

.98

.20

LnTurnOver

1859

26.33

20.13

30.34

1.41

LnAge

1860

2.59

.00

4.42

.79

LnAge2

1853

5.18

0

8.84

1.59

LnAsset

1860

26.50

21.07

31.09

1.34

State 1

1860

.18

0

1

.38

State 2

1860

.38

0

1

.49

State 3

1860

.44

0

1

.496

ROA

1860

.09

-.33

2.77

.13

ROE

1860

.17

-1.34

.75

.14

Observing estimation results of four specifications (I, II, III and IV) in table 3, the all significance value of the F
statistics of these models are less than 0.05, which means that at least one coefficient at each specification is
different from 0. These results indicate that the overall models are statistically significant. Additionally, all
significance value of the Wald statistics of four specifications are less than 0.05, so we reject the null hypothesis
of homoskedasticity (the null is heteroskedasticiy) at four specifications. The two R Squares, the coefficient of
determination, at specification I and III show that more than half the variation in ROE and ROA is explained by
the model. However, R Squares in specification II and IV show that nearly half the variation in ROE and ROA is
explained by the model.
The effects of the independent variables on firm performance described in table 3 are as follows:
The impact of the number of bank relationships (Banknumber) on firm performance: This variable is statistically
significant in all four specifications and has negative relation to ROA and ROE. Castelli et al. (2006) find the
negative influence between number of bank relationships and firm performance. While Garriga (2006) points out
the opposite. The estimation result of this research is similar to Castelli’s result. Although increase in number of
bank relationships helps firms increasing in number of credit supply resources and solving the hold-up problem,
firms may face to the rise of transaction costs, representative cost and free-riding problem. Moreover, firms in
Vietnam have to accept high interest rate in this period (normally, if firms increase number of bank relationships,
they will increase the power of negotiation. Thus, they may get lower interest rate). In the period 2008 – 2010,
Vietnam economy faced galloping inflation, so the government had to use monetary policy tightening in attempt
to curb inflation. This leaded to the increase in interest rate. The rate sometimes reached 24% per year.
Like a coin with two sides, increasing the number of banks in banking relationship help firms easily find more
source of funding, but this makes firm easily use credit provided to business activities not appraised carefully. In
fact, if the firm gets credit financing from a previous bank, the next banks will become more easily to provide
credit to the firm because they often rely on the evaluation of the previous bank. Consequently, the business may
operate ineffectively. Hence, the negative effects of increasing the number of banks (transaction costs, free-riding
problem, high borrowing cost...) outweigh the positive effects. This explains the existence of negative relation
between number of bank relationships and firm performance.
Table 2. Hausman test results of two regression cases
No.
1.
2.

Cases
Case 1
Case 2

Dependence

Chi2

Prob(chi2)

Model choice

ROE

35.48

0.0012

Fix Effect
Fix Effect

ROA

43.34

0.0001

ROE

23.20

0.0394

Fix Effect

ROA

70.44

0.0000

Fix Effect
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Table 3. The results of the regression
Case 1

Case 2

ROE

ROA

ROE

ROA

I

II

III

IV

R2

0.65

0.43

0.56

0.47

Prob(Hausman Test)

0.0012

0.0001

0.0394

0.0000

Prob(F-Test)

0.0000

0.0000

0.0000

0.0000

Prob(Wald – Test)

0.0000

0.0000

0.0000

0.0000

Banknumber

-0.055***

-0.023***

-0.066***

-0.027***

[Banknumber]2

-0.0002

-0.0001

0.0003

-0.0001

ShortRelation

-0.036***

-0.016***

LongRelation

0.020*

-0.001

Tang

-0.046**

-0.021

LnTurnOver

0.009*

0.015**

0.01*

0.015**

LnAge

0.620

0.444

0.553

-0.42

LnAge2

-0.321

-0.219

-0.292

-0.209

LnAsset

0.009

-0.020***

0.011*

-0.018***

Year2007

0.009

-0.004

0.008

-0.003

Year2008

0.008

-0.0002

0.010*

0.001

Year2009

0.006

-0.0001

0.010**

0.011

State1

-0.027*

-0.018*

-0.030*

-0.018*

State2

-0.022*

-0.006

-0.027*

-0.007

Cons

-0.85

0.29**

-0.109

0.25**

CreditRelation

0.003

-0.014***

-0.045*

-0.018

Notes: (***) Significant at 1% level, (**) Significant at 5% level, (*) Significant at 10% level.

The impact of short-term credit financing relationship on firm’s performance: This variable is statistically
significant in the specification I and II. Theoretically, when firms establish strong short-term credit financing
relationships, they have opportunity to achieve more effectively short-term business activities; thereby this
affects firm performance on overall. In fact, there are no previous experimental studies on effects of short-term
credit financing relationships to firm performance. Hiraki et al. (2003), use the ratio total main bank loans to
total liabilities to estimate their models, find this variable has negative relationship to firms’ performance. This
study in Vietnam uses short-term credit financing relationships to estimate the banking relationships in models.
This empirical result shows that there is a negative impact of short-term credit financing relationship on firm
performance. It is likely that firms having strong short-term credit financing relationships are less effective than
the others. This is likely explained that Vietnam firms focusing on overgrowth (or short-term growing too fast)
are not effective in the period 2007 – 2010 when the global financial crisis and domestic economic distress are
happening. The effort of speeding up activities in the short-term is ineffective when market purchasing power
declines seriously. Therefore, firms fall into distress condition and face short-term cash flow pressures.
Additionally, having strong short-term credit financing relationship (it may be a sign of falling into distress)
helps firms solve hold-up problem in short-term, but firms have to accept higher borrowing cost in trade-off.
Finally but not last the last, in fact, some firms usually use short-term loans to cover to long-term businesses.
Above reasons explains why the short-term credit financing relationship associates negatively to firm
performance.
The impact of long – term credit financing relationship on firm performance: This variable is used in
specification I and II to explore the effect of long-term credit financing relationship to firm performance. This
research finds out that firms having strong long-term credit financing relationships are more effective than other
firms. It’s likely that concentrating on long-term growth through long-term investment helps firm create
sustainable performance. This result also shows that the speed of increase in return after tax is more rapid than
the speed of increase in equity to firm having strong long-term credit financing relationship. This implies that
firms having the strong relationship use financial leverage better than other firms.
There is no statistically significant relationship between this variable and ROA. It means that there is no
difference in ROA between firms having strong long-term credit financing relationships and the others. It may
conclude that firms establishing strong long-term credit financing relationships use financial leverage (in long –
term loans) better, but their effectiveness of using total assets is not significantly better. These lead to the
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difference in ROE but the indifference in ROA between two groups of firms.
The impact of overall credit financing relationship on firm performance: This variable is used in specification III
and IV to examine the influence of overall credit relationship to firm performance. Theoretically, if firms achieve
strong overall credit financing relationship, firms will have more opportunities to get profit. This study do not
find out the statistically significant difference in ROE between firms having strong overall credit financing
relationships and the remaining firms (specification III). However, this variable is statistically significant in
specification IV, showing difference in ROA between the two groups of firms. It’s likely that an increase in
assets through credit financing reduces effectiveness of using total assets in general.
The impact of tangible asset on firm performance: Son (2003), examines the effect of capital structure on firm
performance in Vietnam, does not find out any statistically significant relationship between two variables.
However, this research shows the negative relation between this variable and firm performance. This result is
consistent with study of Garriga (2006) that an increase in tangible assets reduces firm performance.
The impact of turnover on firm performance: While Zeitun and Titan (2007) do not figure out any relationship
between two variables, this study indicates a statistically significant positive relationship between turnover and
firm performance. This is consistent with previous studies that an increase in turnover helps firms increase their
profit, but this increase is negligible.
The impact of state ownership (State1) on the firm performance: This variable has statistically significant in all
four specifications and has negative relationship to ROA and ROE. State ownership in enterprises is one of
characteristics of Vietnamese economy. Son (2008) points out that if the State owns over 50% of capital in the
firm, firm’s performance will become worse. This study figures out that if the state just owns more than 35% of
capital of any firm, the firm will be less effective than the rest. Firms having over 35% State ownership take
advantage of accessing to loans with cheaper financial cost than others. However, they may not turn this
advantage into reality. It is likely that if firms have more state ownership rate, firms’ governance structure
becomes heavier. They increase free-riding and their governance system is less flexibility. These outweigh the
advantages that the firms take from the state ownership.
The impact of state ownership (State2) on the firm performance: While State1 variable affects both ROE and
ROA in four specifications, State2 variable only impacts negatively on ROE (specification I and II). It is likely
that although firms having over 35% State ownership own large-scale assets and easily access to loans, the use of
total assets and equities are both ineffective while firms having 5%-35% State ownership use equities
ineffectively.
The impact of asset on the firm performance: It is measured by total asset (tangibles and intangibles) to measure
the impact of total assets on the firm performance. This study finds out statistically significant relationship
between these two variables (excepting specification I) while Son (2008) finds no association. The result in table
2 shows that total assets have positive relationship to ROE while they have negative impact to ROA.
Beside the statistically significant variables explained above, the remaining variable, age, is not statistically
significant (excepting specification III).
5. Conclusions and Recommendations
5.1 Conclusion
This study uses a sample of 465 companies listed in Ho Chi Minh and Ha Noi Stock Exchange in Vietnam,
including 1,860 observations in period 2007 – 2010 in order to examine the effects of banking relationship on
firm performance. The results are summarized as follows:
(i) The more number of bank relationships firms increase, the more firm performance decrease. (ii) Credit
financing relationship is one of factors representing banking relationship. This factor includes in three variable
such as short-term credit financing relationship, long-term credit financing relationships and overall credit
financing relationships. This research points out that if firms establish strong short-term credit financing
relationship, their performance will reduce. Inversely, if firms build strong long-term credit financing
relationship, they will increase the performance. These imply that focusing on short-term growth is not
appropriate for firms while focusing on long-term growth helps firm get better performance. In terms of overall
credit financing relationships, firms having the strong relationship use assets ineffectively which lead to the
negative association between this variable and ROA. (iii) The increase in total assets during this period through
borrowing from banks reduces the effective use of assets but improves financial leverage and these lead to
increase in effectiveness of using equity. (iv) Effort on increasing turnover helps firms improve profits. (v) The
use of tangible assets through debt financing from financial institutions is ineffective leading to reduction of
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firms’ performance. (vi) Currently, Vietnam economy is operating in a so-called “transition stage”, and the State
still plays a dominant role in the market. One of its manifestations is that the ratio of state ownership in the listed
firms is still high. So, firms having over 35% State ownership are less effective than the others.
5.2 Recommendations
Based on the results above, we suggest some recommendations as follows:
(i) Firms should focus on quality of banking relationship rather than trying to establish more number of
relationships. Establishing more number of bank relationships in distress period helps firms increasing in number
of credit supply resources and solving the hold-up problem, but firms face to the rise of transaction costs,
representative cost and free-riding problem. This trade off is negative.
(ii) Firms should improve the efficiency of using bank credit in short-term business activities, and avoid the trap
of growing too fast (the growth trap). Once firms overcome the pressure of short-term performance through
improving managerial activities, firms will have essential condition concentrating on improving long-term
business activities radically. This helps firm grow sustainably and get higher performance.
(iii) Banks should consider “lemon problem” from firms which tend to increase more number of bank
relationships. This increase is likely that firms are looking for more sources of credit financing to solve
short-term problem in the distress period instead of solving radically business activities. The correct analysis of
firms’ loan purpose helps banks avoid the “lemons problem” and helps firms not fall into free-riding problem.
Banks should also eliminate the routine of easily financing credit to firms which are financed credit from
previous banks.
(iv) The State may carefully consider reducing the domination to the economy by reducing ownership rate out of
firms which it owns more than 35% equity, or requiring the State-owned enterprises to reduce State ownership
rate out of the firms listed.
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