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Abstract. Since the open-door policy of 'Doi Moi' was launched in 1986, Vietnam has made great strides, 

from among the world’s most impoverished nations to a lower middle-income country. During the 

development process, there is a growing tendency towards the co-operation between the public and 

private sectors with the emergence of state-owned and state-controlled enterprises. Previous literature 

have shown that politically patronised firms tend to gain better access to credit markets than others, owing 

to either established connections with financial intermediaries or state influence within major banks. This 

study explores the difference in capital structure between politically patronised and non-connected firms. 

Applying difference-in-differences approach to a panel dataset of 160 Vietnamese publicly listed 

companies over the period 2006-2015, empirical results indicate that politically patronised firms tend to 

hold significantly higher levels of debt than non-connected ones. Besides, taking an exogenous shock, 

namely the 2008 financial crisis, into consideration, the above results still remain true during the crisis as 

well as post-crisis period. 

Keywords. corporate leverage, difference-in-differences model, emerging market economies, political 

patronage. 

1 INTRODUCTION  

Vietnam has currently been rated as among the fastest growing economies in Asia. From one of the 

most impoverished nations in the 1980s, it has been rising fast to become a lower middle-income country. 

In the past, Vietnam has followed a centralized economic model where the state fully owns production 

and business activities - the economy focuses on agriculture and heavy industry. At that time, Vietnam's 

economy was in the state of hyperinflation and financial crisis. Therefore, in 1986 the Government of 

Vietnam decided to adjust economic policies, transforming from a centralized economy to a multi-sector 

economy. During the reform process, the economy has appeared many economic sectors and the 

economic model commanded by the state. The connection between the state and enterprises is reflected in 

the existence of many state-owned enterprises and enterprises with state-contributed capital. According to 

statistics of Vietnam Chamber of Commerce and Industry (VCCI), in 2014, up to 95% of businesses 

operating in Vietnam are small and medium enterprises, yet, only 15% of which could have access to 

formal credit. Meanwhile, state-owned enterprises or enterprises with state-owned shareholders are more 

easily accessible to the capital market because most of the state-controlled enterprises are close and close 

customers with banks. Owing to these relationships, Vietnamese enterprises with a significant proportion 

of state ownership might have better access to loans from banking corporations regardless of their 

performance and repayment capacity [23]. Furthermore, state-owned enterprises, with strong endorsement 

from the government, might be given a higher priority in accessing debt at low costs. As a result, they can 

use more debt than other businesses, ceteris paribus. Thus, we argue that the relationship between 

political patronage and corporate levarage is an issue of great concern, yet has not been studied or 

discussed intensively in Vietnam. To our best knowledge, researchers, namely [23] and [25], found 

conflicting results on the effects of state ownership on the capital structure for the case of Vietnamese 

publicly listed companies, though the differences in the research sample are negligible. This clearly 

stresses the importance of the assessment of the link between the state and the businesses, i.e. political 

patronage, in typically emerging market economies such as Vietnam. 

This study focuses on examining the impact of political connections on corporate financial decisions. 

Besides, during periods of economic instability, the close relationship between borrowers and borrowers 

becomes crucially important ([2]). Therefore, state-backed businesses are more likely to borrow and hold 

more debt than firms without political endorsement during crisis periods. However, the unofficial 
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government sponsorship may be reduced by the ferocious nature of a crisis if the crisis increases the 

systemic risk and causes insecurity to authorities and the government ([11]; [17]). To clarify this issue, 

the present paper also explores whether the financial decisions of enterprises differ in the crisis period 

from the later recovery period, and how effective political patronage could be during each stage. 

2 LITERATURE REVIEW 

2.1 The impact of financial leverage on performance  
 

It is admitted that the effect of political patronage on various different financial aspects of firms has 

caught attention from an enormous number of researchers. Nevertheless, scholarly literature concerning 

its impact on capital structure decisions of firms seems rather scarce. By and large, the empirical results 

provide evidence in favor of the positive effect of political connections on corporate debt with the 

proposition that “more politically related, more highly leveraged”. 

[4] study of politically protected businesses for a sample of 47 countries suggests that the links 

between politicians and businesses are quite common. This relationship exists in countries with limited 

foreign investment, countries with corruption problems and in countries with transparent economies and 

open doors. Protected businesses will have certain benefits compared to other businesses: preferential 

treatment by state agencies; lighter tax system; and more legal oversight for protected businesses. 

Research by [7] on capital structure and political patronage for enterprises listed on KLSE (Kuala 

Lumpur Stock Exchange) over the period from 1990 to 1999 with the null hypothesis that these politically 

patronised ones tend to use more debt. In line with this, empirical results indicate a positive and 

statistically significant correlation between corporate leverage and political connections. Aside from that, 

[7] also proved the indirect association between political patronage and leverage through firm size and 

profitability characteristics. That is, along with political patronage, larger enterprises would be likely to 

use more debt. Likewise, profitable politically connected firms tend to use more debt than purely 

patronised ones. In addition, corporate leverage is found to have a positive association with firms’ size, 

profitability and tangible fixed assets. 

[15] also support the school that there exists a positive correlation between state ownership and debt 

ratio. In this study, the author applied panel data regression to examine the impact of state ownership on 

the debt decision of listed companies on the Chinese stock market. Research results show that there exists 

a positive relationship between state ownership, measured by the ratio of state holdings and corporate 

leverage, measured separately by either total debt ratio, short-term debt ratio and long-term debt ratio. 

Accordingly, [15] argued that firms with a high state-shareholding ratio tend to use more debt owing to 

special endorsement from the state. 

In an attempt to explore the relationship between political linkage and corpoate leverage on the 

sample of the largest 500 non-financial listed firms in Malaysia between 2001 and 2004, [1] found that 

leverage ratio is positively correlated with political linkages, firm size, assets, land and equipment, 

market-to-book ratio, yet, negatively correlated with ROA. These authors argued that since businesses are 

backed by the government, both state-owned banks and other commercial banks have incentives for these 

patronised businesses, i.e. both approved loans with ease (reflected in irresponsible appraisal process) for 

government-backed businesses even if they pose high credit risks. 

The study of [16] examines the impact of political patronage on the capital structure of companies 

listed on Shanghai stock exchange over the period 2009-2011. Empirical findings point to a clear 

association between state ownership and investment structure, specifically: (i) government subsidized 

companies have a positive correlation with capital structure; (ii) effective tax rates of listed companies is 

unrelated to its capital structure; (iii) companies with better access to bank credit have higher degree of 

debt usage. The results demonstrate that state connections greatly assist patronised companies in 

absorbing long-term loans from banks since the banking industry is, more or less, under the state control. 

Research by [21] on political linkages, management structure and bank loan preferences for a sample 

of Taiwanese listed companies in the period 1998-2006 reveals that political patronage has a positive link 

with bank loan preferences, but there are still differences depending on the ruling party in Taiwan. 
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Research by [14] on political links, financial crisis and firm value for Chinese listed enterprises 

shows that political links have both positive and negative effects on firm value. Meanwhile, net asset 

value per share of patronised firms has a positive impact on the firm value. However, growth 

opportunities of politically connected firms have insignificant impact on firm value. Besides, political 

connections are found not to have a significant impact on the long-term growth opportunities of 

businesses. The impact of political patronage alters as exogenous shocks arise. In the period 2006-2007, 

political patronage had no significant impact on firm value, howver, turning into the post-crisis period of 

2009-2010, the impact became evident. Thus, the study has shown that there exists a difference between 

the impact of political patronage between the pre- and post- 2008 financial crisis. 

[22] evaluate the impact of political patronage on financial accessibility and performance of 

Indonesian businesses. As defined in this study, political patronage is made up of state ownership in 

businesses, the involvement of politicians on board and senior managers of companies that have 

relationships with politicians. Empirical results show that companies that are protected by politics are 

more likely to borrow from state-owned banks. Moreover, being protected by the government increases 

the opportunity that a company may receive the full amount of bank loans they apply for. The effect of 

political patronage on access to bank loans could be either positive or negative. On the positive side, 

obstacles in borrowing and asymmetry information of patronised companies seem lower than non-

connected ones since the former tend to be closer with the bank officials, thus conveying the necessary 

information about reliability to these officials. On the negative side, as bankers are corrupt and offer 

bribes to approve loans, companies with political ties could receive less bribes, thus paving the way for 

less wỏthy loans to be approved. Political patronage might help improve access to finance of small and 

medium enterprises rather than large ones. In addition, it seems likely that improvement of debt payment 

capacity would be deriving from relationships with politicians rather than from government ownership or 

politicians in the board. 

Derived from [1] study, [24] extended the study period from 2002-2015 to investigate the impact of 

political connections on the cost of debt among Malaysian companies. Research results show that 

companies with political endorsement tend to have lower debt costs. In addition, the author also found 

that the binary CEO variable (CEO playing a dual role as executive director and board chair) is linked to 

higher debt costs. Third, higher degree of independence of the audit committee might lead to lower debt 

costs. Though empirical results are consistent with theoretical and empirical literature, [24]  suggested 

that in order to judge the impact of political patronage precisely, a far longer timeframe should be utilised 

to capture all changes in the firm leadership. 

3 METHODOLOGY 

3.1 Data  

The study employs data from annual financial statements of Vietnamese enterprises listed on the 

HNX and HOSE stock exchanges between 2006 and 2015. After eliminating financial and utilities 

businesses, as well as those starting listing after 2007, our final sample consists of 160 businesses. 

Secondary data is collected from Thomson Reuter’s DataStream.  

3.2 Empirical model 

The study employs difference-in-differences (DID) approach to empirically examine the impact of 

political patronage on corporate financial decisions. DID framework is designed to compare the 

differences between two target groups, one known as the 'treatment group' (leverage ratio of politically 

patronised firms) and the other one as the 'control group' (leverage ratio of non-connected firms). To 

illuminate this issue, we construct our model containing two sub-periods: (i) 2008-2009, representing the 

crisis period, and (ii) 2010-2015, capturing the recovery phase ([10]). Accordingly, the research model is 

written as follows: 

Leverageit = β1*Di + β2*E1t + β3*E1t*Di + Σ βlXit-1*E1t + Σ βkXit-1*E1t*Di + β22*E2t + 

β33*E2t*Di + Σ βmXit-1*E2t + Σ βjXit-1*E2t*Di   (1) 
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Where: 

 Leverage is the ratio of leverage is the ratio of total debt to total assets. 

 Di is a proxy for political patronage. Based on the study of [3], there are three methods of 

determining political protection in enterprises. First, political patronage is defined, according to [8], to be 

an informal connection between politicians and businesses in terms of individuals (businesses there are 

shares held by friends, relatives of politicians, or held by the politicians themselves but through another 

representative). Second, the assessed enterprises are operating under political protection when they are 

controlled by state investment funds such as the Khazanah Nasional Berhad fund of Malaysia or the  State 

Capital Investment Corporation (SCIC) of Vietnam. Third, there exists an investor in the enterprise that is 

protected by the government. However, due to shortages of data and information in Vietnam, this study 

combines the second and third methods to classify businesses that are protected by the state. Following 

this method, the political patronage variable receives the value of 1 if SCIC or a government-sponsored 

business has a state ownership ratio equal to or greater than 51%, and 0 otherwise. 

 E1t equals 1 corresponding to the financial crisis period (2008-2009), and 0 otherwise. 

 E2t equals 1 in case of the recovery period (2010-2015), and 0 otherwise. 

 X are variables measuring the characteristics of an enterprise that have an impact on the debt ratio 

such as firm size (measured as logarithm of total assets), profitability (measured as the ratio of EBIT to 

total assets), tangible assets (Tangibility), growth potentials (measured by the market-to-book value ratio 

of the equity), industry average leverage (measured as the debt-to-assets ratio of peers), cash flow 

volatility (measured as the ratio of ROA to its standard deviation). 

Coefficient β1 measures the degree of difference between the leverage ratio of the protected 

enterprise and the remaining enterprises over time. According to previous studies, it is found that 

businesses that are protected by politics with more debt than not too much, this leads to an expectation of 

β1 > 0. The coefficient β2 indicates the reaction of blow rate seven of Vietnamese enterprises in the period 

of 2008-2009 compared to the pre-crisis period. Positive (negative) β2 indicates higher (lower) debt. The 

coefficient β22 indicates the reaction of leverage ratio of Vietnamese enterprises in the period of 2010-

2014 compared to the pre-crisis period. Given that Vietnamese enterprises hold less debt levels in the 

post-crisis period because of the development of capital markets or to reduce issues related to agency 

costs, it is expected that β22 < 0. β3 is the interaction coefficient between Di and E1t and the measure of the 

impact of exogenous shock on the leverage of protected enterprises in the period of 2008-2009. β33 is the 

interaction coefficient between Di and E2t, measuring the impact of exogenous shock on the leverage of 

protected businesses in the period 2010-2014. 

The study combines E1t and E2t with business characteristics to justify how these variables affect 

leverage at each stage. The coefficients βl and βm measure the impact of characteristic variables of 

enterprises in the post-crisis period and during the crisis period. To judge whether political patronage 

affects the relationship between business characteristic variables and leverage, each of those interactions 

will be combined with Di - reflected through coefficients βk and βj. 

4.   RESULTS AND DISCUSSION 

4.1 Summary statistics 

Table 1 presents the summary statistics of the variables. The number of observations for businesses 

that are protected is moderate (notably, there is no observation in two sectors, namely technology and oil 

and gas). In general, the average leverage ratio of politically connected companies is higher than that of 

the non-connected in all sectors, of which telecommunications, transportation, warehousing and logistics 

witnessed particularly large differentials. This proves that in Vietnam, political sponsorship seems to have 

insignificant impact on the enterprises’ ability to use leverage. On the other hand, our descriptive statistics 

initially support conclusions of the earlier studies, that politically patronised firms would be likely to hold 

higher degrees of debt ([7]; [1]; [3]). 

 

 



 POLITICAL PATRONAGE AND CORPORATE LEVERAGE: EVIDENCE FROM  43 

 VIETNAMESE LISTED FIRMS 

 

© 2019 Industrial University of Ho Chi Minh City 

Table 1: Descriptive statistics 

 
Sector Obs Leverage Size Profitability Growth Tangibility Industry Volatility 

Non politically 

connected firms 
        

Telecommunications 58 0.387 95.774 0.103 0.677 0.103 0.461 1.074 

Technology 16 0.491 170.248 0.104 0.623 0.121 0.561 1.195 

Oil and gas 53 0.437 5,384.371 0.162 1.029 0.280 0.633 1.739 

Consumer goods 52 0.233 769.726 0.195 1.251 0.173 0.453 2.371 

Consumer services 125 0.522 673.993 0.091 0.622 0.118 0.642 0.826 

Industrials 568 0.417 1,089.110 0.110 1.928 0.232 0.506 1.105 

Transportation, 

warehousing and 

logistics 

125 0.392 1,228.871 0.111 0.742 0.383 0.520 1.138 

Construction and real 

estate 
192 0.644 1,101.373 0.071 0.703 0.111 0.696 0.560 

Politically connected 

firms 
        

Telecommunications 9 0.538 11,885.690 0.179 1.397 0.111 0.549 1.898 

Technology - - - - - - - - 

Oil and gas - - - - - - - - 

Consumer goods 19 0.273 313.083 0.183 1.299 0.109 0.454 2.160 

Consumer services 17 0.597 791.577 0.108 0.552 0.094 0.685 0.775 

Industrials 126 0.574 2,026.050 0.126 0.983 0.207 0.502 1.180 

Transportation, 

warehousing and 

logistics 

8 0.632 2,661.949 0.072 0.696 0.855 0.605 0.444 

Construction and real 

estate 
53 0.663 976.926 0.083 0.613 0.214 0.717 0.694 

          
Source: Authors’ calculation 

4.2 Research findings 

DID is a form of regression model with assumptions akin to OLS assumptions. It is assumed that the 

remainder must be independent of each other. In many cases due to the characteristics of the sample, the 

remainder of the observations in each group is not independent. To overcome this issue, regression can be 

performed with strong standard errors and cluster options. The idea of cluster regression methods is to 

make adjustments in estimates to overcome the disadvantages of data. With the regression method options 

with this strong standard error, the estimation of the coefficients in the equation will be the same as the 

normal regression of DID but the standard errors in this regression result have been considered. Change 

variance and normal distribution. Table 2 demonstrates the results from 5 models in 5 columns, in which 

column 1 is the result of DID regression model. To test the robustness of the estimated results, the paper 

uses a strong annual error (cluster) to control the chain correlation of the dependent variable for model 

estimation. Figure 2 and eliminate dummy crisis of E1 and post-crisis E2 to consider the impact of 

unobserved factors in normal conditions. For example, the level of leverage can be affected by 

institutional factors such as economic conditions, business cycles, legal environment, legal structure and 

economic growth rate. Next is model 4 created from model 2 and eliminating dummy political protection 

(D) to assess the impact of unobservable enterprise specific factors. Finally, remove the time dummy and 

the interaction variable between the industry average leverage and the dummy variable E1 and E2 from 

model 2, the model has built the model 5. Purpose of the model 5 is to control the sectoral fixed effects 

corresponding to each period but not observed in the model, with the assumption that these factors can 

cause differences in the debt ratio of enterprises. 
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Table 2: Impact of political patronage on corporate leverage 

Variables Coefficient Model 1 Model 2 Model 3 Model 4 Model 5 

Di β1 0.121*** 

(0.027) 

0.121*** 

(0.038) 

0.130*** 

(0.039) 
 

0.129*** 

(0.039) 
E1t β2 -0.876*** 

(0.217) 

-0.876*** 

(0.283) 
 

-0.894*** 

(0.283) 
 

Di * E1t β3 0.025 
(0.398) 

0.025 
(0.554) 

-0.829* 
(0.474) 

0.156 
(0.538) 

-0.819* 
(0.474) 

Size * E1t βl1 0.022*** 

(0.008) 

0.022*** 

(0.011) 

-0.009*** 

(0.002) 

0.022** 

(0.011) 

0.004*** 

(0.001) 
Prof * E1t βl2 0.372 

(0.454) 

0.372 

(0.480) 

0.101 

(0.438) 

0.368 

(0.481) 

0.488 

(0.530) 

Grow * E1t βl3 -0.000 
(0.000) 

-0.000 
(0.000) 

-0.000** 
(0.000) 

-0.000 
(0.000) 

-0.000 
(0.000) 

Tang * E1t βl4 0.098 

(0.065) 

0.098 

(0.084) 

0.094 

(0.083) 

0.097 

(0.084) 

0.030 

(0.091) 
Ind * E1t βl5 0.620*** 

(0.071) 

0.620*** 

(0.092) 

0.595*** 

(0.091) 

0.619*** 

(0.093) 
 

Vol * E1t βl6 -0.118*** 
(0.042) 

-0.118*** 
(0.043) 

-0.106*** 
(0.039) 

-0.118*** 
(0.043) 

-0.150*** 
(0.048) 

Size * E1t * Di βk1 0.003 

(0.017) 

0.003 

(0.023) 

0.034* 

(0.020) 

0.003 

(0.023) 

0.020 

(0.020) 
Prof * E1t * Di βk2 0.308 

(0.848) 

0.308 

(0.901) 

0.533 

(0.880) 

0.303 

(0.902) 

0.137 

(0.931) 

Grow * E1t * Di βk3 0.026 
(0.067) 

0.026 
(0.074) 

0.032 
(0.074) 

0.027 
(0.074) 

0.032 
(0.074) 

Tang * E1t * Di βk4 -0.179* 

(0.102) 

-0.179 

(0.134) 

-0.175 

(0.134) 

-0.179 

(0.134) 

-0.113 

(0.139) 
Ind * E1t * Di βk5 -0.251* 

(0.143) 

-0.251 

(0.185) 

-0.224 

(0.186) 

-0.250 

(0.186) 

0.371** 

(0.163) 

Vol * E1t * Di βk6 -0.013 

(0.084) 

-0.013 

(0.086) 

-0.021 

(0.084) 

-0.012 

(0.085) 

0.025 

(0.089) 

E2t β22 -1.298*** 

(0.120) 

-1.298*** 

(0.221) 
 

-1.316*** 

(0.221) 
 

Di * E2t β33 0.870*** 

(0.266) 

0.870** 

(0.414) 

-0.379 

(0.347) 

0.991** 

(0.411) 

-0.372 

(0.349) 

Size * E2t βm1 0.041*** 
(0.005) 

0.041*** 
(0.009) 

-0.004* 
(0.002) 

0.041*** 
(0.008) 

0.005*** 
(0.001) 

Prof * E2t βm2 0.880*** 

(0.312) 

0.880*** 

(0.422) 

1.255*** 

(0.448) 

0.880*** 

(0.422) 

1.406*** 

(0.472) 
Grow * E2t βm3 0.013 

(0.019) 

0.013 

(0.024) 

0.038 

(0.028) 

0.012 

(0.024) 

0.028 

(0.029) 

Tang * E2t βm4 0.003 
(0.034) 

0.003 
(0.060) 

0.011 
(0.071) 

0.003 
(0.060) 

0.002 
(0.076) 

Ind * E2t βm5 0.500*** 

(0.056) 

0.500*** 

(0.086) 

0.428*** 

(0.082) 

0.500*** 

(0.086) 
 

Vol * E2t βm6 -0.165*** 

(0.028) 

-0.165*** 

(0.035) 

-0.208*** 

(0.036) 

-0.165*** 

(0.035) 

-0.235*** 

(0.039) 
Size * E2t * Di βj1 -0.022** 

(0.011) 

-0.022 

(0.014) 

0.023** 

(0.011) 

-0.022 

(0.014) 

-0.013 

(0.011) 

Prof * E2t * Di βj2 -1.859*** 
(0.453) 

-1.859*** 
(0.555) 

-2.292*** 
(0.576) 

-1.862*** 
(0.555) 

-2.443*** 
(0.594) 

Grow * E2t * Di βj3 -0.054* 

(0.031) 

-0.054 

(0.037) 

-0.073* 

(0.039) 

-0.053 

(0.037) 

-0.063 

(0.040) 
Tang * E2t * Di βj4 -0.046 

(0.061) 

-0.046 

(0.096) 

-0.049 

(0.105) 

-0.046 

(0.096) 

-0.039 

(0.109) 

Ind * E2t * Di βj5 -0.329*** 
(0.126) 

-0.329** 
(0.166) 

-0.253 
(0.165) 

-0.329** 
(0.166) 

0.173 
(0.145) 

Vol * E2t * Di βj6 0.177*** 

(0.046) 

0.177*** 

(0.053) 

0.223*** 

(0.054) 

0.177*** 

(0.053) 

0.251*** 

(0.057) 
Constant  1.663 

(11.568) 

1.663 

(10.350) 

18.930* 

(10.892) 

-0.679 

(10.498) 

20.193* 

(11.649) 

Obs  1465 1465 1465 1465 1465 

R2  0.353 0.353 0.301 0.344 0.242 

Notes: Standard deviations in brackets; ***,**,* indicate significance at 1%, 5% and 10%, respectively. 
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Results from models 1 and 2 show that political patronage explains the differences in leverage 

between the two groups of protected and unprotected enterprises through coefficient β1 = 0.121 > 0, 

statistically significant at 1% level. This result is consistent with the initial statistical analysis and results 

of previous studies, that businesses with the strong support from the government are more likely to access 

to loans than non-connected ones ([4]; [1]; [21]; [7]; [14]). Next is the coefficient β2 of dummy variable 

E1 representing the crisis period, β2 < 0 showing that the leverage level of enterprises in this period tends 

to decrease sharply. Accordingly, when the economy falls into crisis, all businesses face difficulties in 

borrowing due to high bankruptcy costs. However, the estimation results also show that there is no 

difference in the level of decline in debt ratio between the two groups of enterprises because the 

coefficient β3 of the interaction variable E1*D is not statistically significant. From this result it can be 

concluded that political protection does not work to support businesses to increase access to loans when a 

crisis occurs. In addition, the estimation model also calculates the degree of impact of each basic factor on 

leverage in the crisis period through the coefficients β1 of the interaction variables. From the results, most 

of the coefficients are not statistically significant except interactive variables Size*E1 and Vol*E1, 

synonymous with crisis periods such as profit, investment opportunities and assets. fixedness is less 

considered when managers decide capital structure compared to the pre-crisis period. Instead, the scale of 

enterprises and the fluctuation of cash flow are more concerned, expressed through the coefficients βl1 > 0 

and βl6 < 0. This shows that when the financial crisis occurs, businesses with business difficulties increase 

business risks, the financial institutions or creditors mostly pay attention to the size of the business and 

cash flow fluctuations to make credit decisions without regard to other characteristics such as the pre-

crisis period. However, administrators still employ the industry average leverage to determine the debt 

ratio of businesses even when the crisis occurs. 

Coefficient βk is regarded to assess whether the impact of the economic crisis changes the ability to 

predict leverage of specific factors in protected businesses? The results show that most of the coefficients 

are insignificant, except  the Ind*E1*D is statistically significant. This suggests that businesses in this 

crisis period have a leverage ratio towards industry leverage but for businesses that are protected by 

politics, the sector leverage ratio is not much affected. The reason is that in the turbulent crisis period, 

enterprises with political protection will receive financial support from the state, mainly depending on the 

state's financing policy, so the direction to leverage the industry is no longer available. too important 

([2]). 

The following concern is the levels of leverage of businesses in the post-crisis period and the 

differences in capital structure between politically connected enterprises and non-connected ones. 

Negative coefficient β22 indicates that compared with the pre-crisis period (2005 - 2007), the leverage 

level of all businesses decreased significantly. This result is similar to the study of [3] in Malaysia. The 

lower debt ratio reflects the development of the equity market and the problems of agency costs have 

decreased. Positive and statistically significant coefficient β33 points to the reality that politically 

connected businesses use more debt than those without state sponsorship. 

Coefficient βm determines the level of impact of each factor on leverage in the post-crisis period. 

Research results show that the factors including scale, profit, the level of fluctuation of cash flow have a 

degree of influence on the decision of capital structure of enterprises like the period before crisis. 

Finally, the coefficients βj represent the difference in the impact of each factor on leverage between the 

unprotected enterprise and the protection of the financial crisis. The results showed that only the tangible 

asset factor was found no evidence that there was a difference, while the remaining elements showed 

differences in the recovery period. 

Next is the result of model 3, when the dummy variables E1 and E2 are excluded from the estimation 

equation to consider the effect of unobserved time elements. The results in column 3 of Table 2 show that 

there is no difference in the values of the coefficients βl and βk, which means that separate effects of 

unobservable time such as institutions and economic cycles are taken into account in the model, the 

difference in leverage between connected and non-connected enterprises still exists and the predictability 

of specific elements remains unchanged. However, when considering the coefficients βm and βj in model 

3, in the post-crisis recovery period, the predictability of six basic factors seems better than the previous 

period since coefficient βm is positive and statistically significant. In contrast, the values of the coefficient 
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βj is positive for the interaction variables Size*E2*D and Vol*E2*D. From this result, it is clear that 

politically connected enterprises are less affected by macro factors, typical characteristics of the economy, 

thus the leverage levels of these businesses remain less volatile. Results obtained from model 5 are 

similar to model 3, indicating that sector-specific determinants at each stage might contribute to the 

financing decision making of the non-connected businesses at a stronger levels than politically connected 

ones. Finally, results of model 4 (which derives from model 2, yet eliminates dummy variable D to justify 

the impact of specific characteristics of enterprises) are similar to model 2. Therefore, it is concluded that 

the leverage level of enterprises is fully reflected through five characteristic factors, viz. scale, profit, 

investment opportunities, profit volatility and fixed assets. 

 

5 CONCLUSIONS 

This paper seeks to examine the impact of political patronage on the capital structure decisions of 

enterprises under exogenous shock. Applying DID approach, our results reveal that politically patronised 

businesses, thanks to the state endorsement in credit mobilization, tend to have higher degrees of financial 

leverage than those without state support. However, differences between the two groups decreased as 

during the financial crisis and the recovery periods. During the 2008-2009 financial period, all businesses 

cut their debt levels, where political patronage did not have significant effect. The reason behind this is 

primarily due to the financial crisis causing systemic risks to increase, under which the government is 

afraid that capital support for businesses might possibly worsen the budget deficit, thus, the degrees of 

patronage decreases. Turning into the post-crisis period, businesses continued to reduce their debt 

holdings as in the development phase of the equity market, agency costs start reducing and equity capital 

becomes far more preferable. In addition, we found evidence that the leverage levels of politically 

patronised firms are less likely to be affected by unobservable characteristic factors such as institutions 

and economic cycles than firms without political connection. Therefore, as there are transformations in 

the economic situation, politically patronised firms tend to have more stable levels of leverage than non-

connected ones. 

As Vietnamese economy has been en route for greater integration with the global economy, state 

incentives for typical enterprises would be gradually diminishing with commitments to establishing 

equality in the business community. Under the circumstances, it is essential that patronised businesses 

achieve satisfactory resolution for not falling into difficulties due to lack of capital. 
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