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Abstract 

The study location only resides in Vietnam with the focused group of all 28 commercial banks in Vietnam. The 

main source of statistics for this testing will come and be collected directly from the financial statement all 

financial institutions for 2010 and 2017. In term of panel data analysis, this should require for the Hausman test 

in term of differentiation between fixed effects model and random effects model (Sheytanova, 2015). This should 

ensure for the accuracy of the test result in term of the hypothesis testing’s power and size as well as in term of 

obtaining consistent result.  

The result will conducted in term of for each dependent variables and one for collaboration of all dependent 

variables. For the purpose of the T-test results, we will have to look at the t-statistic, t-distribution and degrees 

of freedom to determine a p value (probability) which can also be utilized to determine whether the population 

means differ. The result expect to have the size of the bank indicating no influence but all other dependent 

variables shall have impacts on the profitability of the bank in term of financial performance.  

Keywords: Profitability, commercial banks. 

Introduction  

Under the term of financial performance and transformation of the Vietnam’s market, there should have been 

witnessing various changes and undergoing business transformation of bank in Vietnam. Furthermore, the new 

implementation of Basel II and increasing flow of Foreign Direct Investment (FDI) in the market shall raise the 

question on the determinants and components of operational impacts of commercial bank in Vietnam (Hoa and 

Lin, 2014). Therefore, from overview perspective, the review will be divided into the two categories of factors of 

internal and external process. These two factors will be assessed and specified to industry and macroeconomic 

factors as external contribution and bank-specific as internal contribution.  

There has not been a review and assessment of commercial banks’ data in Vietnam in term of determined factors 

to the overview of business’s profitability. Therefore, the literature review of this thesis will be indicated in the 

role of review of core concepts and relevant theories over the topic of research problem.  

As indicated above, the research question will be “how can boost the profitability of commercial banks in 

Vietnam based on the study of determinants of banks’ profitability”. The objectives will be to identify and 

allocate the top relevant determinants for all 28 commercial banks in Vietnam based on the support of data 

analysis and data testing. The expected outcomes will be consistent with empirical findings of the data analysis 

along with the assistance and review of core concepts and theories regarding the nature of developing market 

as Vietnam. These all factors should have both positive and negative impacts in the business performance of all 

sample selected banks.  

It is obvious that the bank plays an important in the economic in which the bank is the intermediate to connect 

the entities in the economic. The entities are supported in the financial aspects to operate the business smoothly. 

In the developing countries, the importance of the bank is significant in the development of the entire economic. 

https://doi.org/10.24297/jssr.v14i0.8384
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The failure of the bank system will result in the financial crisis and economic crisis. Therefore, the bank system 

is considered as the back bone of the economic. The Governments in the world pay much attention in increasing 

the profitability of the bank system. The Vietnamese Government is not excepted.  

The aim of the study is to clarify the factors influence on the profitability of the Vietnamese commercial banks 

in the period of 2010 to 2017. Therefore, the study will answer some questions below:  

Question 1: Which factors impact on the profitability of the bank in Vietnam in the period of 2010 to 2017 ? 

Question 2: How significant impact of the factors on the profitability of the bank in Vietnam in the period of 

2010 to 2017 ? 

Question 3: Form the practical result, what is the good policies for Vietnamese Government to improve the 

performance of the Vietnamese bank system ?  

Materials and Methods 

Efficient Structure Theory:  

In the ES theory, the bank can earn the higher profit since they are more efficient than others. In the ES theory, 

there are two different approaches which are the X- efficiency and the Scale – efficiency. In the X- efficiency, the 

firms are more efficient which will create more profit because of the low cost. The bank will benefit from the 

larger marker concentration. The larger banks will gain more market shares which will create more profit 

(Athanasoglou et al, 2006). 

The Balance Portfolio Theory:   

The portfolio is considered as the related theory which is the important roles in the performance of the bank 

(Nzongang and Atemnkeng, 2006). According to the Portfolio theory, the high asset diversification will create 

the high optimum holding of asset which will create the high profit for the bank.  

There are the internal and external determinants which will impact on the profit of the bank. The internal factors 

are inside the firm which can be controlled by the bank such as balance sheet, the bad debt rate, bank size and 

the capital structure of the bank (Demirguc-Kunt and Huizinga, 2000).  

The external factors are outside the bank in which the bank cannot control these factors. The external factors 

are inflation rate, economic growth etc.. which factors impact on the operating and the performance of the bank 

(Barajas et al., 1999). The internal factors are managed by the bank in which the managers are trying to create 

the maximum profit for the bank. Besides, the manager also wants to optimize the cost of the bank (Bikker and 

Hu, 2002). Therefore, the intension of the managers will direct impact to the internal factors such as bad debt 

rate. It is argued that the managers want to make more loans to the customers. The managers reduce some 

credit criteria assessing to attract the customers (Goddard et al., 2004),. The action can increase the sales revenue 

in the short term. However, the long term profit will be negatively impacted by the future bad debt. The 

managers also want to increase the profit and revenue through increasing the size and capital structure. 

Regarding to the external factors, all firms will be impacted by the external factors such as economic, inflation 

rate of the country. The develop of the country will support to create the profit for the firm and the bank. 

However, the high inflation will reduce the profit of the bank because of the increasing of the price (Miller and 

Noulas, 1997).  

The research is the Ho and Saunders, 1981 is the base for the next researches about the performances of the 

bank. Previously, there are two schools to explain for the performance of the bank. The first school referred to 

hypothesis of the self – insurance. The second schools refer to the maximizing the profit of the bank. Regarding 

to the first school, the bank also balance the assets and liabilities. This will overcome the risk of the imbalance 

of loans and the deposit of the customers. Therefore, this school point out that the fluctuation of the interest 
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rate as the main factor impacting on the performance of the bank. However, this model does not consider as 

the activities of the bank is to maximize the profit. In the second school, the purpose of the bank is to maximize 

the profit. With the given hypothesis, Pyle, 1971 presented the all conditions for the existing of the intermediate 

financial institutions. It is stated that there is the no connection among the deposit interest rate and loan interest 

rate. There is the variance among the deposit interest rate and loan interest rate in which the loan interest rate 

is higher than deposit interest rate. However, this school does not consider about the other factors impacting 

on the performance of the bank. The research model of Ho and Saunders, 1981 presented the perfect model to 

reflect the performance of the bank. The model presented the factors of the interest rate, inflation rate, size, 

capital ratios, credit risk, economic growth, M&A and province ratio.  

For the purpose of this thesis, the empirical model will be as below: 

Y =  β0 + β1 X1 (internal factor) +  β2X2 (Macro factor) +  β3 X3 (M&𝐴) +  𝜀 

From this selection of model, the variables as below:  

Variables Description 

ROA  Net income/Average Asset 

Bad Debt Non-perfoming Loan (NPL) 

Bank Size  Log of total assets 

Capital adequacy Equity / total assets 

Scale The number of provinces / total provinces 

M&A Banks with merger factors in research period time (dummy variable)  

Inflation GDP deflator (%) 

Economic growth GDP per capital growth (%) 

Models: Panel data.  

Estimation method: OLS, Fixed effect, Random effect, Generalized least square.  

Regression diagnostic: multicollinearity, heteroscedasticity, unit root test, correlation.  

The selected subjects are Vietnamese commercial banks. In this research phase, the banking sector in Vietnam 

has a total of 28 domestic commercial banks. In addition, in order to ensure that banks are selected as research 

subjects with similar data within the same time frame, banks need to ensure that they meet the conditions 

Specifically, each selected bank must have a financial statement by the end of 2017. The second condition is 

that the data of the target banks must be accessible during the period from January 1, 2010 to December 

31,2017.  

Data sources used in this study are secondary sources, including annual reports from banks, the State Bank of 

Vietnam, Vietnam Bank Statistics, and the World Bank. In addition, the obtained data on the specific factors 

affecting the bank's profitability are calculated manually from the individual financial statements of the banks. 
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Results and Discussion 

Results:  

The rate of the relations ranged from -1 to 1 and the nearer the outcomes to 1 or -1, the solider the correlation 

(Taylor, 2005). In addition, Kennedy (2008) displays that multi-collinearity happens in the scenario of correlation 

being larger than 0.80 or lesser than -0. 80. In Table, this is vibrant of indication for no pair of variables that 

establishes a correlation of value being bigger than 0.80 or lesser than -0. 80, so no multi-collinearity happens, 

so none of variables are excluded from the regression model. The peak correlation coefficient is - 0.33 between 

adequacy and bank size.  

 

Figure 1: The linear regression model 

Basing on the result of OLS regression model, it is indicated that there low value of R and R squared which are 

37% and 35% respectively. Therefore, in the OLS model, the explainable variables explain 35% the value of the 

ROA, profitability of the bank. Therefore, the value of OLS model is undesirable.  

 

Figure 2: The collinearity result of the variables 

In the value of VIF, in case the VIF value is more than 2, there is high probability of the multicollinearity. In case 

the VIF value is more than 10, there is the multicollinearity of the variables. The VIF is less than 2, there is no 

multicollinearity. In the table, the value of VIF is less than 2, hence, there is no multicollinearity among the 

variables.  
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However, the value of the R and R squared of the OLS model is not desirable. Therefore, the author must conduct 

another model to provide the desirable results.  

 

Figure 3: The homoscedasticity test 

The White test is conducted to test the homoscedasticity of the variables. The p value of White test is 0.0124 

which is less than 0.05. Therefore, the null hypothesis is no accepted, there is the no homoscedasticity among 

the variables.  

 

Figure 4: the Breusch – Pagan test 

In the test of Breusch – Pagan, the p value of the testing is 0.000 which indicates for being less than 0.05. 

Therefore, the null hypothesis is rejected, the alternative hypothesis is accepted which is indicated that variables 

are fitted values of ROA.  

 

Figure 5: The Wooldridge test 

In the test of Wooldridge test for the autocorrelation in the panel data, the p value of the test is 0.0084 which is 

less than 0.05. Therefore, the null hypothesis is rejected in which the no first order autocorrelation is rejected.  

The fixed or random effect models are employed.  
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Figure 6: The fixed effect model result 

 

Figure 7: The random effect model result 
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Haumans test:  

 

Figure 8: The Hausman test 

In the result of the Hausman test, the p value of the Hausman test is 0.205 which is higher than 0.05. 

Consequently, the null hypothesis is accepted which means the random effect model is appropriate for the 

model.  

 

Figure 9: The random effect model result 
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Figure 10: The Breusch and Pagan test result 

Basing on value of Breusch and Pagan test, the p value of the test is 0.000 which is less than 0.05. Therefore, the 

null hypothesis is rejected, the alternative hypothesis is accepted. It is indicated that the model of the random 

is appropriate.  

 

Figure 11: The result of unit root test 

The p value of the unit root test is 0.000 which is indicated the panel data is stationary.  

 

Figure 12: The result of stationary test 

The p value of the stationary test is 0.000 which is indicated that some panels contain the unit roots. Therefore, 

the Generalized least squares model to issue the expectable value.  
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Figure 13: The Generalized Least Square 

The p value is 0.00 which is indicated that the model is desirable.  
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Figure 14: The table of the regression models 

The list table of the OLS, fixed, random and Generalized least square indicated that the value of the Generalized 

least square is more desirable which is consistent with the supposed hypothesizes. 

In the result of the regression model, there is the negative impact of the NPL and M&A to the profit of the bank. 

Otherwise,the adequacy, GDP growth, inflation have the positive impact to the profit of the bank. There is no 

impact of the bank size and the province ratio on the profitability of the bank.  

Discussion:  

The relationship of the profit and adequacy: 

The study also assumes that profit and adequacy are positive influences. Correlation coefficient is 7.893 shows 

that yield and capital ratios are supported relationship with the p value is less than 0.01. Therefore, it is known 

for the fact that the substantial relationship among the yield and capital ratios. Previous studies such as Saeed 

(2014); Broken (1995); DemirgucKunt and Huizinga (1999); Naceur and Omran (2011); Lee and Hsieh (2013) 

likewise show that the association between these two variables is proportional. As debated in the section of 

literature reviews above, the high capital-asset ratio leads to higher returns on non-interest traded funds that 

require lower interest rates. Specifically, banks with higher capital can reduce the risk of uninsured creditors 

paying bankruptcy costs in the event of bank failures, thereby reducing the interest rates required for unsecured 

debt. (Berge, 1995). In fact, out of the 28 commercial banks selected, banks with more favorable capital ratios 
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will have the highest return on assets. For example, the highest ROA achieved by a bank over an eight-year 

period was Saigon Bank's 4.72%, with its capital adequacy ratio of 21%. 

The relationship of the NLP and profit: 

The study also assumes that profit and NPL are negative influence. Correlation coefficient is -0.0844 shows that 

yield and NPL are opposite relationship with the p value is less than 0.01. Therefore, there is the significant 

relationship among the yield and NPL. Previous studies such as Bessis, 2010, Duca and McLaughlin, 1990 and 

Miller and Noulas, 1997.  Sufian and Chong , 2008 also show that the relationship between these two variables 

is opposite.  As discussed in the literature review, the high bad debt ratio leads to low returns on non-interest 

traded funds that require higher interest rates. Specifically, banks with higher bad debt ratio can increase the 

risk of uninsured creditors paying bankruptcy costs in the event of bank failures, thereby rising the interest rates 

required for unsecured debt (Berge, 1995). In fact, out of the 28 commercial banks selected, banks with more 

favorable bad debt ratios will have the highest return on assets.  

The relationship of M&A and profit: 

The study also assumes that profit and M&A are negative influence. Correlation coefficient is -0.25 shows that 

yield and M&Aare negative relationship with the p value is less than 0.01. Therefore, there is the significant 

relationship among the yield and M&A. Previous studies such as Ali et al. (2012).  Ali et al., 2012 also show that 

the relationship between these two variables is negatively supported.  As discussed in the literature review, the 

high M&A leads to low profit of the bank due to the high operation cost. Besides, the bank must suffer the high 

bad debt ratio when merging with the merged banks.  

The relationship of the inflation rate and the profit: 

Regarding to the hypothesis is established in the study, there is a supportive relationship between the inflation 

rate and profitability of the bank. However, the hypothesis was substantiated by regression results. At 99%, the 

bank size does have a positively significant impact on profitability since the correlation coefficient is 0.0223. 

Economically, the inflation is the rise of the price of the goods and products of the entire economic in the certain 

period which is typically a month or a year (Arnold, 2013). Revell (1979) argued that the inflation is the important 

factor in the research of the bank profit. The participation of the inflation will result in the accurate estimation.  

The inflation rate is the base for the bank determine the interest of the loan offered to the customers. Thus, the 

relation among profitability and inflation is hard to predict (Perry, 1992). More specifically, predictable inflation 

can contribute to quicker rates of variation than inflation costs, which can be considered as being more 

rewarding. Besides, when there is the full prediction of the inflation, the profit of the bank will increase in the 

slower way when comparing to the increasing of the cost. The reason is absence of the regulation of the bank 

interest rate. This leads to the negative relation of profit margin and a rate of inflation Chong, 2008), (Molyneux 

and Thornton, 1992, Tan and Floros, 2012, Sastrosuwito and Suzuki, 2012). In contrast, Naceur and Kandil (2009) 

and Saeed (2013) argued that inflation rates and bank performance were contrariwise comparative. It can be 

clarified that there is the unsupportive relation among the inflation and the performance of the bank.  The reason 

is the high inflation rate will increase the interest of the bank loan. The growth of the loan price will reduce the 

demand of the loan. Therefore, the profit of the bank will be reduced (Naceur and Kandil, 2009). In the case of 

the research, there is positive relationship among the inflation rate and the profit of the bank. It is indicated that 

the inflation rate will increase the interest rate of the bank which will increase the profit of the bank.  

The relationship of the GDP and the profit: 

Basing on the result of the model, there is the positiverelationship among the GDP growth and the profitability 

of the bank. The result of the model is consistent with the research of Athanasoglou and the research team, 

2006. In the research of Athanasoglou and the research team, they argue that the change in GDP per capita has 

had a significant impact on bank profitability. The high GDP growth will result in the high profitability because 
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the bank provides the high loans for the enterprises. Therefore, the enterprises will create more profit to 

contribute to the development of the economics. The more loans are made, the more profit the bank will create.  

The relationship of the province ratio and the profit:  

There has not been any indications for the banks over the relationship between the province ratio as well as the 

profit. These ratio reflected on the development and growth of the operations (Marta et al., 2015). The bank 

holding the better divisions in respect to provinces also specified the better based for growing of the business. 

In accordance to the business operation, it has acknowledged for the desire customers for the operations and 

establishments in branches. In this sense of more province ratio, the result will come with an upsurge of the loan 

providing by the financial institution resulting in a greater profit for the business (Marta et al., 2015). Though, in 

term of the increase of the province ration, the related costs will occurred more for the business (Adel et al., 

2007). The benefit of the increasing of the market shares will be offset by the increasing of operating cost. For 

this reason, it can be concluded that there is no impacts on the profit of the business.  

The relationship of the bank size and the bank profit.  

There is no impact of the bank size to the bank profit. It is supposed  large bank will benefit for the large market 

shares. Otherwise, the bank will spend much operating cost to run the bank. Therefore, the benefit of the large 

market shares will be offset by the high operating cost. Therefore, there is no change in the profit of the bank 

(Marta et al., 2015). The result of the bank size impacting on the bank profit is consistent with the result of 

province ratio influencing on the bank profit. Normally, the large bank will have more chance to connect with 

the wide large of the customers which have the system covering across Vietnam province such BIDV, Vietin Bank, 

Vietcom bank…Therefore, these bank will suffer the high operating cost. Otherwise, the small bank such as Tien 

Phong possesses the limited branches.  Therefore, the operating cost will be saved (Adel et al., 2007).  

Main Text (Review only) 

This section may be divided into subsections or may be combined. 

Conclusions 

It is tremendously significant for executives and other stakeholders including the banks’ partners, employees, 

government and financial institutions, to comprehend the issues and aspects which can have influences on bank 

profits. Identifying these features supports regulators and bank executives improve policies to upsurge bank 

profitability in the future. This study purposes to scrutinize the elements of bank profitability in the Vietnamese 

banking sector in order to deliver information to investors and regulators. Examination of the balance sheet data 

for the period 2010 to 2017, comprising an impression of the Vietnamese banking industry, evocative statistics, 

correlational correlation between explanatory variables and finally differential modelling regression.  

The results show that the banking sector in Vietnam is highly concentrated as the majority of market share of 

outstanding loans and credit is owned by the four leading state banks namely Agribank, Bank of Agriculture and 

Rural Development Vietnam Joint Stock Commercial Bank for Industry and Trade (Vietinbank) and Bank for 

Investment and Development of Vietnam (BIDV) although there are signs that commercial banks and Foreigners 

banks have begun to seize market share from State Banks in both the borrowing and lending markets. In 

addition, the assets and capital of domestic banks have improved considerably during the study period. 

However, profits have declined significantly from 2011 to 2013, mainly due to bad debt ratio increased, from 2. 

2% in 2011 to 4. 67% in 2013. In addition, bad debt and bad debt provisions in Vietnam are underestimated due 

to the discrepancy between Vietnam Accounting Standards (" VAS) and International Financial Standard (IFRS). 

The research is provided the result is as expected and consistent with Vietnamese conditions.  
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The study conducted a regression model to examine the linkage between the dependent variable on the return 

on assets and six other explanatory variables: bank size, capital structure, NPL, asset turnover, inflation rate and 

GDP. The results show that capital structure and size are proportional to bank profitability. GDP growth do not 

have theimpact on the profitability. Accordingly, larger-capitalized banks may reduce the likelihood that 

creditors of uninsured debt will pay bankruptcy costs in the event of bank losses, thereby lowering interest rates 

that homeowners. This debt is set aside for uninsured debt (Berge, 1995). Besides, benefits Leverage generated 

from a low risk account (such as government securities) is lower than the return on a less moving account with 

higher risk (eg loans to household family and organization). As the moment, advanced levels of equity imitate a 

lower level of liquidity risk that can later cause lower returns. On the other hand, it seems that the profitability 

of public sector banks is generally lower than that of private banks. This conclusion is reliable with previous 

theories. However, the results of the regression model show that there is no basis for agreeing with the 

hypothesis on the relationship between bank profit and credit risk, bank size and inflation. In fact, the banking 

sector in Vietnam does not support these hypotheses and in fact there are opposing views about hypotheses. 

This is because Vietnam's banking industry has just moved from a single-tier banking structure to two-tier 

banking for more than 20 years and market performance may not be fully fulfilled. Principles or assumptions 

that work well in international markets. For the conclusion, the research has been able to address two inquiries: 

What are the factors contributing to profitability of banking in Vietnam and how these features influence the 

profitability of banks? 
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