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ABSTRACT
This study aimed to examine the effect of organizational characteristics
and financial performance of microfinance institutions on their
contributions towards financial inclusion in Vietnam. To achieve the
objectives of this study, data on the organizational characteristics of
MFIs were collected from 30 VMFWG member microfinance institutions
during the year 2018. Whereas data on the financial performance
of MFIs were gathered from 15 sample VMFWG member MFIs. For
this purpose, judgmental sampling was used and sample MFIs were
selected on the basis of availability complete data during 2014-2018.
Six organizational characteristics and seven financial performance
indicators were included in the model of analysis to estimate their
influence on the financial inclusion proxied by number of depositors.
The data collected from these MFIs were analyzed separately using
Statistical tools such as frequency, percentages, mean, standard
deviation, correlation, and multiple regression analysis using SPSS
version 20.
The results of this study indicated that, Vietnamese MFIs are
characterized by small size of GLP, group lending, rural oriented,
unlicensed and provision of loan and savings services. In the
aggregate situations, organizational characteristics related factors
more explain the variation in the number of depositors across period
than financial performance indicators do. They explain 77.9% of the
variations in the dependent variable whereas financial performance
indicators include PAR30, operating expense ratio, ROA, ROE, portfolio
yield, OSS and debt to equity ratio together explain 44.5% of the
variation in the number of depositors. However, only six variables are
statistically significant in influencing the financial inclusion endeavors
of the MFIs. Accordingly, size of GLP, institutional type and lending
method have positive and significant effect on number of depositors.
The finding of this study also indicates that operating expense ratio
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and portfolio yield have negative and significant influence, but OSS
affects the dependent variable positively and significantly. Based
on the findings of the study, it is advisable to the management of
the MFIs to pay attention for reducing their operating expenses by
implementing digital finance service models instead of stacking on
labor intensive model; increasing services fees, not interest rates; be
licensed; shift to both group individual lending method and use crosssubsidization and progressive lending; and should focus on financial
sustainability.
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INTRODUCTION
Background of the study
There is global consensus on the importance of financial inclusion
due to its key role of bringing integrity and stability into an economy’s
financial system as well as its role in fighting poverty in a sustainable
manner. It is more pertinent in the case of developing nation to use
financial inclusion as a platform not just for growing the financial
sector but more as an engine for driving an inclusive economic
growth. Greater financial inclusion is achieved when every economic
activities, geographical region and segments of the society have
access to financial service with ease and at minimum cost. This
helps to promote balanced growth through its process of facilitating
savings and investment and thus causing efficient resource allocation
from surplus sector/segments (unproductive) of the society to deficit
sectors/segments (productive) of the society (Tamilarasu, 2014). The
importance of financial inclusion for sustainable economic growth
and as a key factor in increasing prosperity by reducing poverty is a
proven fact (Tuesta, Sorensen, Haring and Camara, 2015). Similarily
Sharma, Jain and Gupta (2014) pointed out that financial inclusion is
a priority to majority of developing countries. Inclusive growth is not
possible for any economy without including most venerable segment
of society in main stream economic activities. Ghatak (2013) also
suggested that only with financial inclusion there can be economic
development. This is because financial inclusion will help in the pooling
up of the funds which remain idle, in the hands of the financially
excluded. This will help in capital formation. The capital formed will
be put to productive investments and these investments will generate
more and more wealth in the economy.
Financial inclusion is important for sustainable economic growth
and the improvement of social well-being. However, how to build
inclusive financial systems is a challenging subject on the agendas of
researchers, policymakers, regulators and financial institutions. This is
particularly important in developing countries and emerging markets,
where banking penetration rates are relatively low. This is mainly due
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to the traditional factors such as being a woman, living in a rural
area or having a low income and low educational level (Clamara,
Peña and Tuesta, 2014). In this regard, although many countries have
agreed to make financial inclusion in their national strategy as policy
priority, many of the rural poor are still financially excluded. Currently,
there are about 1.7 billion people who are excluded from formal
financial services in the world (Findex, 2017). The current poor status
of financial inclusion is not exceptional to Vietnam because despite
the fact that Vietnam has achieved its rapid financial sector growth
in the last couple of years, many households are still excluded from
access to financial services in the jurisdiction. Most poor and lowincome households in Viet Nam have access to some form of credit,
notably offered through the Vietnam Bank for Social Policies (VBSP)
(VMFWG, Bussiness Strategy Plan 2019-2022), however their needs
remain unmet. Microfinance for financial inclusion targeted by State
grants and policy lending, but needs remain unmet.
Consequently, microfinance gets a world over acceptance as an
innovative and sustainable approach for the provision of financial
services to the vulnerable people to improve their livelihoods
(Simeyo et al., 2011). In support of this, microfinance admired as
a powerful instrument to provide financial services to the poor to
empower them against the poverty. In contrast, millions of potential
clients of microfinance programs still remain financially excluded
(Adrijana & Danilo, 2015). Lack of access to financial services is still a
significant constraint for people in rural areas (G20, 2017). To this end,
Microfinance today is criticizing to offer more innovative and inclusive
non-financial services alongside with its traditional financial services
to attract and reach out more rural poor. Nevertheless, investors of
microfinance now argue with a notion of “first sustainability” and
proceed to the social mission to create employment opportunities by
providing diversified, trustworthy and timely financial services to the
economically active poor, unemployed or low income people who
have no other means of gaining any financial services (Mecha, 2017).
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Thus, the main theoretical gap here is that, even microfinance gets
worldwide attention for reducing poverty through facilitating financial
inclusion, still there are many people who are not included to the
formal financial and non-financial services provided by microfinance
institutions. Moreover, the Vietnam’s microfinance programs/projects
and microfinance institutions strive to reduce poverty and to meet
the financial inclusion aspirations of the country. This can be true
with the assumption that microfinance institutions or microfinance
programs have good stand of financial and social performances
as well as if they are established well with their organizational
characteristics. Nevertheless, no study is conducted on the influences
of organizational characteristics and performances of microfinance
institutions and programs on the level of financial inclusion in Vietnam.
Therefore, this study will open the eyes of policy makers and investors
in microfinance by identifying critical firm specific factors influencing
their contribution towards the financial inclusion.

Objectives of the study
The general objective of the study is to examine the influences of
MFIs’ organizational characteristics and performances on financial
inclusion. Specifically, this study intends to evaluate the effect of:
1.

Organizational characteristics of MFIs on their contribution
towards financial inclusion

2.

Portfolio Quality of MFIs on their contribution towards financial
inclusion

3.

Efficiency of MFIs on their contribution towards financial inclusion

4.

Profitability of MFIs on their contribution towards financial inclusion

5.

Sustainability of MFIs on their contribution towards financial inclusion

6.

Financial Management of MFIs on their contribution towards
financial inclusion
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Significance of the study
Inclusive and sustainable economic growth is not possible for any
economy without including majority of the society in main stream
economic activities like usage of financial services (Sharma et al.,
2014). Similarily Mohan (2006) also suggested that financial inclusion is
essential not only because of its implications for the welfare of citizens
but also for the reason that it can be used as an explicit strategy
for fostering faster economic growth in a more inclusive fashion. In
connection to this, promoting the performances of microfinance
institutions or programs and their legal organizational features is
a base to financial inclusion. Therefore, by identifying the major
microfinance specific bottlenecks as well as factors that influence
financial inclusion in the study area, this study will be used as an input
for policy makers, investors and financial institutions and thereby used
to facilitate the country’s economic growth. It can be also useful for
future researchers as a benchmark.
Scope of the study
The scope of this research undertaking is limited to study the
organizational characteristics and performances of VMFWG member
microfinance institutions/programs that influence their role towards
financial inclusion in Vietnam and these factors are taken in to
consideration only from supply side. The study covers the period
from 2010 to 2017 and uses the secondary data collected from
microfinance institutions or programs. In the context of this study
financial inclusion refers to the usage of financial services provided
by microfinance institutions/programs in Vietnam.
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CHAPTER 1: LITERATURE REVIEW
1.1. Theoretical Review
“Financial inclusion” has gained importance since the early 2000s,
a result of identifying financial exclusion and it is a direct correlation
to poverty according to the World Bank “Financial inclusion means
that individuals and businesses have access to useful and affordable
financial products and services that meet their needs – transactions,
payments, savings, credit and insurance – delivered in a responsible
and sustainable way”1. According to the IMF, financial inclusion
means that households and businesses can access and use formal
financial services to improve their livelihoods, reduce poverty and
develop their economies of scale2. Alliance for Financial Inclusion3
(AFI) conduct the defining note to show the definition of financial
inclusion in national strategy. For example, in Indonesia, Financial
inclusion is an effort to eliminate all forms of constraints with price and
non-price characteristics on public access to use financial services.
Financial inclusion is a national strategy to boost economic growth
through equal income distribution, poverty reduction, and financial
system stability.
Financial inclusion is the access and use of quality financial services
for all segments of population (2). In India, Financial Inclusion defined
by the reserve bank of India (RBI) is the process of ensuring access to
appropriate financial products and services needed by vulnerable
groups such as weaker sections and low - income groups at an
affordable cost in a fair and transparent manner by mainstream
Institutional players (Joshi, 2011).
According to Selvam and Chithral (ND) financial inclusion is a
process to include the people who lack formal financial services
to enjoy the formal financial services. According to Sarma (2008)
1
2
3

“Overview”. World Bank. Retrieved 2018-12-09.
VMFWG, research 2017
Guideline Note No. 28, 2017, AFI, access at link https://www.afi-global.org/sites/default/files/
publications/2017-07/FIS_GN_28_AW_digital.pdf
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1.1.1 Financial inclusion: definitions and concepts

CHAPTER 1: LITERATURE REVIEW

and as per this proposal financial inclusion is defined as the process
that ensures the ease of access, availability, and usage of formal
financial system for all members of an economy. It describes a
process where all members of the economy do not have difficulty
in opening bank account; can afford to access credit; and can
conveniently, easily and consistently use financial system products
and facilities without difficulty. Similarily Raghuram committee (2008)
shortly defined financial inclusion as universal access to a wide range
of financial services at a reasonable cost. It is the process which
ensures that a person’s in-coming money is maximized, out-going
is controlled and can exercise informed choices through access to
basic financial services (PCC Financial Inclusion Strategy, 2009, as
cited in Tamilarasu, 2014). An inclusive financial system has several
merits. It facilitates efficient allocation of productive resources and
thus can potentially reduce the cost of capital. In addition, access
to appropriate financial services can significantly improve the dayto-day management of finances. An inclusive financial system can
help in reducing the growth of informal sources of credit (such as
money lenders), which are often found to be exploitative. Thus,
an all-inclusive financial system enhances efficiency and welfare
by providing avenues for secure and safe saving practices and
by facilitating a whole range of efficient financial services. The
importance of an inclusive financial system is widely recognized
in the policy circle and recently financial inclusion has become a
policy priority in many countries. Initiatives for financial inclusion
have come from the financial regulators, the governments and
the banking industry (Sarma and Pais, 2008). On the other hand,
financial exclusion is defined as the inability of individual, household
or group to access particularly the formal financial products and
services (Tamilarasu, 2014).
In Vietnam, the Financial Inclusion (FI) is where individuals and
businesses have access to useful and affordable financial products
and services that meet their needs and are delivered in a responsible
and sustainable way with the focus on targeted groups of the poor,
14 - VIETNAM MICROFINANCE WORKING GROUP

In general, FI (also called inclusive financing.) is the pursuit of making
financial services accessible at affordable costs to all individuals and
businesses, regardless of net worth and size, respectively; strives to
address and proffer solutions to the constraints that exclude people
from participating in the financial sector.

1.1.2. Financial Inclusion Dimensions and indicators
Financial inclusion has been identified as an enabler for 7 of the
17 Sustainable Development Goals 2030 (WB, 2018) (1), include
eradicating poverty; ending hunger, achieving food security and
promoting sustainable agriculture; profiting health and well-being;
achieving gender equality and economic empowerment of women;
promoting economic growth and jobs; supporting industry, innovation,
and infrastructure; and reducing inequality; strengthening the means
of implementation there is an implicit role for greater financial inclusion
through greater savings mobilization for investment and consumption
that can spur growth (The United Nations(UN).
The UN also define the goals of FI as follow:
•

Access at a reasonable cost for all households to a full range of
financial services, including savings or deposit services, payment
and transfer services, credit and insurance.

•

Sound and safe institutions governed by clear regulation and
industry performance standards.

•

Financial and institutional sustainability, to ensure continuity and
certainty of investment.

•

Competition to ensure choice and affordability for clients.

4

Draft National Inclusion Strategy, Banking Institution – State Bank of Vietnam.
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the low-income, the vulnerables, small and medium enterprises, and
micro-enterprises4.

CHAPTER 1: LITERATURE REVIEW

In the current financial market environments, researchers, policy
makers and governments are concerned about how to measure
the financial inclusion. CRISIL follows a multidimensional approach
to compute financial inclusion called CRISIL Inclusix, which uses six
parameters as proxies to measure the four key dimensions of financial
inclusion: Branch Penetration; Credit Penetration; Deposit penetration;
Insurance Penetration; (Manisha Singh, 2018)5
Many researchers use access to financial services and usage of
financial services as dimensions to measure financial inclusion
focusing data on the supply side approach (Amidzic et al, 2014).
Others also use quality of services or barriers as indicators for financial
inclusion in addition to access and usage. For example, Cámara, and
Tuesta (2017), as discussed below postulated that usage, barriers (i.e.
quality) and access are the three main determinant dimensions of
financial inclusion.
Figure 1: Financial Inclusion dimension

Financial
Inclusion Index

Usage

• Account
• Savings
• Borrowings

Access

• Branches
• Agents
• ATMs

Barriers

•
•
•
•

Distance
Trust
Costs
Documents

Source: Cámara, and Tuesta (2017)

5

Study Of Crisil-Inclusix As An Index Of Financial Inclusion http://theresearcherjournal.org/pdfs/4Paper-03010620184.pdf
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Usage of financial services

Access to financial services
Individuals’ access to financial services indicate to what extent
people are financially included. However, a country having access
does not necessarily mean a good level of financial inclusion. It
depends on the possibility for which individuals use it. “Access may
enhance frequency in the use of financial services, by improving
intensive margin of usage but does not necessarily increase extensive
margin, in terms of higher percentages of accounts held or any other
financial service” (Cámara, and Tuesta, 2017). Nevertheless, better
access is mostly assumed as a means to enhance financial inclusion.
Some of the indicator for this dimension include: number of Branches,
Agents and ATMs of the service provider.
Barriers to financial services
Barriers in the provision of financial services prohibited individuals
from using these services. These obstacles are situations perceived
information by unbanked people that prevent them from using
financial services. The information they have offers an opportunity to
assess financial inclusion because it shows the number of financially
included and excluded people and the reasons they perceived
for exclusion from the financial services. There are two types of
VIETNAM MICROFINANCE WORKING GROUP - 17
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To measure the level of usage of financial services provide by
financial institutions, the extent to the use of various products and
services by individuals used as a proxy. Which includes holding at
least one active financial product that allows making and receive
payments and storage money, having a savings account and having
a loan in a financial institution. Taking advantage of the information
in the VMFWG Databook from 2010 to 2018, we measure the usage
dimension of microfinance services. The savings and loan indicators
represent the percentage of adult population that saves and has a
loan in a financial institution respectively.

CHAPTER 1: LITERATURE REVIEW

financial exclusion: voluntary or self-exclusion and involuntary. In
general, the most frequently used indicators of this dimension are
distance, trust, costs and documentation requirements from users
of the financial services.

1.2.1. Financial inclusion and microfinance sector in Vietnam
Financial inclusion in Vietnam
Viet Nam is listed in group of nations with low level of financial access.
According to Global Findex database released by WB in 2017, the
percentage of adults in Vietnam with an account at a formal financial
institution was 31%, higher than Laos (29.1%), Cambodia (21.7%) and
Myamar (26.0%) but lower than Indonesia (49%) and much lower
in comparison to China (85.3%), Malaysia (85.3%) and Thailand
(81.6%). Access to and usage of financial services in Vietnam can be
considered in specific aspects as follows:
As of 31/12/2017, the credit institutions system consisted of four
state owned commercial banks (Agribank, and three banks who
are compulsory acquired by the State including Commercial One
Member Limited Liability Construction Bank, Global Petro Commercial
One Member Limited Liability Global Petro Bank, Commercial One
Member Limited Liability Ocean Bank), 1 policy bank, 31 joint-stock
commercial banks, 27 non-bank credit institutions (including 16 finance
companies, 11 financial leasing companies), 1 cooperative bank,
9 100% foreign-owned banks, 1 joint-venture bank, 49 foreign bank
branches, 1,182 people’s credit funds and 4 licensed-microfinance
institutions. As of the end of 2017 the network of commercial banks
had 9,787 branches and transaction offices6, equivalent to 14.2
transaction points per 100,000 adults and 29.5 transaction points per
1,000 km2.

6

The number of transaction points include 2,741 branches, 7,046 transaction offices. These
numbers do not take into account Social policy bank, Cooperative bank, and Vietnam
Development Bank.
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POS network: By the end of 2017, the number of POS/EDC was 268,813
with transaction numbers of over 97 million and transaction value
of over VND 250.000 trillion. The number of POS per 100,000 adults
in Vietnam was 37.2, the number of POS per 1000km2 is 811.6. POS
devices in the market are mainly provided by large banks and grow
more slowly than the growth rate of the cards issued. The rate of
business units with POS installed remains very small.
Collaboration models with banks: Since the end of 2014, SBV has
allowed some banks to cooperate with telecommunication and
information and technology companies to pilot the provision of
several types of payment and money transfer services in remote
areas aiming at improving people’s financial access, including MBViettel, Vietcombank-M_Service (MOMO wallet); PGBank-Petrolimex.
By the end of 2017, there were more than 32,000 agents serving over
6 million customers with a cumulative transaction value of more than
VND 81,000 billion.
Lienviet Post Bank (LPB) is also one of the special collaboration
models between LPB and VNPost using postal savings network
7

Comparing the indictor of numbers of ATMs per numbers of adults, the level of Viet Nam is much
lower than that of other countries such as Japan, Thailand or China, and only at the same level
with Laos and a little bit higher than India.
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ATM network: By the end of 2017, 17,558 ATMs were installed. The number
of ATMs per 1,000 km2 was 53.01. The number of ATMs per 100,000 adults
was 24.37. In terms of the number of ATMs per 100,000 adults, Vietnam
still lags far behind such countries as Japan, Thailand or China, just
equivalent to Laos and slightly better than India. ATMs are located
with high level of density in metropolitan areas where population
and offices, branches of commercial banks are concentrated. Only
ATMs located in Hanoi and Ho Chi Minh City accounted for 40% of
total ATMs national wide. In rural areas, ATMs are installed in some
transaction offices, mainly belonging to Agribank. There are almost no
ATMs in remote areas. The growth rate of ATM numbers has also slowed
in recent years, an average 5% over 10% of previous years.
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after the merger of Postal Savings Company in 2011. LPB has been
allowed to use the post offices to provide banking services in the form
of entrusted contract to provide a full range of banking services to
customers when and this is of particular significance for customers
living in rural and remote areas. Up to now, LPB has had 232 branches
and transaction offices and 1,321 postal transaction offices in 63
cities/ provinces and right to operate over 10,000 access points at
post offices and cultural commune sites.
In addition to the collaboration with the LBP, the public post offices
network of VNPost provides other financial services, including: do
money transfer, cash in/cash out (payment for debts, insurance,
utilities bills, television fees, pension and social subsidies transfer,
lump-sum tax collection, etc.) according to the authorization of state
agencies, public services providers and Viet Nam Social Securities;
act as agents for insurance companies to provide services of life
and non-life insurance, social insurance, volunteer health insurance.
As of December 2017, through its network of 10,921 post offices and
commune culture sites, the VNPost had been serving thousands of
millions of customers with hundreds of millions of transactions and
hundreds of thousands of VND of revenue annually.
The Bank for social development of Viet Nam – VBSP, through its
saving and lending groups, has developed saving and lending
products for the poor, including microfinance products (lending
incorporated with small value savings from VND30, 000 – 50,000). The
person who leads the saving and lending group is authorized by the
VBSP to collect savings and debts of the group members and each
member opens a personal account to monitor in line with a strict
procedure. Joining this channel, there have been over 6,410,702
poor people, policy-based beneficiaries, saving and lending group
members through 190,000 saving and lending groups in villages and
hamlets across the countries.
Despite the achievement in poverty reduction, financial inclusion
in Viet Nam (measured largely by access to formal account) is still
20 - VIETNAM MICROFINANCE WORKING GROUP

However, Viet Nam’s financial inclusion is lower than comparable
countries and far from that of developing countries in East Asia and
Pacific. In 2015, Viet Nam (at 31%) was about the same level as
Philippines and Indonesia, but much lower than its other neighbors
(i.e., Thailand 78%, Malaysia 81%, Singapore 96%). The reasons for low
financial inclusion of Viet Nam are: (i) financial services for low-income
groups still dominated by credit, mainly by VBSP’s social policy lending,
with savings, payment, remittance and microinsurance services not
yet fully developed; (ii) still limited entry of private commercial banks
that are more capable to expand outreach and range of services
through DFS; (iii) Other main players in microfinance remain weak,
namely: the 1,146 PCFs that have yet to attain their full potentials as
member-based financial entities with 12% share of borrowers and 19%
of loans; and, licensed MFIs and semi-formal microfinance projects
and programs with less than 4% of total microfinance clients (ADB TA
8587-VIE Consultants, 2016).
The accessibility to financial services in Vietnam is affecting by the
Socio-economic features. As of 2017, the size of Vietnam’s economy
has reached VND 5 million billion by GDP, the average income per
capita reached 53.5 million (equivalent to about 2,350 USD). Vietnam
has become a middle income country since 2010.
The national population in 2017 was estimated at 93.7 million,
an increase of 1.06% in comparison with 2016, in which the male
population was 46.2 million, accounted for 49.4%; the female
VIETNAM MICROFINANCE WORKING GROUP - 21
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low compared to neighbouring countries in ASEAN and low-middle
income countries. Indeed, there was a significant increase of
Vietnamese adults having formal bank account, from 21.3% in 2012 to
30.9% in 2015, mainly due to: (i) the expansion of the formal financial
system; (ii) efforts of the Government and SBV in developing noncash payment services; (iii) overall economic development; and,
(iv) remarkable increase in GDP per capita. Thus, more people are
using increasingly varied banking services, particularly payment and
settlement services (ADB TA 8587-VIE Consultants, 2016).
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population was 47.4 million, made up 50.6%. The population at 15
years of age and above reached 72.20 million, accounted for 77%
of the total population. The labor force aged 15 years and over of
the whole country reached 54.8 million persons: male employees
accounted for 51.9% and female employees made up 48.1%.
For rural areas, there are 8,978 communes, 79,898 villages and
hamlets with nearly 16 million households in the whole country. The
rural population was 60.9 million persons, made up 65% of the total
population. The labor force aged 15 years and over in rural areas was
37.18 million, accounted for 67.8% of the total labors aged 15 years
and over of nationwide.
By the end of 2017, the total number of multi-dimension poor
households in the country was 1.99 million (accounting for 6.7% of total
households nationwide), the total number of near poor households
was 1.48 million (accounting for 5.32% of total households nationwide).
Vietnam is a country with high growth in internet and smart phone
usage. By 2018, Vietnam had 64 million internet users, accounting for
67% of the population, 70.03 million mobile phone users, accounting
for 74% of the population8. These are important factors that open
up the potential of developing modern services on the Internet and
mobile platforms in Vietnam.
The main products and services providing by the financial institutions
to access financial inclusion in Vietnam includes the following:
•

Payment services

•

Savings service

•

Credit service

•

Insurance and pension services

•

Financial services for SMEs

•

Agriculture and rural finance services

8

Report of Ministry of Information and Communication
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Microfinance in Vietnam

Regarding the Microfinance development in Vietnam, Microfinance is
defined as “the provision of a broad range of financial services - such
as deposits, loans, payment services, money transfers, and insurance
- to poor and low-income households and their microenterprises. It
supports the concept that low-income individuals are capable of
lifting themselves out of poverty if given access to financial services.”9
Microfinance development is the precursor to financial inclusion since
it focuses on the large majority of the populace excluded from the
range of financial services that have traditionally been the exclusive
domain of banks catering mainly to higher-income groups, until
recent years. ADB TA 8587-VIE Consultants, 2016
Microfinance institutions (MFIs) in Viet Nam are divided into two groups:
organizations converted officially their operation under the Law on
Credit Institutions (including TYM, M7-MFI, Thanh Hoa MFI and CEP); and
over 50 microfinance organizations/programs/projects. In addition,
there are more than 400 microfinance programs/projects under the
management of other social organizations. Microfinance operation in
Viet Nam recognizes the active role of participation and contribution
of political and social organizations, especially the Women Union.
The MFIs have strengths in developing and providing products and
services, including: (i) convenient access points which are near living
premises of people; (ii) skilled and close staff; (iii) simple procedures
matching with awareness of poor and low income people, no required
collaterals; (iv) appropriate products and services to the needs and
ability of targeted beneficiaries, including small value deposits.
Operational efficiency of lisenced MFIs has been improved. The
savings/ credit ratio of the four lisenced MFIs has increased from 7
- 47% in 2010 to 35-86% in 2015, helping MFIs to better balance their
operating capital resources.
9

Microfinance as defined under the ADB Microfinance Strategy
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a) Microfinance models in Vietnam:
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Present, the number of licensed MFIs remains low although many
semi-formal MFIs consider being a licensed MFI as the most important
strategic objective. At the same time, MFIs encounter obstacles in
expanding their client base due to some recent issued regulations10
which remove low-income people from microfinance customer
segment. In fact, MFIs in Vietnam usually have strategy focusing
on niche market segments, with microfinance clients, primarily lowincome ones who meet difficulties in accessing to or do not have full
access to other formal financial services.
MFIs also face up with some limitations such as: fragile network of
branches, transaction offices and weak working capital resources.
Deposit mobilization at MFIs is still mainly compulsory savings (76%),
while contribution from voluntary savings of customers is still very
limited. Products provided are not diversified, mainly lending, deposits
and services associated with credit packages, of which credit
activities account for almost absolute proportions. MFIs can expand
the provision scope of products and services through the agent
banking model to provide a full range of services (including lending,
savings, money transfer, insurance, payment) but this model is not
allowed by the current legal framework.
Current regulations on organization and operation only allow MFIs to
be established in the form of limited liability companies with great
dependence on socio-political organizations. It is therefore difficult
for MFIs to mobilize capital from private sector due to limited ability
in capital contribution of socio-political organizations. This creates
significant barriers to the transformation from semi-formal MFIs to
licensed MFIs, as well as flexibility and efficiency in operational
management of MFIs. On the other hand, MFIs also encounter
difficulties in seeking for capital from banks due to compulsory
collateral requirements, while in popular operation models in the
world, MFIs can borrow from banks basing on outstanding loans.
10

Circular No. 03/2018/TT-NHNN dated February 23, 2018 on licensing, organization and operation
of microfinance institutions
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In fact, in Vietnam, microfinance organizations operate in two forms
licensed MFIs and unlicensed MFIs.
• Licensed MFIs
In 2018, there are 04 licensed MFIs operating under Credit Law,
namely: Tinh Thuong One-member Limited Liability Microfinance
Institution (TYM), M7 Limited Liability Microfinance Institution (M7),
Thanh Hoa Limited Liability Microfinance Institution (Thanh Hoa MFI)
and Capital aid for employment of the poor Microfinance Institution
(CEP). As current regulations, licensed MFIs are under form of limited
companies. All three formal MFIs have direct and indirect connections
with Vietnam social and political organizations (Vietnam Women’s
Unions (VWU) or Vietnam General Confederation of Labor at different
levels)11. This is due to their development history as they were all
evolved from development projects partnering with Women’s Union
or Labor’s Union and targeting customers who were mainly women/
poor labor. The four MFIs, however, are different in terms of ownership,
customer base and governing body.12
• Unlicensed MFIs
Operational model of unlicensed microfiance organizations in
Vietnam can be generalized into the below 3 groups:

11

12

The VWU is owner of TYM; both M7-MFI and Thanh Hoa MFI were ownered and transformed
from social funds founded by women’s union at all level; CEP was ownered by Ho Chi Minh city
Labor’s Union.
Microfinance in Vietnam: The real situation and policy recommendations, Nguyen Kim Anh, 2014
(VMFWG Research)
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Appeared in the 80s of the 20th century, but until 2010, “microfinance”
appeared specifically in the Law. In Credit Law 2010, Article 2, Clause
5 “Microfinance institution means a type of credit institution which
mainly conducts some banking operations to meet the needs of lowincome individuals and households and super small-sized enterprises”.
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Name of Model

Representative

Microfinance project
of development
program

Supported by foreign organizations and implemented
in partnership with socio-political organizations (mainly
WUs at different levels) or other mass organizations
(Confederation of Labor)
The scale of projects is usually small, within a few provinces

Microfinance
program, but
unregistered to be
a licensed MFI yet

The programs are established by 2 kinds of NGOs:
- Local NGOs established with legal status are Centers
under Association or Association
- Foreign NGOs13 (example: World Vision, Entrepreneurs
du Monde ...) established microfinance programs
were a part of development programs so they haven’t
legal representative
Microfinance programs are
supported by foreign NGOs

usually

medium-sized,

Currently, some organizations have converted to formal
MFIs under Decision 20/2017 / QD-TTg
The social fund
These funds are usually established by different decisions
running microfinance from Government, the Ministry of the Home Affair, the
activities
Provincial People’s Committee or other socio-political
organizations. For example: Decree No. 30/2012/ND-CP
of April 12, 2012, on the organization and operation of
social funds and charity funds
They based on the funding of the international NGOs
or other aid sources. After the establishment, social
funds often associate with socio-political organizations
(usually the Women’s Union in provinces / districts) to
provide microfinance loans to their customers.
These funds have independent legal status and their
own seals
Currently, some of these funds are also implementing
the transition to licensed MFIs under Decision 20/2017 /
QD-TTg and Circular 03/TT-NHNN

13

In Decree No. 12/2012/ND-CP of March 01, 2012, on registration and management of activities
of non-governmental organizations in Vietnam “non-governmental organizations, non-profit
organizations, social funds, private funds or other social or non-profit organizations which are
established under foreign laws and carry out development assistance and humanitarian aid
activities not for profit or other purposes in Vietnam” (Article 1, Clause 2)
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- Legal framework about microfinance operating in Vietnam

• Licensed MFIs
Licensed MFIs were managed and inspected by the State Bank of
Vietnam (SBV). They also operate under the Credit Law, Circulars
and Decisions was issued by SBV or Ministry of Finance. For example,
Circular No. 03/2018/TT-NHNN dated February 23, 2018 on licensing,
organization and operation of microfinance institutions, Circular
10/2018/TT-NHNN regulating documents, order and procedures for
approving changes of microfinance institutions; issued by the Governor
of the State Bank of Vietnam; Circular 08/2009/TT-NHNN: Guidance
on operation network of small-sized14 financial institutions (has amed
– Bill of Circular about microfinance network); Circular 05/2019 / TTBTC guiding accounting applicable to microfinance institutions;
Circular 18/2018/TT-BTC guiding some articles on financial regime for
microfinance institutions, Circular 33/2015/TT-NHNN: Regulating safety
ratios in operations of microfinance institutions, etc.…
These documents provide specific provisions for who will participants
to microfinance industry, how the manage the organizations
and who are your customers: “Microfinance institutions may be
established as limited liability companies” (Article 87, Clause 1,
Credit Law 2010); Controlling owners and founding member of MFIs
must be “a political organization or socio-political organization
incorporated and lawfully operating in Vietnam or a political
organization, socio-political organization, association, social fund,
charitable fund that has microfinance program/project transformed
as prescribed in a Decision of the Prime Minister on operation of
microfinance programs/projects of political organizations, sociopolitical organizations, or non-governmental organizations” (for

14

Before Credit Law issued, the microfinance institutions was called small-sized financial institution
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There are 02 different legal provisions for 02 different types of
organizations
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the form single-member limited liability companies) or at least a
founding member being political organization or socio-political
organization and an MFIs which has directly run or managed a
microfinance (for the form of multiple-member limited liability
companies) (Article 8, Circular 03/2018/TT-NHNN); Article 3, Clause
7 Circular 03/2018/TT-NHNN mentions that microfinance clients is “an
individual living in a household or representing a household that was
used to microfinance client but rose out of poverty or near poverty”.
It’s narrow clients MFIs in the Credit Law when not mention that”
super small-sized enterprises”.
About fundraising, MFIs could mobilize capital from foreign aid
sources, foreign loans, domestic loans, entrustment, mobilize deposits
from microfinance customers according to legal documents included
Credit Law, Circular 03/TT-NHNN, Ordinance No. 28/2005/PL-UBTVQH11
and on foreign exchange control and Ordinance No. 06/2013/
UBTVQH13 amending and supplementing a number of articles of the
ordinance on foreign exchange control; Decree No. 116/2013/ND-CP
detailing implementation of a number of articles of Law on prevention
and combat of money laundering; Circular No. 30/2014/TT-NHNN
providing for offer and acceptance of the trusteeship performed by
credit institutions and foreign bank branches, etc.…
About credit services, Circular 03/2018/TT-NHNN, Article 32, Clause 5
mention that “the total outstanding loans of an MFI for a microfinance
client must not exceed 50 million dongs15. Total outstanding loans of
an MFI to another client must not exceed 100 million dongs16.” The
loan value is difficult to meet the demand of customers who have
escaped from poverty and want to expand their business.
About payment and money transfer, one of 05 basic products and
services of financial inclusion, while in Credit Law, Article 22, Clause
2 “Microfinance institutions may not open payment accounts for

15
16

About 2,173 USD
About 4,346 USD
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About microfinance insurance, other operations of microfinance
institutions is “Acting as insurance service agents.”( Article 122, Credit
Law 2010)
• Unlicensed MFIs
Unlicensed MFIs operate under the Decision No. 20/2017/QD-TTg dated
June 12, 2017 on microfinance programs and projects of political
institutions, socio-political organizations and non-governmental
organizations. With the new microfinance institution, they must
be “Political institutions17, socio-political organizations18 and nongovernmental organizations”. (Article 2, Clause 1) “non-governmental
organizations” include domestic non-governmental organizations
and foreign non-governmental organizations”; “domestic nongovernmental organizations” include associations, social funds,
charity funds and other types of social organizations established by
an individual or organization to provide non-profit assistance in the
development in accordance with the charter and regulations of
Vietnam’s law19; “foreign non-governmental organizations” include
non-governmental organizations, social funds, private funds and other
type of social organizations and nonprofit organizations established
according to the foreign law that may operate according to Vietnam’s
law20 (Article 3, Clause 5,6, and 7). It’s means that microfinance is
constrained for social and non-profit objectives.
About conversion of microfinance programs into microfinance
institutions, A domestic political institution, socio-political organization
or non-governmental organization shall convert its microfinance
program into a microfinance institution in one of the following cases
17
18
19

20

In Vietnam, political institution is only Communist Party
Constitution 2013 mention that there are 4 social-political organization
Decree No. 30/2012/ND-CP of April 12, 2012, on the organization and operation of social funds
and charity funds (has Bill – amend)
In Decree No. 12/2012/ND-CP
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their clients”. It’s limited that MFIs expanding their service toward
financial inclusions.
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(i) voluntarily converts (ii) Total value of property of the microfinance
program is at least 75 billion dong (iii) The total loans which microfinance
clients have not repaid to the microfinance program are at least
50 billion dong (Article 15). It’s means that, when the microfinance
programs/projects must be conversion when expand their bussiness.
Howerver, microfinance projects and microfinance programs, which
was a part of program development from Center under Association
or Association, was not mentione in the Decision 20/2017/QD-TTg.
About credit, “the maximum loan granted to a microfinance client
must not exceed 50 million Vietnam Dong” (Article 13, Clause 2).
Unlicensed MFIs may not mobilize deposit from clients, they may
“Receipt of compulsory and voluntary saving deposits of microfinance
clients. The total voluntary saving deposits shall not exceed 30% of
the total capital provided for the microfinance program” (Article 13,
Clause 1, Point b).
About fundrasing, apart from customers’ savings, capital of unlicensed
MFIs mainly comes from “receiving entrusted loan from organizations
and individuals, microfinance programs of political institutions,
socio-political organizations and non-governmental organizations
in order to grant loans to microfinance clients without profitable
aims” (Article 13, Clause 3, Point a, Decision 20/QD-TTg) or aid; it’s
regulated in Ordinance No. 06/2013/UBTVQH13 of March 18, 2013,
amending and supplementing a number of articles of the ordinance
on foreign exchange control; Ordinance No. 28/2005/PL-UBTVQH11
of December 13th, 2005, on foreign exchange control; Decree No.
93/2009/ND-CP of October 22, 2009, promulgating the regulation on
management and use of foreign non-governmental aid; Decree No.
16/2016/ND-CP dated March 16th, 2016, management and use of
official development assistance and concessional loans granted by
foreign sponsors; Decree No. 132/2018/ND-CP dated October 01, 2018
amendment to Decree 16/2016/ND-CP on management and use of
official development assistance and concessional loans granted by
foreign sponsors, etc.
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1.2.2. Microfinance models and other countries experiences
Since the conception of micro-credit to the poor, different models
have been implementing in different countries. Initially, rural banking
model was tried in India. However, Bank loan default rates were in
the range of 40 percent during the 1980s. Next to the failure of rural
banking, micro-credit for income generating activities through Joint
Liability has got recognition. But both the concept of micro credit
and joint liability were criticized by many scholars and practitioners in
that microfinance replace microcredit by consisting both microcredit
and small savings, and individual lending has also become more
preferable by institutions because it is cheaper than group lending
method. Microfinance, then, gradually become commercialized by
investors and other stakeholders. In the development of microfinance,
different models have been used. These models can be grouped
under one or more of the following categories.
Standard charity or NGO: this type of microfinance model is running by
charity organizations or NGOs whose main objectives are just to help
poor people escape out of poverty. This model is characterized by
“Social goal and social strategy” which means the aim of the NGOs
is to serve the society and their strategy to achieve this aim is social
mobilization itself. This model is mostly known in Asia and depends on
donations. Therefore, such model is not institutionally and financially
sustainable and consistent to solve problems sustainably.
Social business: this type of microfinance model is proposed and
implemented by Mohamed Yenus and his institution, Grameen
Bank, in Bangladesh in 1970s. This model is mainly characterized by
“Social goal but commercial strategy”. In other words, the purpose
21

Bill- Regulation on the implementation of micro insurance of socio-political organizations
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Other products and services of unlicensed microfinance “Providing
insurance products for microfinance clients in accordance with
regulations of law21” (Article 13, Clause 3, Point c, Decision 20/QD-TTg).
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of social business model is to solve social problems in a financially
sustainable way. Yenus argued that it is possible to serve many
poor by generating profits from small credits. However, this idea is
criticized by many investors who demand dividend returns and also
by researchers in that it is unethical to generate and collect profits
from poor people.
Ethical CSR: Ethical CSR model is based on the strong relationship
between rights and ethical responsibilities in order to attain legitimacy.
This model is characterized by “Equal balance of commercial and
social goals and strategies”. Since microfinance is a hybrid business,
cosmist of social and financial goals, it should balance the social
benefits obtained from the MFI with the profitability of the MFI.
In other words, an ethical institution in its activities has the duty to
respect stakeholders’ rights and to create a better framework for the
development of employees, managers, and owners, meeting the
customers’ needs, offering new perspectives to local community, and
providing environmental protection.
Strategic CSR: a typical feature of this model is “Commercial goal
but social strategy”. Strategic CSR is related to, but is fundamentally
different from, concepts such as sustainability and business ethics.
While sustainability focuses on resource utilization and ecological
preservation, and business ethics seeks to construct normative
prescriptions of right and wrong, strategic CSR is grounded in the
day-to-day operations of the firm. As such, strategic CSR is central
to the firm’s value creating activities. Under this model, an MFI can
achieve its financial goals through social mobilization. This can
be implemented by reducing the costs of transaction of MFI with
community participation. A typical example for this model is Rural
Services Facility (RSF) model. RSF model is a village-based saving and
loan service facilities adopted by Buusaa Gonofaa MFI, a licensed
non-bank MFI in 1999. Some of the strengths of this model include:
•

Before building the service facility at a village of the rural areas,
this model allows the microfinance institution to take demand
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•

Starting from establishing a new delivery channel at the village
up to the whole life of the project, there is high level of community
participation rather than depending on loan officers of the
mainstream microfinance. Then a village bank is managed by
farmers themselves, credit risks reduced.

•

At the opening day of the rural services facilities, people in the
surrounding are coming into the occasion by mass.

•

Rural service facilities are client acquisition centers which have the
potential for extending services to remote areas at minimum cost.

Some of the Weaknesses also include the following:
•

High cost of initial investment

•

Skill shortage & lack of commitment

•

Implementation costs & limited services

Standard for-profit business: this model is extremely the opposite of
social business model and characterized by “Commercial goal and
commercial strategy” in that the priority is given for the investors’
interest and possible to increase the number of clients through
progressive lending at a high interest rate. The main market segment
or target clientele of such model are business enterprises. Banco
Compartamos, in Mexico, is the most known microfinance institution
in the world by implementing this model. The major features of
Comparamos include (Chu and Cuellar, 2008):
•

High interest rates-up to 100%

•

High operating expenses-up to 40%

•

High return on equity-up to 56%

•

A large number of clients and branches

•

Equity fund-Initial Public Offerings (IPO)
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analysis which helps to design microfinance products tailored to
the rural people.
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1.2.3. Microfinance institutions performance indicators
In measuring the performance of microfinance institutions, different
institutions, investors scholars and policy makers use varies indicators.
However, according to the “Technical Guide to Performance and
Social Indicators for Microfinance Institutions” as published by
Microrate in the year 2014, the financial performance indicators of
microfinance institutions can be broadly categorized into four groups.
These are:
1. Portfolio Quality
2. Efficiency and Productivity
3. Financial Management
4. Profitability and Sustainability
Portfolio Quality
Since the largest source of risk for any financial institution exists in its
loan portfolio, the quality of portfolio is crucial for MFIs. In case of
microfinance institutions, whose loans are typically not backed by
property collateral, the quality of portfolio is absolutely crucial. The
most widely used measure of portfolio quality in the microfinance
industry is portfolio at risk (PAR), which measures the portion of the
loan portfolio ‘contaminated’ by arrears as a percentage of the
total portfolio (Asmelash,2013). A study of Imai (2011) investigated
that the effect of both institutional factors and the macro economy
on the financial performance of MFIs and concluded that portfolio
quality is among the firm level factors which have an influence on the
financial performance. Similarly, Ahlin et al.’s (2010), found that among
institutional factors affect MFIs’ financial performance one is portfolio
quality. It is also found that portfolio quality has positive impacts on
MFIs’ financial performance. According to Yenesew (2014), Portfolio at
risk>30, Gearing ratio, capital to asset ratio and Market concentration
affect financial performance negatively and not significant.
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Although other indicators of portfolio quality such as write off ratio,
loan loss expense ratio and risk coverage ratio are also useful
measures, Portfolio at Risk (PAR), which measures the portion of the
loan portfolio affected by delinquency as a percentage of the total
portfolio is generally the most widely used measure of portfolio quality
in the microfinance industry is. Although various other measures are
regularly used, PAR has emerged as the leading indicator because it
is easily understandable, does not understate risk, and is comparable
across institutions.
Efficiency & Productivity
According to the MicroRate, four key indicators have been selected
to measure efficiency and productivity: Operating Expense Ratio,
Cost per Borrower Ratio, Personnel Productivity and Loan Officer
Productivity. Efficiency and productivity indicators give an indication
of how well an institution performs operationally. Productivity
indicators reflect the amount of output per unit of input, while
efficiency indicators also take into account the cost of the inputs
and/or the price of outputs. Since these indicators are not easily
manipulated, they are more readily comparable across institutions
than profitability indicators such as Return on Equity and Return on
Assets, for example. On the other hand, productivity and efficiency
measures are fewer comprehensive indicators of performance than
those of profitability. The Operating Expense Ratio is calculated
by dividing all expenses related to the operation of the institution
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Portfolio quality is a measure of how well or how best the institution is
able to protect the portfolio against all forms of risks. The loan portfolio
is by far an MFI’s largest asset (Nelson, 2011) and, in addition, the
quality of that asset and therefore, the risk it poses for the institution
can be quite difficult to measure. Portfolio quality is a critical area of
performance analysis, since the largest source of risk for any financial
institution resides in its loan portfolio (American Development Bank,
2003 cited in AEMFI, 2013).
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(including all the administrative and salary expenses, depreciation
and board fees) by the annual average gross loan portfolio. Interest
and provision expenses, as well as extraordinary expenses, expenses
from previous periods and other expenses are not included. Among
these efficiency and productivity measures, operating expense ratio
is the best and widely used indicator because other indicators like
Cost per Borrower Ratio, Personnel Productivity and Loan Officer
Productivity usually use number of borrowers or clients in their
calculation of ratios but they do not answer the question “which
borrower: individual or groups?, do they consider a group as an
individual borrower or members of a group?”.
Financial Management
Financial management assures that there is enough liquidity to
meet an MFI’s obligations to disburse loans to its borrowers and to
repay loans to its lenders. Even though financial management is a
back-office function, decisions in this area can directly affect the
bottom line of the institution. Errors in liquidity or foreign exchange
management, for example, can easily compromise an institution
with efficient credit operations and otherwise sound management.
The importance of adequate liquidity, and consequently of financial
management, grows further if the MFI is mobilizing savings from
depositors. Financial management can also have a decisive impact
on profitability through the skill with which liquid funds are invested.
Managing foreign exchange risk and matching the maturities
of assets and liabilities are a part of financial management. The
three key indicators for evaluating the financial management of a
microfinance institution include the Funding Expense Ratio, Cost of
Funds Ratio and the Debt to Equity Ratio. Among these measures,
the ratio of total debts to total equity appears as a best measure
financial management since it provides information about the
funding structure of the institutions.
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Profitability & Sustainability

Regarding sustainability measures of financial institutions, institutional
sustainability and financial sustainability are the two commonly used
indicators. Financial sustainability further consists of operational selfsustainability and financial self-sustainability. Institutional sustainability
can be defined as the continuous service provision to clients profitably
as a going concern without relying on subsidies (Ledgerwood, 1999).
The four dimensions of sustainability are continued benefit flows,
longevity or survival, ability to meet recurrent costs, and institutional
capacity and performance. There are no precisely set and universally
acceptable indicators of institutional sustainability. Sustainability
is beyond “calculating sustainability rates”. It is about ensuring
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Profitability measures such as Return on Equity (ROE) and Return on
Assets (ROA) summarize performance in all areas of the company.
If portfolio quality is poor or efficiency is low, this will be reflected in
profitability. Profitability indicators can be difficult to interpret since
they are an aggregate of so many factors. The fact that an MFI has
a high ROE says little about why that is so. All performance indicators
tend to be of limited use (in fact, they can be outright misleading) if
looked at in isolation and this is particularly the case for profitability
indicators. The three indicators used to measure profitability are Return
on Equity, Return on Assets and Portfolio Yield. They measure financial
performance of a firm over a period of time. It is useful for both
internal management and external stakeholders to assess profitability
of the business. Return on assets (ROA) measures the average net
income earned on a single currency owned and indicates the kind of
return the assets are generating. The return on portfolio ratio indicates
the productivity of the credit operation. Portfolio yield measures
the percentage of net income earned for every Birr in portfolio.
Yield measures ultimate profitability. The higher the ratio, the more
profitable each currency lent (Ledgerwood, 1999 and Barres, 2006).
Investors, financiers, and clients would determine their future ties with
the institution by examining its profitability.
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effectiveness, building and maintaining capacity, and realizing
that capacity into tangible results (Brown, 1998:61-62). Operational
sustainability is the ability of the firm to cover operational costs from
revenue earned from major lines of business. Financial sustainability is
the entity’s ability to operate without subsidies. Even if all MFIs promote
financial sustainability as a guiding principle nearly all of them are
subsidy dependent. Subsidies seem a fact of life for microfinance
firms (Morduch, 1999).

1.2. Empirical Review
Empirical review shows that the review of prior studies conducted
on the topic of interest of this study. As far as we investigate, there
are no previous research works directly related with our research
agenda. Majority of the prior studies are felt in one of the categories
of study areas such that: the role of financial inclusion on the
economic development, socio-economic determinants of financial
inclusion, the effect of financial inclusion on financial performance
of microfinance institutions, individual and institutional factors
influencing financial performance and so on. Some of these studies
are briefly presented below:
Many financial researchers strongly support that financial inclusion
promotes economic development. Similarly, financial inclusion
promoters now agree that direct access to finance services can
improve individual livelihoods amongst the poor by enabling them
to manage scarce resources more efficiently, thereby smoothing
consumption and protecting against economic shocks. Financial
inclusion is of great importance for economic development of
a country. However, the arguments for financial inclusion and it
relationship to economic development both theoretical and empirical
are relatively recent and fragile (Collins, Murdoch, Rutherford &
Ruthven, 2009). Several indicators have been used in the literature
to assess the extent of financial inclusion. Access to financial services
and usage are frequently used indicator from both supply and
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Shihadeh, Hannon, Guan, Haq and Wang (2018) investigates the
relationship between financial inclusion and banks’ performance in
the economy of Jordan using annual data of 13 commercial banks
from 2009 to 2014 and found a significant impact of financial inclusion
on performance when measured by gross income, and ROA. Thus, FI
contributes to enhance the banks’ performance. Similarly, Harelimana
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demand sides: supply side information from the perspective of credit
providers, such as banks and other service providers and demand
side information from the perspective of users-individuals, households
or firms. According to Wang’oo (2013), it is desirable to examine the
determinants of financial inclusion so as to undertake appropriate
policy measures for bringing about a more inclusive society in terms
of the access to financial services. He noted that several socioeconomic factors simultaneously determine the potentiality of
borrowers of formal financial institutions, however, broadly, the process
of financial inclusion is conditioned upon a number of factors: some
are social, some are economic, some are demographic and some
are institutional. Institutional factors are supply side determinants
which influence financial inclusion efforts of the service providers.
These include organizational characteristic (like age, service type,
institutional type, license status, geographical coverage and scale)
and their operational performance. Demographic characteristics
of users also affect financial inclusion. Demography is the study of
human population statistics including age, gender, marital status,
employment status, income, education, and other characteristics. As
supported by many empirical studies each of these characteristics
influences the nature of consumer needs and wants of financial
services. They have significant impact on people’s attitudes and
behaviour towards financial inclusion or the usage of financial services
provided by different financial institutions. Therefore, empirical studies
related to the impact of these important demographic factors on
peoples’ usage of different financial service products are discussed in
the following section (Akudugu, 2013; Tuesta et al, 2015 and Clamara
et al, 2014).
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(2016) presented a research on “Financial inclusion and financial
performance of microfinance institutions in Rwanda: Case of Clecam
Ejoheza Kamonyi (2011-2014)” and concluded that the evolution of
deposit depends on the number of members of the institution where
by the deposits, as a proxy of financial inclusion, are correlated
positively to net income, as a proxy of financial performance.
The review of the literature reveals the existence of gap and lack
of empirical studies on the area, and it shows that organizational
characteristics and institutional specific performance related factors
of financial inclusion need further investigation. The various studies on
financial inclusion have been focusing on demand side determinants
of financial inclusion and its benefits for economic development. The
understanding of the supply side factors that is important for furthering
understanding of financial inclusion and managerial decisions by
microfinance institutions. Besides, so far to the best of the researchers’
knowledge, there is no adequate study conducted empirically on
this specific area in the context of Vietnam. Therefore, the current
study will be a motive for further studies in the local context.

1.3. Conceptual Framework of the study
This study follows the institutionalisms’ approach. It is a science
which concern about the institutional health and financial survival
of microfinance institutions. According to this logic, institutionalists
strongly argue that increasing service outreaches and financial
inclusion is determined by the financial performance of the
microfinance institutions and their well-organized institutional features.
Following this logic and with the support of the available theoretical
literatures and with the researcher’s practical experiences, in this
study, we tried to identify the most important organizational related
and performance related factors that can affect the contributions
of MFIs towards financial inclusion. We used number of depositors as
proxy for the dependent variable. The explanatory factors include:
six organizational characteristics and seven financial performance
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Figure 2: Conceptual framework of the study
Organizational characteristics:
• Age
• Institutional Type
• Geographical Scale
• Service type
• Lending Method
• Size Scale
Financial Inclusion
Number of Deposit
MFIs performances:
		
• Portfolio Quality
• Efficiency
• Profitability
• Sustainability
• Financial Management

Proxy
PAR30
OER
ROE, ROA, PY
OSS
DER
Source: Researchers own construction

Variable Selection and Measurement
This research is concerning on investigating the influences of
the microfinance institutions’ organizational characteristics and
performance on their efforts towards supporting the financial
inclusion strategy of Vietnam. Hence, researchers chosen six factors
from the institutional feature and seven factors from the performance
indicators depending on the available data offered by microfinance
institutions. Regarding to the measurements of these variables,
we used their scientific measures and indicators derived from
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related variables. By integrating these factors derived from previous
studies, we produced a general research model. Hence, the
following conceptual framework is planned to serve as a bridge for
the entire study.
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the theoretical reviews of the study. Accordingly, the dependent
variable, number of depositors, as a proxy for financial inclusion is
measured by taking its natural logarism values for each year whereas
the measures of all explanatory variables is summarized as shown
with the following table:
Table 1: Measurement methods for variables of the current study
Variables

Measured by:

Expected impact

Age

Categorical variable: 0 for new-0 to 4
years; 1 for young- 5 to 8 years; 2 for
matured MFIs with the age of more
than 8 years since establishment.

+

Geographical
Scale

Categorical: 0 for district;
province; 2 for nation

+

Size by GLP

Categorical: 0 for small-less than
$2million; 1 for medium-$2-8million; 2
for large- greater than $8 million.

+

Institutional Type

Categorical: 0 for unregistered MP; 1
for registered MP; 2 for Social Fund; 3
for licensed MFI; 4 for bank

+

Service type

Categorical: 0 for loan services only;
1 for loan and savings; 2 for loans,
savings and non-financial services

+

Lending Method

Categorical: 0 for
individual; 2 for both

+

Portfolio quality

Portfolio-at-risk (PAR30) ratio which is
the ratio of Portfolio at risk (30 days) to
Gross loan portfolio

+

Operating
Expense Ratio

Total financial expenses divided by
the average GLP.

+

Return on Equity

Net income (after taxes, and excluding
donations) divided by average equity.

+

Return on Assets

Net income (after taxes, and excluding
donations) divided by average assets

+
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1

group;1

for

for

Variables

Expected impact

Portfolio Yield

Total interest and fee income from the
loan portfolio divided by the Average
GLP of the period

+

Operational Self
Sustainability

Total operating income divided by
(Operating expenses + Financial
expenses + Net Loan loss provision
expenses).

+

Debt to Equity
Ratio

Total liabilities/ Total Equity

+
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Measured by:
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2.1. Research Design
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In achieving the objectives, the study adopted quantitative research
design. This design involves the generation of data in quantitative
form which can be subjected to rigorous quantitative analysis
(Kothari, 2004). In other words, Quantitative research involves studies
that make use of statistical analyses to obtain their findings (Geoffrey,
David & David, 2005).

2.2. Data Type and sources
In the study secondary data suitable for the purpose of present
research work and they include financial statements and reports
were used. The data collection focused on the issues related with
the selected variables which are included in the research model.
The data collected and analysed is a panel data of 15 microfinance
institutions in Vietnam operating over the last 4 years (2014-2017).

2.3. Target population and Sampling
The target population of the study is microfinance institutions
currently operating in Vietnam. There are about over 50 microfinance
institutions in the VMFWG network. Out of this total population, given
the research objectives coupled with research questions, researchers
took 15 microfinance institutions as a study sample by using purposive
sampling technique based on data availability. This is because only
these MFIs provided complete data within the study period (20142017). Accordingly, MFIs which are in service over the period of 4
consecutive years were considered for the study and then 15 times 4
becomes 60 total observations included.

2.4. Data analysis
The collected data for the research can be analyzed through various
analysis techniques. As researches (Amal et al., 2012) indicated
that descriptive analysis, correlation analysis and regression analysis
techniques can be applied to studies with panel data evidence. The
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study used SPSS version 20.0 for analysis. Accordingly, in this study,
descriptive analysis, correlation analysis and regression analysis were
performed by using all the variables (dependent and independent)
available in the dataset and entered in SPSS software package.

Regression model building

FI= f (Organizational Characteristics, MFI’s Financial Performance)
Hence, we have two equations for this study as stated bellow:

NODti= α + β1Agti + β2OTti + β3STti + β4GEOti + β5LSti + β6FSTti + uti ............. (1)

NODti= α + β1PARti + β2OERti + β3ROEti + β4ROAti + β5PYti + β6OSSti + β7DERti
+ uti ........................(2)

Equation 1 is about the variables of organizational characteristics.
Whereas equation 2 is about the financial performance indicators
of MFIs.
Where:
NOD=Number of Depositors proxy to Financial Inclusion of in an MFI,
AG=age of the MFI since establishment, OT = Organizational type,
GEO=geographical scale of the MFI, ST = service type, LS = License
Status, FST = financial service type, PAR = portfolio at risk delay beyond
30 days, ROA = return on assets, ROE = return on equity, DER = debt
to equity ratio, OER = operating expense ratio, OSS = operational selfsustainability, PY = portfolio yield and ε is the error term for company i
at time t assumed to have mean zero E [Є it] = 0. β0 is the constant value

of the regression surface. β1, 2, 3, ….,7 are parameters to be estimated; i
= MFI; i = 1, . . ., 15; and t = the index of time periods and t = 1, . . . , 5.
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By structuring the model in an appropriate way, we can remove the
impact of certain forms of omitted variables bias in regression results.
After summarizing theoretical and empirical reviews, organizational
features and financial performance indicators are selected to be
included as explanatory variables in the model. Thus, parameters for
the regression are estimated upon the equations indicated below:

CHAPTER 3: DATA ANALYSIS AND PRESENTATION
3.1. Introduction
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This chapter presents the contributions of microfinance institutions
towards financial inclusion denoted with the number of borrowers and
depositors, and the organizational features and financial performance.
This chapter also presents the empirical test results based on the linear
regression to test the outcomes of the analysis. The investigation is
made to know the effect of organizational characteristics of MFIs and
their financial performance on the financial inclusion. The chapter is
divided into two major sections. The first section presents the results of
the analysis on the organization features and the second section is
about the effects of financial performance indicators. Each separate
section has sub-section which discuss about the descriptive, correlation
and regression analyses. The analysis in the first section is made based
on the data for thirty VMFWG member microfinance institutions in the
year 2018 whereas the discussion in the second section is conducted
on the basis of data from fifteen MFIS during the period of 2014 to 2017.

3.2. The contributions of MFIs for financial inclusion
Microfinance institutions can contribute their part towards the
achievement of financial inclusion goals of a country. This section
of the study however emphasized on the contribution of VMFWG
member MFIs for the financial inclusion in Vietnam. The number of
account owners in an MFI indicates the level of financial inclusion.
Clients of an MFI become a MFI’s member while they apply for loans
or open voluntary saving accounts. In this regard, the following
analysis shows to what extent the MFIs support financial inclusion in
terms of the number of borrowers and the number of depositors in the
Vietnam context.
Number of borrowers refers to the total active borrowers in a year.
Being borrower by default allows the client to have an account in the
lender institution because of compulsory savings as a prerequisite.
Number of depositors on the other way refers to the total active
members holders with an institution. Clients of microfinance institutions
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can own saving accounts while they open compulsory savings and/
or voluntary savings accounts. The following two figures indicate the
trends of the number of borrowers and depositors respectively.
Figure 3: Total number of borrowers of MFIs in 2014-2017
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Figure 4: Number of depositors of MFIs in the period from 2014-2017
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In 2014-2016, the number of borrowers from unlicensed MFIs was
450,000 borrowers and continues to increase; on the other hand,
the number of borrowers from licensed MFIs was stable at 130,000
borrowers. In 2017, due to the transformation of CEP, the total number
of borrowers from both licensed and unlicensed MFIs has been
decreased. This indicates that CEP and licensed MFIs provide larger
loan size than the unlicensed MFIs.
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Figure 4.2 shows the variability of the number of savings clients of MFIs
in the period 2014-2017. The number of savings customers increased
dramatically in 2015, up to 746,202 customers. In the following year
from 2016 to 2017, there were decreased about 630,000 customers.
Figure 4.2 also shows that the difference in savings customers of 02
kinds of MFIs. On the one hand, licensed MFIs increased steadily during
the period from 2014-2017; on the other hand, the saving customers of
unlicensed MFIs changed unevenly, increasing in the period of 20142015 and decreasing in the period of 2015-2017. In 2017, the change
in the number of saving customers between the two groups was also
by the transfer of CEP.
Observe both Figure 4.1 and Figure 4.2, in the period 2014-2017,
while the number of savings clients of licensed MFIs is fewer than
the unlicensed MFIs, however, the disparity of total savings balance
between them was not clear. This given that the licensed MFIs
mobilize savings deposits better. It can explain that the current legal
regulations allow licensed MFIs to mobilize voluntary savings deposits
from microfinance customers and other individuals according to the
Law on Credit Institutions 2010; on the contrast, unlicensed MFIs are
only allowed to mobilize savings deposits from microfinance customers
(according to Decision 20/2017/ QD-TTg).
From the above analyses, it is understood that even though the members
show an increasing trend both in terms of number of borrowers and
depositors, it varies from year to year. Besides its variation, the absolute
number of account holders is low in comparison to the total number
of populations in Vietnam. Why? The next sections present about the
factors hindering the contributions of MFIs towards the financial inclusion.

3.3. Organizational characteristics and MFIs contribution
towards Financial Inclusion
3.3.1. Organizational characteristics
This section presents information about the organizational
characteristics of 30 MFIs which provide complete data during the
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year 2018, in terms of age, geographical coverage, size, institutional
type, lending methodology and service type they offer. The table
below shows the details:
Table 2: Organizational characteristics of MFIs
Variable

Age

Geographic
Scale

Size in GLP

Service Type

Lending
Method

Frequency

Percent

New (0-4 years)

7

23.3

Young (5-8 years)

8

26.7

Mature (over 8 years)

15

50.0

National

1

3.3

Province

7

23.3

District

22

73.3

Small (<$2million)

20

66.7

Medium ($2-8 million)

5

16.7

Large (>$8million)

5

16.7

unregistered MP

7

23.3

Registered MP

6

20.0

Social Fund

13

43.3

Licensed MFI

3

10.0

Bank

1

3.3

Loan services only

1

3.3

Loans & Savings

16

53.3

Loans, Savings & Non-financial

13

43.3

Group Lending

18

60.0

Group & Individual

4

13.3

Individual

8

26.7

As the above table shown, half of the microfinance institutions serve
over eight years. Only 23.3% of them are relatively new or below four
years life since establishment. The remaining 26.7% of the MFIs are
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Institutional type

Category
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young or in the age between five and eight years. Regarding the
geographic scale of their expansion, most of the MFIs (73.3%) open
their branches in districts or relatively rural areas; 23.3% of them expand
their geographic coverage at provinces and only 3.3% of them operate
at national level or relatively urban areas. In terms of gross portfolio
as an indicator to the size of MFIs, most of them (66.7%) are small or
their GLP is below $2million; whereas 16.7% of them are medium or
their size is between $2-8million and again 16.7% of them are large or
above $8million. The above table also indicate the institutional type of
microfinance in Vietnam. Institutional type represents the existing legal
environment or regulatory status of MFIs. As we can observe, more
than 90% of the MFIs in Vietnam are unregulated. On the other hand,
only 10% of them are licensed. Licensed MFIs are necessarily regulated
under the regulations and laws set by the national bank (SBV). Being
regulated and unregulated influences the sustainability because
regulation helps MFIs to raise funds from deposits. It also affects the
financial inclusion or outreach of their services. Concerning the main
types of services provide, majority of the MFIs (53.3%) provide both
loan and savings products; 43.3% of them also deliver both financial
(loan and savings) and non-financial services and the MFIs offer only
loan services represent only 3.3%. In order to provide the loan services,
most of them (60%) use group lending methodology. However, 26.7%
of them use individual lending and the remaining 13.3% of the MFIs use
both methods. Generally, from this analysis, we can understand that
MFIs in Vietnam are characterized by mature in age, rural focused,
small size of GLP, using group lending, unlicensed, and most of them
offer loans and savings products. This indicates that MFIs in Vietnam
follow the social business model.

3.3.2. The relationship between organizational characteristics
and number of depositors
The following correlation analysis presents about the relationship
between the variable included in the model. This analysis shows on
the direction of the relationship not the effect of each explanatory
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variable on the dependent variable. As a rule of thumb, if r = -1, there
is a perfect negative relationship and all the data points are on a
sample regression line with negative slope. If r = +1, the relationship is
a perfect positive one with all sample points on a regression line with
positive slope. If it is between 0.3 and 1, they are positively correlated
otherwise negatively correlated if it is between -1 and -0.3. However, if
two variables are statistically independent, the correlation coefficient
between them lays in between -0.3 & 0.3. Thus, the direction and, to
some degree, the strength of association can be judged simply by
looking at the sign and magnitude of r (Dowdy et al., 2004).
Table 3: Correlation analysis (a)
Variable
1

No. of
depositors

2

Age

4

5

6

7

2

3

4

5

6

1.000
.484**

1.000

.007

Geographic

-.195

-.358

Scale

.302

.052

.796**

.429*

-.124

.000

.018

.512

Institutional

.583**

.078

.030

.475**

Type

.001

.684

.875

.008

Service

.073

-.015

-.046

.000

.114

Type

.700

.938

.810

1.000

.549

Lending

.461*

.126

-.146

.251

.254

.138

Method

.010

.508

.442

.181

.176

.465

Size in GLP

7
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3

1

1.000

1.000

1.000

1.000

1.000

*. Correlation is significant at the 0.05 level (2-tailed).
**. Correlation is significant at the 0.01 level (2-tailed).

Source: SPSS Regression output
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Table 3 shows us correlations between number of depositors and
independent variables. As it shown in the correlation matrix, each
variable is perfectly positively correlated with itself and so r=1 along the
diagonal of the table. All the coefficient estimates of correlation for
age, size, institutional type and lending method statistically significant
and found in the interval (0.3, 1). This shows that these variables are
positively correlated with the number of depositors.
The correlation matrix also shows that geographic scale and service
type are statistically independent variables (all correlation values
lay between -0.3 & 0.3). There is a positive and relatively strong linear
association (79.6%) between size and NOD (r closes to 1). This shows that
the variance of differences will be small because of strong correlation.
The analysis also indicates that several independent variables are
correlated with each other.
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3.3.3. The effect of organizational characteristics on number of
depositors
To determine the influence of explanatory variables on the dependant
variable, regression analysis is used for the study. Table 4 presents the
results from the regression analysis carried out using the six explanatory
variables (organizational characteristics). This was done to determine
the best linear combination of independent variables for predicting
the number of depositors as a proxy for financial inclusion.
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Table 4: Regression analysis (a)
Model Summaryb

Model

R

R
Square

1 .883a .779 .722

Std. Error
Adjusted
of the
R Square
Estimate
1.26288

.779

Change Statistics
R

F
Change

df1

6

23

Square
Change
13.547

df2

Sig. F
Change

.000

ANOVA

a

Model
1

Sum of Squares

Df

Mean Square

Regression

129.636

6

21.606

Residual

36.682

23

1.595

Total

166.318

29

F
13.547

Sig.
.000b

Coefficientsa
Unstandardized
Coefficients

Model

B

1

Standardized
Coefficients

Std. Error

5.781

1.238

Tu

.575

.337

Geographic scale -.142
Size in GLP

Sig.

4.668

.000

.199

1.708

.101

.475

-.032

-.299

.768

.619

.387

.525

4.181

.000

Institutional Type

.577

.257

.259

2.248

.034

Service Type

.056

.424

.013

.132

.896

Lending Method

.629

.282

.232

2.229

.036

a. Dependent Variable: LnNOD
b. Predictors: (Constant) Lending Method,, Age, Service Type, Institutional Type,
Geographic scale, Size in GLP

Source: SPSS Regression output

From Table 4, it can be seen that the R-square shows that 77.9% of
variations in dependant variable (LnNOD) are explained by the
variations in the independent variables (age, size, geographic scale,
institutional type, service type and lending methods). It is noted from
the regression result that the adjusted R square in the model is 0.722.
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(Constant)

t

Beta
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This indicates the model is the best to explain NOD in MFIs. Which
means on average 72.2 % of the change in financial inclusion as
measured by NOD can be explained by these variables. The analysis
also shows the ANOVA test on the general significance of the model.
As p is less than 0.05, the model is significant. Thus, the independent
variables significantly predict the dependent variable (F=13.547;
p<0.05). Regarding the standardized beta coefficients, a unit change
in the independent variables (institutional features), would produce
an effect on the dependent variable (financial inclusion). The results
of the regression analysis also show that size in GLP, institutional type
and lending method have positive influence on the dependent
variable at 99% (for size) and 95% (for type and lending method) level
of significance. Age and service type have positive influence but their
effect is not statistically significant (all ps>0.05). Geographic scale
of the MFIs has not also statistically significant influence although it
affects the NOD negatively (p>0.05).

3.4. Financial performance of MFIs & its effect towards Financial
Inclusion
3.4.1. Descriptive statistics
It explores and presents an overview of all variables used in the analysis.
Descriptive statistics produced the mean and standard deviation
for each variable for the study. Mean and standard deviation are
used mostly in research studies and regarded as very satisfactory
measures of variation. The ratio of standard deviation to mean is
known as coefficient of standard deviation which happens to be a
relative measure and is often used for comparing with similar measure
of other series. Coefficient of standard deviation multiplied by 100 is
coefficient of variation (v); v ≥ 50%, is considered as high variation from
the mean. If it is below 10%, the deviation is insignificant. Otherwise
there is a moderate variation (Kothari, 2004). The summary statistics of
all the variables in this study is represented as in the following table (5)
shows that there are 60 observations for each variable, the mean and
standard deviation values.
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Table 5: Descriptive Statistics
Variables

N

Mean

Std. Deviation

LnNOD

60

8.6075876

3.33823115

PAR30

60

0.0050753

0.00977502

Operating Expense Ratio

60

0.1121707

0.02452680

Return on Equity

60

0.0385154

0.03578027

Return on Assets

60

0.2177048

0.21914864

Portfolio Yield

60

0.1751675

0.04979176

Operational self-sufficiency

60

1.3179379

0.28824090

Debt to Equity Ratio

60

3.5982547

5.16635991

Source: SPSS Regression output

The mean values of PAR30, ROA and debt to equity ratio indicate
that there were high differences between the values across the
MFIs because standard deviation was higher than the mean values.
The coefficient of variation for operating expense ratio, return on
equity, portfolio yield and operational self-sufficiency also shows that
moderate variations exist between the MFIs since the coefficient lies
in the range 10% and 50%.

3.4.2. Relationship between financial performance and financial
inclusion
Closely related to but conceptually very much different from
regression analysis is correlation analysis, where the primary objective
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As the above table shows, the average number of depositors as
measured by LnNOD for MFIs during the study period is about 8.60
and the value of its standard deviation is 3.34 which implies the
presence of moderate variations among the number of depositors
across the microfinance institutions included for this study because the
coefficient of variation (v) is 39%. This is in line with the main concern
of the study that identifying the factors contribute for such variation.

is to measure the strength or degree of linear association between
two variables. The correlation coefficient measures this strength
of (linear) association. The analysis and discussion are made using
similar criteria as we present at section 4.3.2 above. The difference is
only with variables.
Table 6: Correlations Analysis (b)
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Variable

lnNOD

PAR30

OER

ROE

ROA

PY

OSS

lnNOD

1.000

PAR30

-.025

1.000

OER

-.031

.141

1.000

ROE

.164

.326*

-.230

1.000

ROA

.172

-.120

-.022

.112

1.000

PY

-.161

.082

.093

.391**

.229

1.000

OSS

.037

.377**

-.183

.603**

-.123

.116

1.000

DER

-.128

-.254*

-.128

-.224

.106

-.089

-.252

DER

1.000

Source: SPSS Regression output

Table 6 shows us correlations between LnNOD and independent
variables. As it shown in the correlation matrix, each variable is
perfectly positively correlated with itself and so r=1 along the diagonal
of the table. All the coefficient estimates of correlation for PAR30,
operating expense ratio, Return on Equity, return on assets, portfolio
yield, operational self-sufficiency and debt to equity ratio found in the
interval (-0.3, 0.3). This shows that these variables are less correlated
with LnNOD. The result suggests that these variables are independent
of the number of depositors. Even if there are statistically independent,
ROE, ROA and OSS positively related to the number of depositors
whereas other variables like PAR30, operating expense ratio, portfolio
yield and debt to equity ratio have negative relation. The analysis
also indicates that several independent variables are correlated with
each other.
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3.4.3. The effect of financial performance of MFIs on Number of
depositors
To determine the influence of financial performance indicators
as explanatory variables on the dependant variable, panel data
regression analysis is used for the study. Table 6 present the results from
the regression analysis carried out using the seven explanatory variables
(financial performance indicators of MFIs). This was done to determine
the best linear combination of independent variables for predicting
the number of depositors as a proxy for financial inclusion in Vietnam.
Table 7: Regression Analysis (b)
Model Summary
Model

R

1

.668a

R Square

Adjusted R Square

.446

.383

Std. Error of the Estimate
.22633956

ANOVAa
Model
1

Sum of Squares

Df

Mean Square

2.187

6

.364

Residual

2.715

53

.051

Total

4.902

59

7.114

Sig.
.000b

Coefficients

a

Unstandardized
Coefficients

Model

B

1

Standardized
Coefficients

Std. Error

T

Sig.

Beta

(Constant)

2.976

.253

11.764

.000

PAR30

-.430

3.385

-.019

-.127

.399

OER

-.415

1.287

-.099

-.711

.048

ROA

.084

.140

.081

.595

.554

PY

-.322

.661

-.292

-.971

.001

DER

-.002

.009

-.036

-.264

.793

ROE

.716

1.167

.114

.614

.542

OSS

.061

.135

.002

.679

.003

a. Dependent Variable: LnNOD
b. Predictors: (Constant), ROE, ROA, OER, DER, PAR30, PY, OSS

Source: SPSS Regression output
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From table 7, it can be seen that the R-square shows that 44.6% of
variations in dependant variable (LnNOD) are explained by the
variations in the independent variables (PAR30, operating expense
ratio, Return on Equity, return on assets, portfolio yield, operational
self-sufficiency and debt to equity ratio). It is noted from the regression
result that the adjusted R square in the model is 0.383. This indicates
that on average 38.3 % of the change in financial inclusion as
measured by LnNOD can be explained by the variables in the model.
The analysis also shows the ANOVA test on the general significance
of the model. As p is less than 0.05, the model is significant. Thus, the
independent variables significantly predict the dependent variable
(F=7.114; p<0.05).
From this table, operating expense ratio and portfolio yield had a high
negative influence on number of depositors (β=-0.430, p<0.05 and
β=-0.322, p<0.01) respectively. The results of the regression analysis also
show that operational self-sufficiency has a high positive influence on
number of depositors which is significant at 99% (β = 0.066; p<0.01).
This indicates that three variables (operating expense ratio, portfolio
yield and OSS) statistically significantly influence LnNOD either
positively or negatively. On the other hand, PAR30 and DER has a
negative influence (at β=-0.430 and β=-0.002 respectively). ROA and
ROE have positive beta values (β=0.084 and β= 0.716 respectively) but
all of these four variables have no statistically significant influence (all
ps>0.05).

3.5. Findings and discussion on Factors affecting financial
performance micro finance institutions
The study analyses the independent influences of organizational
characteristics and financial performance indicators of microfinance
institutions on their efforts for financial inclusion proxy by the number
of depositors. The results indicate that the variation in the number of
depositors is better explained by the changes in the organizational
characteristics than the financial performance indicators. About
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77.9% of the changes in the number of depositors is because of
the variations in the organizational features whereas 44.6% of the
variation in the number of depositors is explained by the changes if
the financial performance of microfinance institutions. However, all
of the variables included in the model are not statistically significant.
The result discussion below is sorted on the basis of the independent
variables and focuses on their associations with previous findings.
After analysing the data, major organizational as well as financial
factors affecting the MFIs effort to contribute for financial inclusion
in Vietnam are identified and presented here under against the
theoretical aspects and empirical findings.
Based on the results of this study, six variables are identified which
statistically significantly influence the contributions of MFIs towards
achieving the financial inclusion strategy of Vietnam. These major
factors are discussed below:
Size of gross loan portfolio

The result of the regression analysis for this study shows that there is
a positive and statistically significant relationship between size of
gross loan portfolio and the number of depositors with a regression
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Literatures showed that though it is not precise, loan size is one of
the simpler indicators that small loans represent poor clientele. Loan
is the major asset from which income is generated. Offering loans
to economically active people will likely result in high repayment
rates and consequently lead to increased levels of MFI efficiency.
Therefore, a microfinance institution’s largest asset is its loan portfolio.
As evidences from the annual reports of the VMFWG shows the total
GLP from MFIs increased strongly about 23% in 2015 and 2016. In 2017,
GLP continued to increase but with the lower rate at 6% equivalent to
5,546 billion VND of the loan portfolio. In Vietnam, Institutional scale
is measured by the size of an institution’s gross loan portfolio (GLP) in
US Dollars (USD). Most of the microfinance institutions in Vietnam are
small in terms of GLP which means their GLP<2 million USD.

coefficient of 0.619 and p-value of 0.000. A one unit increase in the
loan portfolio, the number of depositors will increase by 62%. This
shows that when the MFIs approach to provide relatively larger loan,
the cost of transaction will decrease and it leads them to reach more
clients. Hence, microfinance institutions focus on offering loans to
economically active people that will likely result in high repayment
rates and consequently lead to increased levels of efficiency. On the
contrary, since the small loans are more expensive than the larger
loans, MFIs tend to offer the services only for low number of clients if
their loan portfolio is small in size. Finally, the financially efficient MFI
can reach out more clients, which has a positive contribution for
financial inclusion.
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Institutional type
Institutional type for this study represents the licensed and unlicensed
category of MFIs in Vietnam. The results of this study revealed that
most of the MFIs are unlicensed, only 10% of the MFIs are licensed.
Literatures showed that licensed microfinance institutions have the
opportunity to accept voluntary savings from the public and raise
additional funds from the commercial markets. It helps the MFIs to
be financially self-sufficient and ultimately this result to sustainability.
Whereas because unlicensed MFIs are not allowed to do so except
the compulsory savings, they always relied on subsidies. Subsidy and
donation dependent microfinance institutions will collapse while such
sources of fund have interrupted by their own reasons. Therefore,
institutional type affects the contributions of microfinance institution
towards the financial inclusion.
The result of the regression analysis for this study shows that there is a
positive and statistically significant relationship between institutional
type and the number of depositors with a regression coefficient of
0.577 and p-value of 0.034. This means that when one unlicensed
MFI transformed into licensed MFI, it will increase the number of
depositors by 57.7%. This shows that the result of the study is consistent
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with theories in that when the MFIs become licensed, they mobilize
more and more voluntary savings from the general public. Therefore,
institutional type is one of the most impressing area of emphasis in the
microfinance industry of Vietnam in order to positively contribute to
financial inclusion.
Lending method
Lending method for this study refers to the group lending, both group
and individual lending or individual lending methodologies whereby
the Vietnamese MFIs use to provide loan services to their clients. The
results of this study revealed that most of the MFIs implement the group
lending method. In other words, about 60% of the MFIs in Vietnam
use group lending. This finding is consistent with theory of welfare
that microfinance should improve the living conditions of the poor
with appropriate lending method. Literatures on lending methods
also displayed that group lending is the known mechanism to offer
small loans with the joint liability principle. However, the opponents

The result of the regression analysis for this study shows that there is
a positive and statistically significant relationship between lending
method and the number of depositors with a regression coefficient
of 0.629 and p-value of 0.036. This means that when an MFI uses more
and more individual lending method, it will increase the number of
depositors by 62.9%. This shows that the result of the study is consistent
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of welfarists, argued that group lending is costly in comparison to
individual lending because it requires monitoring of weekly meetings
and follow up the operation of the group members for small loan
size. Besides this, suing one member of a group because of the faults
of the other member due to joint liability is an immoral practice.
Institutionalists also put their opinion in that with the current market
where competition, regulation and commercialization exist, individual
lending has become more convenient in the microfinance sector so as
to be sustainable. Therefore, lending method affects the contributions
of microfinance institution towards the financial inclusion.

with theories in that individual loan sizes are larger than group
loan sizes and the greater the loan size is the cheaper for the MFIs.
Therefore, the lower the cost because of individual lending allows the
microfinance industry of Vietnam in order to positively contribute to
financial inclusion.
Operating expense ratio
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Literatures showed that this ratio provides the best indicator of the
overall efficiency of a lending institution. For this reason, the ratio is
also referred to as the Efficiency Ratio, measuring the institutional cost
of delivering loan services compared to the average loan size of its
portfolio. Therefore, a general rule is the lower the operating expense
ratio, the higher the efficiency for the MFI (MicroRate, 2014). This is
an important ratio because it can be internally managed and is
critical for the institution survival in competitive markets. If the MFI has
high operating costs, margins will be affected making it increasingly
difficult to compete on price.
In consistent with the above theoretical aspects of this variable, the
result of the regression analysis for this study shows that there is a
negative and statistically significant relationship between operating
expense ratio and the number of depositors of the MFI with a
regression coefficient of -0.415 and p-value of 0.048. This means
that when an operating expense ratio of an MFI increases by 1 unit,
the number of depositors will decrease by 41.5%%. This is because
with an increase in operating expense always negatively affects
the profitability of the institution. A decline in profits in turn affects
sustainability of MFIs and they shrink their outreaches down. In other
words, it means that the existence of higher operating expenses
in comparison to the average loan portfolio reduces the number
of depositors. But, the practical experiences of the microfinance
institutions in Vietnam indicate the lower operating expense ratio.
Nonetheless, the operating expense ratio requires an attention in
the microfinance industry of Vietnam to keep it at its lower level in
order to positively contribute to financial inclusion.
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Portfolio yield
Portfolio yield measures how much the MFI actually received in interest
and other payments from its clients during the period. A comparison
between the portfolio yield and the average effective lending rate
gives an indication of the institution’s efficiency in collecting loan
repayments from its clients. It is widely used in microfinance, where
the true cost of loans is often much higher than the nominal interest
charged and because it takes into account all fees, it is a more reliable
measure. But it must be understood in the context of the MFI’s interest
rate environment (MicroRate, 2014). Normally, portfolio yield indicates
an institution’s ability to generate the revenue to cover its financial
and operating expenses. In a real situation, MFIs tend to mask their
lending rates by adding things such as commissions, forced savings
and other fees. This is because clients may be less likely to borrow, or
interest rate ceilings may exist by the government to prohibit the high
interest rates.

Operational self-sufficiency
Operational self-sufficiency (OSS) indicates to what extent the
interest revenues from the loan portfolio covers the operating
expenses of the MFI. It is commonly used measure of financial
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The result of the regression analysis for this study shows that there is
a negative and statistically significant relationship between portfolio
yield and the number of depositors of the MFI with a regression
coefficient of -0.322 and p-value of 0.001. This means that when a
portfolio yield of an MFI increases by 1 unit, the number of clients
will decrease by 32.2%. But portfolio yield positively affects the
profitability and sustainability of the MFI because it is the main source
of revenue. The practices of microfinance institutions in Vietnam
indicate the lower portfolio yield. This is because of the existence of
subsidies and donations. Nevertheless, a greater attention should be
given for portfolio yield since its change automatically affects both
sustainability and financial inclusion.

sustainability of microfinance institutions. Therefore, as a general
rule the OSS more than 100% means the more the MFI is financially
self-sufficient and sustainable.
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In consistent with this, the result of the regression analysis for this study
shows that there is a positive and statistically significant relationship
between operational self-sufficiency and the number of depositors
of the MFI with a regression coefficient of 0.061 and p-value of 0.003.
This means that when one unit increase in OSS causes to an increase
in the number of depositors by 6.1%. This is because with an increase
in OSS builds the MFIs self-confidence to reach out more clients. In
other words, it means that the existence of higher operational selfsufficiency implies the MFI is able to cover all operating expenses with
the revenues generated from its operations without any donation or
subsidy. Self-sufficient MFIs can contribute a lot to financial inclusion.
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CHAPTER 4: CONCLUSIONS AND RECOMMENDATIONS
The purpose of this last chapter is to recap the whole research
in a comprehensive manner. In view of that, the first part presents
conclusions of the thesis and indications of empirical results and the
second part shows recommendations provided by the researchers.

4.1. Conclusions
The objective of this study is to examine the effects of organizational
characteristics and financial performance indicators of the
microfinance institutions on their contributions towards the financial
inclusion in Vietnam. The study examines the effect of thirteen factors
on the number of depositors as a measure of financial inclusion. This
study used secondary data collected from the Vietnam microfinance
working group member microfinance institutions from the period
2014 to 2017 for financial performance indicators and in 2018 for
organizational characteristics related factors. Descriptive analysis
and Regression analysis were performed to discuss the existing
situations and to identify the influential factors that determine the
MFIs’ contribution to financial inclusion.
The main empirical study results are pointed out as follows:
Even though the number of account holders show an increasing
trend both in terms of number of borrowers and depositors, it
varies from year to year. Both organizational characteristics
and performance indicators contribute for this variation. MFIs
in Vietnam are characterized by mature in age, rural focused,
small size of GLP, using group lending, unlicensed, and most of
them offer loans and savings products. This indicates that MFIs in
Vietnam follow the social business model.



Regarding to the factors influence the number of depositors
as a proxy for financial inclusion in Vietnam, six organizational
characteristics (age, geographical coverage, GLP size, institutional
type, lending methodology and service type) and seven financial
performance indicators (PAR30, operating expense ratio, Return on
VIETNAM MICROFINANCE WORKING GROUP - 65
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Equity, return on assets, portfolio yield, operational self-sufficiency
and debt to equity ratio) of MFIs are included in the research
model and regression has been taken separately.


The results indicate that the variation in the number of depositors
is better explained by the changes in the organizational
characteristics than the financial performance indicators. It
accounts for 77.9% and 44.6% respectively. However, all of the
variables included in the model are not statistically significant to
influence the contributions of MFIs towards the achievement of
the financial inclusion strategy of Vietnam.



The size of gross loan portfolio has positive and statistically
significant influence of the number of depositors of microfinance
institutions which means MFIs having large size as measured
by GLP are better than those with that of small size. This has an
implication that an MFI in Vietnam with larger GLP can contribute
more to financial inclusion. The positive relationship implies that
size GLP is a crucial factor for MFIs in Vietnam to have a better
market share in controlling the economies of scale in business
and have the benefit of higher profits and sustainability.



Regarding to the Institutional type, it has positive and
significant impact on number of depositors in MFIs of Vietnam.
This predicts that licensed MFIs can mobilize more and more
voluntary savings from the general public and can contribute
more for financial inclusion.



Lending method also display that a positive relation with number of
depositors and found to be statistically significant factor affecting
financial inclusion. This implies that microfinance institutions with
individual lending are placed in a position of being better-off
profits and can easily expand their outreach. However, most of
the MFIs in Vietnam still follow group lending.
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Operating expense ratio has negative and statistically significant
impact on the number of depositors of MFIs in Vietnam. This
predicts that microfinance institutions with lower operating
expenses would of course result in more income and make them
more profitable due to cost and some scale effects. This leads to
focus on offering their financial services to more and more clients
so that better contribute to financial inclusion.



Portfolio yield also has negative and statistically significant impact
on financial inclusion. This implies that microfinance institutions
having higher interest rate diminishes the number of clients but
improves its financial performance and the reverse is true. It
means that such situation may affect the microfinance client in
the short-run but it will be good for the long-run since once the
MFI earn enough profits, it will expand its services.



Finally, operational self-sufficiency has a positive relation with
number of depositors and found to be statistically significant
factor affecting financial inclusion. This implies that microfinance
institutions with higher percentage of financial self-sufficiency are
courage to expand their services so that they can contribute for
financial inclusion in a better way.

4.2. Recommendations

VIETNAM MICROFINANCE WORKING GROUP - 67

CHAPTER 4: CONCLUSIONS AND
RECOMMENDATIONS

The micro finance sector in general and sample MFIs in particular
needs more effort on its financial sustainability to have relatively
stable contribution towards financial inclusion. Micro financial
institutions should work for double bottom line objectives: social
mission plus financial mission by identifying major factors affecting
their efforts to contribute for financial inclusion. Based on the major
findings obtained from the study, we provide the following additional
recommendations:

It is worthwhile for the management to have high consideration
of decreasing the operating expenses by implementing
digital finance service models instead of stacking on labor
intensive model;

•

Increasing services fees, not interest rates;

•

Be licensed;

•

Shift to both group and individual lending method and use
cross-subsidization and progressive lending; and

•

Should focus on operational self-sufficiency
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•
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