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Abstract:

This paper examines the impact of corporate governance on the performance of 450 
privatized firms in Vietnam. To study the effect of changes in management and the role of 
state ownership on the performance of privatized firms, we utilize a panel of 450 Vietnamese 
firms privatized over the 2000-2004 period. As the state ownership of these firms was 
determined exogenously, we avoid the simultaneity problem often present in studies on 
transition economies where existing managers become owners or are replaced. In addition, 
due to the limited number of managers with market-economy skills in Vietnam, we avoid the 
selection problem often present in studies for market economies where new managers may 
be better suited than existing managers to manage the firm. Controlling for initial conditions 
and sector-specific effects and using several measures of enterprise performance, we find 
that the privatized firms’ performance are positively related with the entry of new managers 
and negatively related to the retaining share of the state. 

In this study we use the methodologies first introduced by Megginson, Nash and Van 
Randenborgh (MNR 1994) by using the Wilcoxon and proportion tests to compare the pre- 
and post-privatization financial and operating performance of the firms in our sample.  
Although the pre–post comparison method has been applied in many studies, it has its 
shortcomings. Indeed, this method is unable to isolate the impact of privatization on firm 
performance from concurrent effects of other economic factors. To deal with this issue, the 
DID (difference in difference) method is employed in this paper. 

Both approaches confirm that privatization in Vietnam brings about significant improvement 
in most performance measures of the firm, namely profitability, productivity, and 
employee’s welfare.  This paper reveals some important impact of governance on corporate 
performance.  Privatization leads to important changes in the nature and the structure of 
ownership of firms as well as in management personnel, which in turn significantly 
influence the performance of privatized firms.  Our study also finds that the competition 
resulted from the opening to foreign markets has significant and positive impact on the 
performance of privatized firms. Finally, we find that privatized firms in Vietnam still rely 
on commercial banks as the main source of providing credits for their activities.   
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1. Literature review  
The economic efficiency of state vis-à-vis private ownership has long been the subject of 
debate among academic researchers. It has been nearly a quarter of century since the 
Britain’s Thatcher’s government initiated the privatization program in 1984. Since then, 
privatization has been part of government’s policy menu, not only in the developed but also 
in the former socialist countries. As for the academics, according to Becht, Bolton, and 
Rosell (2002), one of the reasons why corporate governance has become such a prominent 
topic in the past two decades is the world-wide wave of privatization which has raised the 
issue of how the newly privatized corporations should be owned and controlled. Moreover, 
the issues surrounding the choice of privatization method rekindled interest in governance 
issues. Indeed Shinn (2001) finds that the state’s new role as a public shareholder in 
privatized corporations has been an important source of impetus for changes in corporate 
governance practices worldwide. 

This section reviews empirical studies that investigate the impact of privatization on the 
performance of former SOEs. The reason for our focus on the empirical literature instead of 
the theoretical literature is that, as Jean-Jacques Laffont and Jean Tirole (1993) admitted, 
theory alone is unlikely to be conclusive with respect to the economic efficiency of state vs. 
private ownership. Moreover, our primary interest in this review is the experience of 
transition economies rather than of the developed ones. It is important to note that in 
transition countries, privatization is only part of a comprehensive and radical changes as 
these countries transform themselves from a centrally planned economy toward a market-
oriented economy. This fact implies that it is more difficult to isolate the impact of 
privatization from that of other reforms. 

Empirical studies in the last two decades have generally agreed that private firms appear to 
perform better than the state-owned firms. It appears that privatization can help improve 
financial performance of firms, which is indeed the case repeatedly confirmed in many 
empirical studies (e.g., Boardman and Vining, 1989; Vickers and Yarrow, 1991; Shleifer, 
1998; D'Souza and Megginson, 1999; Nellis, 1999, 2000; Havrylyshyn and McGettigan, 
2000; Djankov and Murrell, 2000; Shirley and Walsh, 2000; Megginson and Netter, 2001; 
Megginson and Sutter, 2006). The natural follow-up question is to ask why performance has 
improved. 

There are several possible explanations for the positive impacts of privatization at the firm 
level. Most fundamentally, privatization addresses the problems of the inefficiency of state’s 
ownership (e.g., Boardman and Vining, 1989; Dewenter and Malatesta, 2001; Megginson 
and Netter, 2001), state intervention before privatization such as imposed political objectives 
(e.g., Kornai 1992, Roland 2000), distorted incentives such as soft budget constraints (e.g., 
Kornai 1988, 1993, 2000; Berglof and Roland 1998; Frydman, Gray, Marek, Hessel, and 
Rapaczynski 2000), ratchet effects (e.g., Berliner 1952; Weitzman 1980; Freixas, Guesnerie, 
and Tirole 1985; Laffont and Tirole 1993; Roland and Szafarz 1990), and the monopoly of 
SOEs (e.g., Vining and Boardman, 1992; Laffont and Qian, 1999).  

Privatization helps resolve these problems in many different ways.  

First, by establishing private ownership, privatization helps fix the incentives of the 
managers and other stakeholders. For the managers, monetary incentives after privatization 
may become stronger than rent seeking because of significant increase in both compensation 
and pay-performance sensitivity of managers (Wolfram, 1998; Cragg and Dyck, 1999; 
Cuevo and Villalonga, 2000). Unlike their counterparts in SOEs, managers in privatized 
firms do face the threat of dismissal if they underperform (Muravyev, 2001; Firth, Fung, and 
Rui 2006). In addition, change in ownership can also brings in new management with 
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capacities, skills, and resources which are more suited to the new environments (e.g., 
D’Souza and Megginson 2000).  

Second, by depoliticizing the firm, privatization separates politics, state management, and 
economic activities, thereby keeping the state out of day-to-day business of privatized firms 
(e.g., Shirley, 1999; Hellman and Kaufmann, 2003).. A consequence of this separation is that 
it is now more costly for the government to intervene into the privatized firm (e.g., Shleifer 
and Vishny, 1994).  This in turn helps limit the extent of interference of the government.  

Third, now that the government has fewer stakes in privatized firms, it is more likely that the 
budget constraints will be hardened (Roland, 2000). The concept of “soft budget constraint” 
– which means the refinancing of loss-making enterprises (Kornai, 1992) – relates to the 
assumption that the government cares about the private benefits of SOEs’ employees and the 
paternalism nature of the socialist governments. From that perspective, privatization changes 
the incentives of the state as a provider of funds, and therefore, may lead to the reduction of 
subsidies. It is important, however, to note that privatization is not the sufficient condition 
for getting rid of paternalism and soft budget constraints. 

To summary, according to the current empirical literature, the major reason for which 
privatization can enhance the performance of privatized firms is that it helps improve the 
efficiency of corporate governance in these firms. This proposition has been put forward by 
both agency and public choice theorists and confirmed by substantial number of empirical 
studies in many different countries and regions. Agency theories also help to explain a 
stylized fact, namely the performance variance observed in privatized firms, which is well-
documented in the empirical literature. According to Cuervo and Villalonga (2000), the 
organizational and contextual variables (including policies relate to deregulation, 
liberalization, privatization method, and restructuring) are responsible for this variation. 
Similarly, Roland (2000) argues for example that “the efficiency of corporate governance in 
the various transition economies is related directly to the privatization policies chosen and to 
the distribution of economic power and the economic environment generated by specific 
privatization policies.”1 Table 1 summaries Roland’s propositions on the effects of different 
privatization methods on corporate governance and restructuring in Eastern European 
countries. 

 

 

 

 

 

 

 

 

 

 

 

 
1 Roland goes even further to argue that “the vested interests created by the initial distribution of economic 
power following specific privatization policies is likely to have far-reaching consequences in terms of state 
capture, level of law enforcement, tax collection, underdevelopment of the private sector and of financial 
markets.” 
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Given the fact that Roland’s main concern is the former socialist countries in Eastern 
Europe, it is understandable that major methods of privatization undertaken in China and 
Vietnam are not covered in Table 1. In fact, privatization program in Vietnam is best 
described as top-down sales to both insiders and outsiders. The largest chunks of shares have 
been held by the state and insiders (managers and workers). On average, only about 15% of 
shares have been sold to outsiders. Among 2,224 privatized firms up to October 2004, 860 
firms did not sell any shares to the public. Indeed, if we adopt Roland’s view that different 
privatization policies under different initial economic and political conditions can lead to a 
divergence in the corporate governance of firms across transition economies, then Vietnam 
and China should be considered separately.   

Now let’s turn to a handful of studies addressing the impact of privatization on corporate 
governance, and thereby, on the performance of privatized firms in Vietnam. In general, 
although there are still many shortcomings pertaining to privatization (e.g., it is partial, 
gradual, and incomplete,) it is till more efficient than 100% public ownership. It is estimated 
that for all privatized enterprises, on average, their chartered capital has increased by 44%, 
revenue by 23.6%, employees’ income by 12%, and dividend yield is 17.11%.2

A recent nation-wide survey of 261 privatized enterprises in 2002 conducted by the Central 
Institute of Economic Management (CIEM) reveals that privatization has had significant 
positive effects on the overall performance, financial status, and restructuring of most 
enterprises. For example, 93% of enterprises report that their financial performance 
improved after privatization.  

The most notable and persuasive study about the impact of privatization on firms’ 
performance in Vietnam so far is the paper by Truong, Lanjouw, and Lensink (2006). This is 
perhaps the first study that employs sophisticated econometric methods to study the effect of 
privatization in Vietnam. This paper follows the methodology of Megginson, Nash and 
                                                 
2 http://www.nld.com.vn/tintuc/chu‐diem/112215.asp

http://www.nld.com.vn/tintuc/chu-diem/112215.asp
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Randenborgh (1994) to compare the pre- and post privatization financial and operating 
performance of the sample and sub-samples of 84 SOEs and 121 privatized firms between 
1993 and 2002.  Truong, Lanjouw, and Lensink find that privatization has significantly 
improved the profitability (measured by income before tax on assets, sales, and equity) and 
efficiency (measured by real sales efficiency and income efficiency) of firms.  

Given the fact that the state and insiders (managers and workers) still retain a considerable 
portion of the shares even after privatization, the performance improvement is quite 
remarkable. Serious researchers should ask the question about the relative importance of 
state and private ownership with respect to the performance of privatized firms in Vietnam. 
It is not that all easy to deny the potentially positive contribution of the state ownership. 
Indeed, Anderson, Lee and Murrell (2000) report in their study on privatization in Mongolia 
that there is no evidence confirming a positive effect of private ownership on firm 
performance. In contrast, the authors find that state ownership is significantly more effective 
in improving firm productivity than private ownership. Similarly, Djankov and Murrell (JEL 
2002), in their survey of more than 100 empirical papers on the determinants of enterprise 
restructuring in transition countries, find that the identity of the owners of the privatized 
firms matters for the benefits of restructuring; and surprisingly, in contrast to the common 
belief, they find that “state ownership within partially-privatized firms is surprisingly 
effective”. 

Our explanation for this controversial is that empirical studies on the performance effects of 
privatization should not abstract from the economic, political, social, and institutional 
context. Abstracting from context is the reason for the opposite predictions and findings in 
the empirical studies. For example, privatizing state-owned assets into the “wrong hands", 
without an effective mechanism of corporate governance, hard budget constraints, and an 
incorruptible juridical system, turns out to be detrimental to the growth of the economy 
(Black et al. 2000, Djankov and Murrell 2002, Stiglitz 1999).  

Let’s us now make a few comments on the empirical methodology. As noted by Megginson 
and Netter (2001), there are many methodological problems in isolating the impact of 
ownership (i.e., private or state) on the firm’s performance. The first problem is that, it is 
often very difficult to determine the appropriate benchmarks for comparison. This problem is 
particularly pronounced in developing and transition economies with limited private sectors. 
The lack of the private sector is, however, not a serious problem for Vietnam since the 
Vietnamese private sector is relatively significant, even before the implementation of 
privatization program in 1992. 

The second problem involves selection bias and endogeneity. In many countries, not all 
SOEs face the same probability of being subjected to privatization. Furthermore, in many 
countries, the best performing firms are privatized first while in other countries (e.g., 
Vietnam), the government’s priority in the privatization program is to get rid of unprofitable 
SOEs as soon and as much as possible. It is, therefore, difficult to evaluate the impact of 
privatization on the performance of firms where the ownership structure itself is endogenous 
and subject to selection bias. This is not a big problem in the case of Vietnam since the 
ownership structure in privatized firms in Vietnam is determined exogenously. 

The third problem is measurement. The finance literature has yet reached an agreement on 
the appropriate financial measurements in comparative studies (Fama 1998; Lyon, Barber 
and Tsai, 1999; Brav, Geczy, and Gompers, 2000). For instance, there has been a significant 
debate on the methodologies of estimating the long-run returns. The focal points of the 
debate are how to calculate the long-run returns and how to construct test statistics (Galal, 
Jones, Tandon, and Vogelslang, 1994; Barber and Lyon, 1996, Megginson and Netter, 
2001). The debate is understandable since findings of significant positive (or negative) long-
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run returns will seriously question the validity of the efficient market hypothesis, which is a 
well-established concept in finance literature (Megginson and Netter, 2001). The 
measurement and accounting problems are serious for Vietnam. We will provide more 
discussion on these issues in section 2. 

Now let’s us provide the preamble of this paper. The objective of this study is to examine the 
impact of changes in corporate governance resulted from the privatization to the 
performance of privatized firms in Vietnam. To distinguish our study from others’, this 
paper focuses on the two special features of the post-privatization corporate governance in 
Vietnamese firms, namely the relatively significant size of residual state ownership and the 
limited management turnover after privatization. 

With respect to the first feature, the case of Vietnam is interesting because this country’s 
privatization approach is different from privatization programs in many other transition 
economies (except China) in that on average, residual state and insider’s ownership in 
privatized firm up to 2004 still accounts for about 80% of total ownership. According to the 
more or less standard result from the empirical literature so far, this would indicate a fairly 
modest effect of privatization. One objective of this paper is to see if this is actually the case 
in Vietnam. As the state ownership of privatized firms in Vietnam was determined 
exogenously, we avoid the simultaneity problem often presents in studies for transition 
economies. 

The second special feature of Vietnam’s privatization program is that privatized firms in 
Vietnam have experienced a much less management turnover than their counterparts in other 
non-transition and transition economies (including China). More specifically, in our sample, 
the retention rate of management a year after privatization is over 80%. The turnover rate of 
CEOs after one year of privatization is 18.42%, in which the normal turnover rate is 14.80% 
(9.21% is retirement and 5.59% is voluntary resignation), meaning that the forced turnover 
rate is only 3.62%. Muravyev (2001) asserts that the average forced turnover rate for CEOs 
in Russian privatized firm after the first year is about 15-20% (while some other estimate can 
be as high as 25-35%). We do not have the statistics of the turnover rate for Chinese CEOs 
after the first year of privatization, but the turnover rate for Chinese listed firms is about 40% 
(Firth, Fung, and Rui 2006) 

To study the effect of change (and unchange) in management on the performance of 
privatized firms, we employ a new data set which is the result of a sophisticated survey 
conducted by CIEM in 2004. More specifically, we use a panel of 450 Vietnamese firms 
privatized over the 2000-2004 period.  

The rest of the paper is organized as follows. Section 2 describes the data while section 3 
introduces the empirical strategy used in this paper. Here we use the Wilcoxon and 
proportion tests first introduced by Megginson, Nash and Van Randenborgh (hereafter 
referred to as the MNR methodology) to compare performance measures of the firms pre- 
and post-privatization in Vietnam. The empirical strategy is afterwards applied in section 4 
where the tests and results are presented. Since Wilcoxon and proportion tests are unable to 
isolate the impact of privatization on firm performance from concurrent effects of other 
economic factors, we also employ the DID (difference in difference) method in section 5. 
Section 6 compares our results with others studies. Section 7 concludes. 
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2.  Data 
The data employed in this study is complied from two main sources. The first source is the 
most recent survey conducted by the Central Institute of Economic Management (CIEM) in 
2005 on post-privatization issues. This sophisticated 16-page survey questionnaire consists 
of 51 questions that are classified into 3 sections, namely general information, post-
privatization governance issues, and financial data. The second section of the questionnaire 
is to learn about the management’s subjective evaluation on a wide range of post-
privatization governance issues, including but not limited to the control and ownership 
rights, employment, product restructuring, the relationship with financial and banking 
institutions etc. Data on the financial performance of privatized firms in section three is 
unfortunately inadequate for our analysis since on average, it covers only two to three years 
(i.e., between 2002 and 2004). The second source of data, which comes from the annual 
comprehensive enterprise survey conducted by Vietnam’s General Statistical Office (GSO), 
helps mitigate this data problem. The combination of CIEM and GSO surveys produces a 
more complete and pertinent data set on post-privatization governance issues and financial 
performance of privatized firms. This merged data set allows us to examines the impact of 
change is corporate governance, which is a direct result of privatization, on the performance 
of privatized firms in Vietnam.  

Following D’Souza and Megginson, we limit our analysis to those companies that are sold, 
either fully or partially, to private investors through a public share offering. The main reason 
for this is that companies that are privatized by this method continue to generate financial 
and accounting data that is comparable to pre-privatization data. 

Furthermore, we select firms that are privatized in 2002 or 2003 and that have at least two 
annual observations in the years -2 to -1 and in the period +1 to +2, where the year of 
privatization is defined as year 0.  

This selection criterion yields a sample of 209 firms from 15 industries. The summary of our 
sample is provided in Table 2.  
 

Table 2. Sample structure by sector, location, capital and residual state share 
 Number of firms Percentage 
By sectors   
Manufacturing 124 60.8% 
Trade  50 24.5% 
Services 30 14.7% 
Total 204 100.0% 
By location   
The level-1 cities/provinces 77 36.5% 
The level-2 provinces 134 63.5% 
Total 211 100.0% 
By labor   
Less than 100 66 38.8% 
From 100 to 300 48 28.3% 
More than 300 56 32.9% 
Total 170 100.0% 
By the state’s residual share   
Less than 30% 105 49.8% 
From 30% to 50% 35 16.6% 
More than 50% 71 33.6% 
Total 211 100.0% 
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 Number of firms Percentage 
By changes in management personnel  
After the first year:   
Changed 29 13.9% 
Unchanged 181 86.1% 
Total 210 100.0% 
After the second year:   
Changed 43 34.6% 
Unchanged 80 65.4% 
Total 210 100.0% 
 

 

3. Testable hypotheses and methodology 

3.1. Testable hypotheses 
Empirical literature seems to suggest that when SOEs are privatized, their profitability 
increases for several reasons. Privatized firms tend to be more profit oriented and less 
focused on social or political objectives since under private ownership, managers are directly 
responsible to shareholders whose wish is to maximize their profit. Profitability can increase 
through efficiency gains thanks to the reduction of redundant labor, which was previously 
maintained by the politicians for electoral reasons at the cost of firms (Boycko et al., 1996). 
Similarly, after privatization firms have incentives to use human, financial and technological 
resources more efficiently because of a greater stress on profit goals and more viable threats 
of bankruptcy and dismissal (Boycko et al. , 1996). Moreover, it is also expected that output 
(e.g., sales revenues) will increase following privatization, because of better incentives, more 
flexible financing opportunities, and greater scope for entrepreneurial initiatives (Megginson 
et al., 1994).  

Although the performance measures used in our study will be explained carefully in section 
4, a few words about them are in order here. It is important to emphasize that because of the 
lack and unharmonization of the data in Vietnam compared with other more developed 
countries, it is sometimes impossible to employ the measures that are commonly used in the 
literature. In several circumstances, it is even necessary to adjust the data coming from 
different sources to fit the Vietnamese situation. For instance, income before tax is used in 
our study to calculate the profitability ratios of firms instead of net income as in the MNR 
methodology. This measurement modification change in measure is necessary because the 
privatized firms in Vietnam are given income tax exemption for the first two years after 
privatization and then a discount of 50% for the next two years. 

Regarding leverage, according to Megginson, Nash, and Randenborgh (1994), the shift from 
public to private ownership may lead to a decrease in the share of debt in the capital 
structure. Arguably, the situation in Vietnam may be different. The privatized firms are still 
viewed as SOEs by many state-owned commercial banks. Moreover, according to the 
privatization laws and regulations, the privatized firms continue to enjoy the SOE status for a 
while. Consequently, even with the end of government debt guarantees the privatized firm’s 
cost of borrowing may not increase substantially. In addition, because the equity markets in 
Vietnam were quite weak in the early 2000s, and therefore, were not a major source of 
firms’ capital. It means firms might not have access to public equity markets and continued 
to rely on debts. Overall, the impact of privatization on leverage is unclear for Vietnamese 
privatized firms. 

We expect that the level of redundant employment should decline once the SOE, which is 
usually overstaffed, turns private and no longer receives government subsidies. On the other 
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hand, the level of employment may not decrease but increase if the firms are doing well and 
expanding. Finally, once the productivity of newly privatized firms increases as a result of 
privatization, employee income and welfare should improve. Table 3.1 presents definitions 
and expected changes of the performance measures investigated in this paper.  

 

Table 3.1. Summary of Testable Predictions 
This table summarizes our hypotheses on the changes resulted from privatization. The table also 
provides definition of empirical proxies for the variables used in our analyses.  In computing the real 
value of both flow and stock variables (e.g., sales and investment), we deflate these variables using 
the appropriate consumer price index (CPI) issued by Vietnam’s General Statistical Office. When 
computing ratios, we use nominal data in both the numerator and denominator. Local currency data is 
used in all these analyses. 

 

 
 

3.2. Application of Megginson, Nash and Van Randenborgh methodology  

This section describes how we apply the MNR method to compare pre- and post-
privatization performance measures of firms.3 The method is implemented in several steps 
as described in Megginson, Nash, and Randenborgh (1994: 422). 
The first step of MNR method is to compute performance empirical proxies for all sample 
companies for several years before and after privatization. Due to the lack of series data, we 
construct the performance measures for the last two years before privatization (i.e., under 
public ownership) and two years after privatization (i.e., under privatized ownership). We do 
this by calculating the mean of each performance variables for every firm over the pre-
privatization period (year -2 to -1) and post-privatization period (year +1 to +2). Year 0, 
which is the transition between public and privatized ownership is excluded from our 
analysis.4   

In the second step, we use the Wilcoxon signed-rank test as the principle method of testing 
for significant changes in the performance variable, using the pre- and post-privatization 
means computed in the previous step. The Wilcoxon signed rank sum test is simply the non-
                                                 
3 See Megginson, Nash and Van Randenborgh, 1994; Boubakri and Cosset, 1998; D’Souza and Megginson, 
2001. 
4 Megginson, Nash and Van Randenborgh (1994) tried to obtain 7-year data series for all firms. But since this 
task was too difficult, they also included in the sample firms with two observations in each windows. 
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parametric version of a paired samples t-test. The null hypothesis of the test is that the 
median difference in variable values between the pre- and post-privatization samples is zero.   

In addition to the Wilcoxon test, Megginson, Nash, and Randenborgh also perform 
proportion test to see whether the proportion (p) of firms that experience changes in a given 
direction is greater than mere chance, i.e., the null hypothesis is p = 0.5. 

Local currency data is used in our analyses. In computing the real value of both flow and 
stock variables (e.g., sales and investment), we deflate these variables using the appropriate 
consumer price index (CPI) issued by the General Statistical Office. When computing ratios, 
we use nominal data in both the numerator and denominator.  

 

 

4. Empirical results using Megginson, Nash, and Van Randenborg method 

In the sections below, we present and discuss our empirical results for the full sample of all 
privatized firms (presented in Table 4.1.a), and for the five sub-samples (presented in Tables 
4.2.a to 4.2.e). 

 

4.1. Full sample analysis 
Table 4.1a summarizes the empirical result for our full sample comprising of 209 firms 
privatized during 2002 and 2003. In this exercise, we compare the average operating and 
financial performance of these firms before and after privatization.   

For each empirical proxy, we provide the number of useable observation, the mean and 
median value of the proxy, and Z-statistics of the Wilcoxon singed rank test, which is the 
test of significance for the change in median value. In addition to the Wilcoxon test, this 
study also employs the proportion test. Therefore, the last two columns of the table provide 
the percentage of firm that behaves in the way we expect together with the p-value of the 
proportion tests. In computing the real value of both flow and stock variables (e.g., sales and 
investment), we deflate these variables using the appropriate consumer price index (CPI) 
issued by Vietnam’s General Statistical Office. When computing ratios, we use nominal data 
in both the numerator and denominator. Local currency data is used in all these analyses. 

 

Table 4.1.a: Summary of Results from Test of Predictions for the Full Samples 
 
 N Mean  

before 
Mean  
after 

Variation 
of mean 

Z - statistic of 
Wilcoxon 

Signed Ranks 
Test 

% of firm 
that 

changed as 
predict 

Asymp. Sig. 
(2-tailed) 

   Median Median     
PROFITABILITY 
ROA 130 0.0239 0.0484 0.0245 5.027 (a) 70% .000(a) 
   0.0166 0.0368 0.0202    
ROS 130 0.0112 0.0413 0.0301 6.020 (a) 76% .000(a) 
   0.0124 0.029 0.0166    
ROE 129 0.0864 0.0977 0.0113 4.392 (a) 73% .000(a) 
   0.0567 0.1238 0.0671    
OPERATING EFFICIENCY 
Sales (million 
VND) 

139 286.9693 399.0587 112.0894 5.073 (a) 73% .000(a) 

   96.2445 133.1445 36.9    
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 N Mean  
before 

Mean  
after 

Variation 
of mean 

Z - statistic of 
Wilcoxon 

Signed Ranks 
Test 

% of firm 
that 

changed as 
predict 

Asymp. Sig. 
(2-tailed) 

Income before tax 
(million VND) 

131 4.2617 9.2892 5.0275 6.678 (a) 78% .000(a) 

   1.3389 4.1022 2.7633    
OUTPUT 
Real sales (million 
VND) 

147 81062.39 95316.26 14253.87 3.471 (a) 67% .000(a) 

   24681.26 22470.22 -2211.04    
LEVERAGE 
Leverage ratio 187 0.4998 0.6104 0.1106 4.946 (a) 56% .185(a) 
   0.5185 0.6322 0.1137    
         
EMPLOYMENT 
Total employment 147 337.0454 286.1222 -50.9232 -3.903 (a) 68% .000(a) 
   180 121.9167 -58.0833    
Labor welfare 
(million VND) 

138 11.6037 15.4586 3.8549 7.270 (a) 83% .000(a) 

   10.0374 13.5603 3.5229    
 

A. Profitability changes 

In our empirical study, profitability is measured by three ratios: return on sales (ROS), also 
called “commercial profitability”, return on assets (ROA), almost similar to economic 
profitability and return on equity (ROE), also called financial profitability. In computing all 
three profitability ratios, we use income before tax in the numerator instead of net income as 
in the MNR methodology. The reason is, as already mentioned previously, privatized firms 
are entitled to receive preferential treatment according to Vietnam's Law on Encouraging 
Domestic Investment. This law allows privatized firms to exempt up to 50% of their profit 
from taxation in the first several years after being privatized. The privatized firms are also 
permitted to borrow money at the state commercial banks and other state credit institutions 
at the same rates and terms as the SOEs. The government, under certain circumstances, even 
writes off all or part of bad debts incurred by the SOEs to make them more attractive for the 
purpose of privatization. 

As we expect, profitability increases significantly after privatization according to ROS, 
ROA, and ROE for the full sample. The mean of ROA after privatization increases 2.4 
percentage points, from 2.39% to 4.84%. In addition, 70% of all firms experience expanding 
profit margins after privatization. Similarly, ROS after privatization increases 3.0 percentage 
points, from 1.12 to 4.13% of total assets, and 76% of all firms experience increasing profit 
margins after privatization.  The mean of ROE increases by one percentage point, from 
8.64% to 9.77%. The ROE median increases 6.7 percentage points, from 5.7% to 12.4%. 
The Wilcoxon test shows that the median of these profitability increases is significantly 
positive at the 1 percent level.  

 

B. Efficiency changes 
To measure efficiency, we use inflation-adjusted sales and income before tax per employee. 
Both figures show significant median and mean increases after privatization for the full 
sample. Sales per employee go from a median of VND 286.97 million5  during the -2 to -1 

                                                 
5 Equal to around 13,000 Euros, (1EUR is worth approximately 22,000 VND) 
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year pre-privatization period to VND 399.06 million during year +1 to +2 in the post-
privatization period. Income before tax per employee also increases from a mean of VND 
4.26 million before privatization to VND 9.29 million afterwards, which is more than 
doubled. In addition, 73% of all firms experience increase in sale efficiency while 78% of all 
firms experience increase in income efficiency, both significant at the one percent level. 
Clearly, these are very dramatic post-privatization efficiency gains. 

 

C. Changes in output (real sales) 
We use inflation-adjusted sales as an output measure of firms. Both the Wilcoxon and 
proportion tests show that real sales increases after privatization, and the change is 
significant at the one percent level under both measures. Wilcoxon test shows that the real 
sales increase significantly, from VND 81,062.39 million before privatization to VND 
95,316.26 million after privatization. The test also reveals that 67% of firms experience 
increase in their real sales, which is significant at the one percent level. However, the output 
median remains stable and even sees a small reduction of VND million 2, 211. 

 

D. Leverage changes 

Change in leverage is defined in our study as the ratio between the changes in total debt to 
total assets. In contrast to the result observed in other study (e.g., Megginson, Nash, and 
Randenborgh 1994; D’Souza and Megginson 2000), the Wilcoxon test in this study shows a 
significant increase in leverage for the full sample of privatized firms. The leverage 
increases from a mean of 50% before privatization to 61.04% after privatization. The test 
also reveals that 56% of firms experience increase in their leverage ratio. 

The reason for the difference between the results in this paper and those in other empirical 
studies could be the fact that Vietnamese privatized firms are still treated as SOEs by many 
state-owned commercial banks. In addition, the privatization laws and regulations allow the 
privatized firms continue to enjoy the SOE status for several years after privatization. As a 
result, even without government debt guarantees the privatized firm’s cost of borrowing may 
not increase substantially. Moreover, since the stock market in Vietnam in early 2000 was 
quite small, as firms wanted to expand (as they clearly did), they could not rely on public 
equity markets but continued to rely on debts.  

 

E. Employment and employment welfare changes 

The tests in this section confirm our expectation about the reduction in the level of redundant 
employment after privatization. The Wilcoxon test demonstrates a significant decrease in the 
average of employment, from 337 before privatization to 286 after privatization, which 
means a reduction of 51 employees per enterprise. The proportion test also shows that 68% 
of firms experience reduction in employment, which is significant at the one percent level.  

In tandem with the decrease in redundant employment is the increase in employment 
welfare. The labor welfare measure increases from 11.60 before privatization to 15.46 after 
privatization, which means an increase of nearly VND 4 million per employee. Even more 
significantly, 83% of firms report increase in their employment welfare. 

It is noted that the changes demonstrated by the Wilcoxon test are statistically significant 
and change in the median is in the same direction and with the similar significance to that in 
the mean.  
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4.2. Subsample analyses 
Given a general improvement in performance as a result of privatization, the literature 
documents that differences would arise due to differences in size, sector, corporate 
governance (ownership structure, management), market competition discipline, and 
geographic market location (D’Souza and Megginson, 2001; Djankov and Murrell, 2002).. 
Therefore, in addition to analyzing the full sample of privatized companies, we perform 
similar tests for five sub-samples, each of them will be discussed below.  

 

4.2.1. Larger firms vs. smaller firms 
To control the influence of firm size on changes in firm performance, we first partition the 
firms into two groups, larger firms and smaller firms, based on their pre-privatization real 
sales average. Firms with pre-privatization real sales average above the median of the 
sample are referred to as larger firms; otherwise they belong to the second group of smaller 
firms. The literature is ambiguous about the role of firm size in performance improvement 
after privatization. On the one hand, Comstock et al. (2003) suppose that larger firms will 
have greater improvements in their performance due to being better prepared for the post-
privatization environment, especially in terms of facing competition. On the other hand, 
Harper (2002) holds that smaller firms will show greater improvement in performance after 
privatization than larger firms because it would be easier for them to restructure and adjust 
their business. In the case of Vietnam, it is probable that the smaller firms in which the 
residual state share is lower than that in the large firms perform better. As will be discussed 
later in this section, the literature suggests that the percentage of state ownership in newly 
privatized firms has a negative effect on firm performance after privatization. As we have 
noted earlier this is, however, might not be the case in Vietnam. 

The result of our comparison reported in Table 4.2a reveals that smaller firms experience 
greater rises in every profitability measures ROA, ROS, and ROE. For instance, the average 
increase in ROA (and respectively in median) for the smaller firms is 3.03 percentage points 
(2.21 points) compared to 1.95 percentage points (1.71 points) of the larger firms. Therefore, 
economic profitability of smaller firms increases, on the average, from 1.39% to 4.42% 
while that of larger firms goes from 3.31% to 5.26%. Similarly, the median increase in ROS 
(ROE) for the smaller firms is 4.53 (10.34) percentage points compared to 1.9 (-3.08) 
percentage points of the larger firms. The increase in median of ROS (ROE) for the smaller 
firms is 2.18 % (8.04 points), in comparison to 1.7 % (7.11 points) for the larger firms.   

Interestingly, larger firms fare better in terms of efficiency improvement (measured by real 
sales and before-tax income per employee) and real sales. Sales output per employee in the 
larger firms increases by VND 134.91 million while that of smaller firms is VND 
89.98.million. However, in terms of percentage, employee productivity in smaller firms is 
doubled after privatization, whereas in larger firms, it only increases by 28%. These 
differences are all the more remarkable since the median sales per employee increase in 
smaller firms but stagnate or decrease in larger firms by VND 3.7 million. It also appears 
that the smaller firms rely more on debts as a means to finance. On the average, the two 
groups are not different significantly in terms of employment and employee’s welfare 
changes. But if we consider in terms of percentage, the smaller firms do more effort to 
reduce their labor force and to raise earnings for those remaining in the enterprise. In fact, 
annual earnings of an employee in larger firms were at VND 14.26 million before 
privatization and stand at VND 17.59 million after privatization, which means an increase of 
23%. Employees in smaller firms receive a rise of 38%, going from VND 8.98 to 12.39 
million.  
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Table 4.2.a: Performance Change following Privatization for Larger vs. Smaller Firms 

This table presents comparisons of performance change before and after privatization for larger and 
smaller firms, in which the larger firms are defined as those which realize real sales average before 
privatization above the median of the sample; otherwise they belong to the second group of smaller 
firms.  

For each empirical proxy, we provide the number of useable observation, the mean and median value 
of the proxy, and Z-statistics of the Wilcoxon singed rank test, which is the test of significance for 
the change in median value. In computing the real value of both flow and stock variables (e.g., sales 
and investment), we deflate these variables using the appropriate consumer price index (CPI) issued 
by Vietnam’s General Statistical Office. When computing ratios, we use nominal data in both the 
numerator and denominator. Local currency data is used in all these analyses. 

 N Mean  before Mean after Variation of 
mean 

Z - statistic of  
Wilcoxon Signed 

Ranks Test 
   Median Median   
ROA_larger 67 0.0331 0.0526 0.0195 3.611 (a) 
   0.0215 0.0386 0.0171  
ROA_smaller 63 0.0139 0.0442 0.0303 3.526 (a) 
   0.0114 0.0335 0.0221  
ROS_larger 67 0.0216 0.0412 0.0196 4.591 (a) 
   0.0134 0.0304 0.017  
ROS_smaller 63 -0.0002 0.0451 0.0453 4.080 (a) 
   0.0095 0.0313 0.0218  
ROE_larger 67 0.1693 0.1385 -0.0308 3.354 (a) 
   0.0743 0.1454 0.0711  
ROE_smaller 62 -0.0041 0.0993 0.1034 2.892 (a) 
   0.0312 0.1116 0.0804  
Sales_efficiency_larger 69 488.3459 623.2611 134.9152 2.359 (b) 
   220.4341 216.7037 -3.7304  
Sales_efficiency_smaller 70 88.314 178.3036 89.9896 5.258 (a) 
   63.2945 78.5108 15.2163  
Income_efficiency_larger 68 6.7936 12.6949 5.9013 4.436 (a) 
   2.3803 5.8513 3.471  
Income_efficiency_smaller 63 1.4997 4.3453 2.8456 5.059 (a) 
   0.5147 2.7121 2.1974  
Sales_larger 73 154161.1019 174134.9949 19973.893 1.954 (c) 
   51049.1105 70350.0723 19300.9618  
Sales_smaller 74 8951.4994 14611.9165 5660.4171 2.966 (b) 
   7887.4641 8692.5166 805.0525  
Leverage_larger 68 0.6509 0.6568 0.0059 1.363 
   0.6803 0.6781 -0.0022  
Leverage_smaller 69 0.5534 0.5664 0.013 0.601 
   0.5754 0.5862 0.0108  
Employee_larger 73 522.7683 501.3276 -21.4407 -2.211(b) 
   312 234 -78  
Employee_smaller 74 153.8322 131.1768 -22.6554 -3.483 (a) 
   100.6667 86.5 -14.1667  
Labor welfare_larger 68 14.2648 17.5952 3.3304 4.143 (a) 
   13.2714 15.231 1.9596  
Labor welfare_smaller 70 8.9786 12.3927 3.4141 6.218 (a) 
   7.3179 10.959 3.6411  
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The Wilcoxon test shows that the difference in performance changes between the two 
subsamples is significant for all criteria, except for the leverage ratio. Theses results confirm 
Harper’s prediction about the negative effect of firm size on post-privatization performance 
improvement. As a matter of fact, smaller firms achieve higher growth than larger firms after 
privatization. 

 

4.2.2. State ownership and performance of privatized firms  
The literature further documents that ownership structure plays an important role in 
improving firm performance following privatization. To measure such effects, we divide the 
sample firms into two subgroups on the basis of the median of the full sample (30 percent 
residual state ownership). When the state sells more than 70% of its voting shares, it 
essentially sells its control rights to the private partners. We refer to this as “control 
privatization.” On the other hand, “revenue” privatization happens when the state still keeps 
more than 30% of the voting shares. With this major block of shares, the state can continue 
to intervene into the business of firms even after privatization, which in turn can lead to less 
restructuring (Boycko, Shleifer, and Vishny, 1996). Theories seem to suggest that the 
“control privatization” subgroup show greater performance improvements than the “revenue 
privatization” one. The reason underlying this expectation is that the state as a shareholder 
has multiple interests – economic, social and political – that can be antagonistic to the 
interests of private shareholders in the direction of performance improvement (see, for 
example, Pistor and Turkewitz, 1996). 

 

Table 4.2.b: Performance Change following Privatization for Control vs. Revenue 
Privatization  
This table presents comparisons of performance change before and after privatization for revenue-
privatized firms vs. control-privatized firms. In our empirical study, the revenue-privatized firms are 
defined as those in which the state still retains more than 30% of ownership after privatization 
(state30), while in the control-privatized firms; the state keeps less than 30% of ownership (priv30). 
For each empirical proxy, we provide the number of useable observation, the mean and median value 
of the proxy, and Z-statistics of the Wilcoxon singed rank test, which is the test of significance for 
the change in median value. In computing the real value of both flow and stock variables (e.g., sales 
and investment), we deflate these variables using the appropriate consumer price index (CPI) issued 
by Vietnam’s General Statistical Office. When computing ratios, we use nominal data in both the 
numerator and denominator. Local currency data is used in all these analyses. 
 
 N Mean  before Mean  after Variation of 

mean 
Z - statistic of 

Wilcoxon Signed 
Ranks Test 

   Median Median   
ROA_state30 73 0.0304 0.0489 0.0185 2.708 (a) 
   0.0199 0.0342 0.0143  
ROA_priv30 56 0.0151 0.0467 0.0316 4.364 (a) 
   0.0105 0.0407 0.0302  
ROS_state30 73 0.014 0.0426 0.0286 3.955 (a) 
   0.0152 0.0271 0.0119  
ROS_priv30 56 0.0073 0.0395 0.0322 -4.519(a) 
   0.0069 0.0308 0.0239  
ROE_state30 73 0.1493 0.0959 -0.0534 2.532 (a) 
   0.0779 0.1306 0.0527  
ROE_priv30 55 0.0027 0.0982 0.0955 3.687 (a) 



THE IMPACTS OF CORPORATE GOVERNANCE  
ON THE PERFORMANCE OF PRIVATIZED FIRMS IN VIETNAM 

 

 15

 N Mean  before Mean  after Variation of 
mean 

Z - statistic of 
Wilcoxon Signed 

Ranks Test 
   0.0358 0.1175 0.0817  
sales efficiency_state30 76 251.5818 373.4395 121.8577 3.603 (a) 
   106.6389 166.9293 60.2904  
sales efficiency_priv30 62 325.266 418.4603 93.1943 3.425 (a) 
   79.748 110.2014 30.4534  
Income efficiency_state30 74 5.3827 10.519 5.1363 5.007 (a) 
   2.1425 4.6695 2.527  
Income efficiency_priv30 56 2.6697 7.3621 4.6924 4.282 (a) 
   0.5773 2.9948 2.4175  
Sales_state30 80 99425.18 103763.2 4337.979 2.902 (a) 
   36537.05 40329.33 3792.277  
Sales_priv30 66 59675.67 82452.6 22776.94 1.428 
   11277.88 11310.94 33.061  
Leverage_state30 107 0.4764 0.6123 0.1359 4.479 (a) 
   0.4879 0.628 0.1401  
Leverage_priv30 79 0.531 0.6082 0.0772 2.453 (b) 
   0.5411 0.6419 0.1008  
Employee_state30 80 403.0635 336.2007 -66.8628 -1.217 
   208.5833 147 -61.5833  
Employee_priv30 66 261.5619 214.1339 -47.428 -4.743 (a) 
   162 100.5 -61.5  
Labor welfare_state30 75 13.3724 17.2244 3.852 4.668 (a) 
   12.9027 14.9873 2.0846  
Labor welfare_priv30 62 9.4738 13.0207 3.5469 5.774 (a) 
   7.5805 10.959 3.3785  
 

The result of our comparison between revenue privatization and control privatization 
reported in Table 4.2b shows that control privatization firms experience greater rises in 
every profitability measures ROA, ROS, and ROE. For instance, the mean increase in ROA 
for the control privatization firms is 3.1 percentage points compared to 1.85 percentage 
points of the larger firms. Similarly, the mean increase in ROS (ROE) for the control 
privatization firms is 3.22 (9.55) percentage points compared to 2.86 (-5.34) percentage 
points of the revenue privatization firms. These improvements are all the more remarkable 
since at the beginning, the control privatized firms were much less profitable than the 
revenue privatized firms. The mean economic profitability of control privatized firms was 
1.5% before privatization, whereas that of revenue privatized firms was 3.04%. After 
privatization, the first group climbed to 4.67%, almost the same level as the second group at 
4.89%. The mean financial profitability of control privatized firms neared zero before 
privatization (at 0.27%), while at the same time that of revenue privatized firms was 14.9%. 
However, after privatization, the first group managed to surpass (slightly) the second group: 
the ROE_priv30 is at 9.82% and the ROE_state30 is at 9.59%.  

We also observed a more important improvement of efficiency measured by changes in the 
mean before-tax profit per employee in control privatized firms in comparison to revenue 
privatized firms. In the beginning, an employee in a control privatized firm contributed VND 
2.67 million of RCAI while an employee in a revenue privatized firm contributed VND 5.38 
million. After privatization, the first contributes VND 7.36 million, which means an increase 
of 175%, while the latter grows by 95%, contributing therefore VND 10.5 million to RCAI. 
On the other hand, productivity increase, measured by sales output per total employees, of 
control privatized firms is less than that of revenue privatized firms. After privatization, an 
employee in control privatized firm sees his efficiency improvement increase by 29%, 
generating VND 418.5 million of sales instead of VND 325.3 million before privatization. 
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An employee of revenue privatized firm who contributed, before privatization, only VND 
251.6 million of sales, increases his productivity by 48% and generates VND 373.4 million 
of sales after privatization. However, employees in control privatized firms remain better in 
terms of efficiency improvement compared to those in revenue privatized firms.  

In addition, it is noted that increase in the leverage ratio of revenue privatization firms is 
13.59%, while that of the control privatization firms is only 7.72%. This might be explained 
by the fact that since the state still keeps a major ownership in revenue privatization firms, it 
can continue to help these firms to get access to banks loans with state-owned commercial 
banks. Due to insufficient development of stock market, the two categories of firms continue 
to rely mainly on debt financing (about 61% of total assets, after privatization).  

In terms of labor shredding, the control privatization firms are more ambitious. The average 
number of employees falls from 261 to 214, which means a reduction of 18% of labor force, 
in comparison with 16.6% of reduction in revenue privatization firms where the average 
number of employees drops from 403 to 336 persons. As a result, improvement in social 
welfare in control privatization firms is better than revenue privatization firms. Before 
privatization, employees in control privatization firms receive on the average VND million 
9.47 per year, compared to VND 13.37 million perceived by employees in revenue 
privatization firms. After privatization, remuneration of these employees amounts 
respectively at VND 13 million (namely a rise of 37%) and VND 17.22 million (namely a 
rise of 29%).  

The Wilcoxon test shows that the difference in performance changes between the two 
subsamples is significant for all criteria, except for the leverage ratio. These results confirm 
the theory according to which the state’s presence as majority shareholder leads to a negative 
effect on firm restructuring and performance. 

 

4.2.3. CEO-change vs. non-CEO-change firms 

To examine the impact of corporate governance on firm performance we partition our 
sample into firms that have new personnel in the board of executives (which consists of the 
chief executive officer (CEO), deputy CEOs, and chief accountant). In Vietnam, it is a 
common practice that a former top executive of the privatized SOE becomes chairman of the 
board. Consequently, the board of executives enjoy the highest control right, and also to a 
certain extent, the authority to make decisions relevant to the company, except on some 
issues that have to be approved by the shareholders at the shareholders’ meeting. It is, 
however, ambiguous that whether the change in key personnel will likely improve the 
performance of the privatized firms. The reason is because many skills and connections that 
the old managers acquired previously can still be useful even after the privatization.  

The performance comparison between firms in which the CEOs change after privatization 
(group 1) and those in which the CEOs stay (group 2) is reported in Table 4.2c. The result 
shows that firms in group 1 experience greater rises in every profitability measures ROA and 
ROS. More specifically, the mean increase in ROA (ROS respectively) for firms with new 
CEOs is 3.3 (5.77) percentage points compared to 2.69 (2.55) percentage points of the firms 
with old CEOs. However, the Wilcoxon test shows that certain performance changes in 
CEO-changed firms are not statistically significant. This is also the case with financial 
profitability (ROE) and productivity measures.  

In contrast, group 2’s firms perform better in terms of efficiency improvement and real sales. 
Similarly, the leverage ratio of firms in group 2 is 64.79%, significantly higher than that of 
firms in group 1 which amounts to 55.6% after privatization. This result confirms our 
hypothesis on the specific qualities of old managers. In fact, CEO-non changed firms after 
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privatization have the advantage of being able to conserve their old relations and commercial 
networks, notably the long-standing contacts with important partners and banks.  

 

Table 4.2.c: Performance Change following Privatization of CEO-change vs. CEO-
change Firms 

This table presents comparisons of performance change before and after privatization for firms in 
which the CEOs are removed after privatization and for firms in which the CEOs are still retained. 

For each empirical proxy, we provide the number of useable observation, the mean and median value 
of the proxy, and Z-statistics of the Wilcoxon singed rank test, which is the test of significance for 
the change in median value. In computing the real value of both flow and stock variables (e.g., sales 
and investment), we deflate these variables using the appropriate consumer price index (CPI) issued 
by Vietnam’s General Statistical Office. When computing ratios, we use nominal data in both the 
numerator and denominator. Local currency data is used in all these analyses. 

  N Mean before Mean  after Variation of 
mean 

Z - statistic of Wilcoxon 
Signed Ranks Test 

  Median Median   
       
ROA_newCEO 26 0.0002 0.0332 0.033 1.384 
   0.0139 0.019 0.0051  
ROA_oldCEO 44 0.0207 0.0476 0.0269 3.431 (a) 
   0.017 0.0338 0.0168  
ROS_newCEO 26 -0.0221 0.0356 0.0577 2.045 (b) 
   0.0106 0.0162 0.0056  
ROS_oldCEO 44 0.0131 0.0386 0.0255 3.828 (a) 
   0.01 0.0271 0.0171  
ROE_newCEO 25 0.1307 0.0314 -0.0993 -.148 
   0.0325 0.0668 0.0343  
ROE_oldCEO 44 0.0866 0.1056 0.019 3.734 (a) 
   0.0589 0.1326 0.0737  
Sales efficiency_newCEO 27 212.0687 155.6736 -56.3951 0.505 
   62.7854 71.1303 8.3449  
Sales efficiency_oldCEO 51 371.2698 586.6137 215.3439 4.780 (a) 
   89.8498 165.0486 75.1988  
Income 
efficiency_newCEO 

26 2.8996 3.3623 0.4627 1.079 

   0.5886 1.5716 0.983  
Income 
efficiency_oldCEO 

45 2.7281 11.3649 8.6368 5.153 (a) 

   1.4151 3.4915 2.0764  
Sales_newCEO 29 37767.34 34017.62 -3749.72 0.487 
   9729.583 11728.62 1999.035  
Sales_oldCEO 55 63702.18 95928.63 32226.45 2.991 (a) 
   23434.68 34243.94 10809.26  
Leverage_newCEO 38 0.4437 0.5557 0.112 1.965 (b) 
   0.4694 0.5917 0.1223  
Leverage_oldCEO 71 0.5105 0.6479 0.1374 3.994 (a) 
   0.5192 0.6492 0.13  
Employee_newCEO 29 260.0517 198.2996 -61.7521 -3.125 (a) 
   110.5 82.5833 -27.9167  
Employee_oldCEO 55 287.9682 277.3198 -10.6484 -2.606 (a) 
   174 137.25 -36.75  
Labor welfare_newCEO 27 9.2806 11.9709 2.6903 2.402 (b) 
   7.26 9.9519 2.6919  
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  N Mean before Mean  after Variation of 
mean 

Z - statistic of Wilcoxon 
Signed Ranks Test 

Labor welfare_oldCEO 50 12.7673 16.136 3.3687 4.677 (a) 
   12.1379 14.6368 2.4989  
 

However, in terms of labor shredding, the new CEOs try harder to reduce redundant 
workers, while the old CEOs appear to be reluctant to do so. The number of employees in 
CEO-changed firms after privatization decreased by  24%, from 260 to 198 persons per firm 
on the average, while CEO-non changed firms only diminish their labor force by 4% on the 
average, from 288 to 277 persons per firm. Similarly, firms in the first group were able to 
distribute more social welfare to employees than firms in the second group. Earnings of an 
employee in the first group firms rise on the average by 29 %, from VND 9.28 million to 
11.97 million after privatization. For CEO-non changed firms, annual earnings increase from 
VND 12.77 to 16.14 million, or a rise of 26%.  

Altogether, the results of the Wilcoxon test show that with new managers, privatized firms 
do more restructuring and improve employees’ conditions. On the other hand, old managers 
help maintain the firm’s partnership networks.  

 

4.2.4. Market competition discipline: Exporters vs. non-exporters 

Moreover, our data are split into two subgroups, exporters vs. non-exporters. Export firms 
are the privatized firms that involve in export activities. The corporate governance literature 
suggests that foreign market provides important mechanism for disciplining and strong 
incentives for exporters to be more efficient. We therefore expect that export firms have 
greater performance improvements than non-export ones following privatization. 

Table 4.2.d: Performance Change following Privatization for Firms Engaging vs. not 
Engaging in Export 
This table presents comparisons of performance change before and after privatization for firms that 
engage in exporting activities vs. those that are not.   

For each empirical proxy, we provide the number of useable observation, the mean and median value 
of the proxy, and Z-statistics of the Wilcoxon singed rank test, which is the test of significance for 
the change in median value. In computing the real value of both flow and stock variables (e.g., sales 
and investment), we deflate these variables using the appropriate consumer price index (CPI) issued 
by Vietnam’s General Statistical Office. When computing ratios, we use nominal data in both the 
numerator and denominator. Local currency data is used in all these analyses. 
 
  N Mean  

before 
Mean  
after 

Variation of 
mean 

Z - statistic of Wilcoxon 
Signed Ranks Test 

   Median Median   

ROA_exp 25 0.0228 0.0522 0.0294 3.135 (a) 
   0.0172 0.0384 0.0212  
ROA_non_exp 105 0.0244 0.0473 0.0229 4.062 (a) 
   0.0168 0.0363 0.0195  
ROS_exp 25 0.0114 0.0353 0.0239 3.108 (a) 
   0.0073 0.0287 0.0214  
ROS_non_exp 105 0.0112 0.0429 0.0317 5.206 (a) 
   0.0131 0.0294 0.0163  
ROE_exp 25 0.0799 0.1063 0.0264 2.435 (b) 
   0.0629 0.1241 0.0612  
ROE_non_exp 104 0.0885 0.0954 0.0069 3.655 (a) 
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  N Mean  
before 

Mean  
after 

Variation of 
mean 

Z - statistic of Wilcoxon 
Signed Ranks Test 

   0.0558 0.123 0.0672  
Sales efficiency_exp 26 499.6074 670.1717 170.5643 3.543 (a) 
   113.9807 204.1883 90.2076  
Sales efficiency_non_exp 113 241.7295 320.818 79.0885 3.869 (a) 
   93.8718 131.2021 37.3303  
Income efficiency_exp 26 3.012 11.3749 8.3629 3.416 (a) 
   0.9537 4.4276 3.4739  
Income efficiency_non_exp 105 4.5898 8.6873 4.0975 5.749 (a) 
   1.6061 3.8998 2.2937  
Sales_exp 26 109049.2 125920.9 16871.67 2.679 (a) 
   41550 69697.74 28147.74  
Sales_non_exp 120 75303.7 89912.4 14608.7 2.841 (a) 
   18152.06 19367.75 1215.692  
Leverage_exp 40 0.486 0.6278 0.1418 3.589 (a) 
   0.52 0.6322 0.1122  
Leverage_non_exp 147 0.5101 0.6056 0.0955 3.752 (a) 
   0.5192 0.6324 0.1132  
Employee_exp 26 532.0994 477.7652 -54.3342 -.686 
   344.4167 202 -142.417  
Employee_non_exp 120 295.6035 242.6335 -52.97 -4.000 (a) 
   154.3333 110.5 -43.8333  
Labor welfare_exp 25 12.6414 15.4755 2.8341 3.296 (a) 
   11.0452 14.6368 3.5916  
Labor welfare_non_exp 113 11.3665 15.454 4.0875 6.476 (a) 
   9.1107 12.7328 3.6221  
 

The result of our comparison between exporters and non-exporters reported in Table 4.2.d 
shows that the exporters experience greater rises in median for commercial, economic and 
financial profitability. For example, the median increase in ROA for exporters is 2.12 
percentage points (from 2.28% to 5.22% after privatization) compared to 1.95 percentage 
points of the non-exporters (from 2.44% to 4.73%).  

The exporters also perform much better in terms of efficiency improvement and real sales. 
Sales per employee of the exporters rise from an average of VND 499.6 to 670.17 million, 
namely a growth of 34% while that of the non exporters progress from VND 241.72 to 320.8 
million, or by 32.7%. The difference is more noticeable in terms of median, where efficiency 
improvement of the exporters increases by 79% while that of the non-exporters is only 40%. 
It is noted that median sales per employee is equal to 30% of the average number (VND 
204.19 million compared to 670.17 million) for the exporters. This ratio is 41% for the non 
exporters (VND 241.72 million compared to 320.8 million). The difference between the 
average and median values shows that competition is visibly stronger for the exporters who 
face the question of maintaining or enhancing their competitiveness to improve performance.    

We observe a mean rise of 14.18%, in leverage ratio of the exporters, which is significantly 
higher than that of the non-exporters (9.55 points). As a matter of fact, after privatization, 
leverage ratio in the two categories amounts to over 60% of total assets.  

In terms of labor shredding, the median decrease in employees’ number for the exporters is 
41%, namely 142 persons while the same figure for the non-exporters is 44 persons, a 
decrease of 29%. The average size of the exporters shrinks from 532 to 478 persons and that 
of the non-exporters is reduced from 296 to 243 persons. However, the diminution of 
employee number in the exporters is not statistically significant. With regard to employees’ 
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annual earnings, the two categories find themselves at the same median level of 
improvement, namely an increase of VND million 3.6 per person 

The Wilcoxon test also shows that performance changes of the two subsamples are 
significant for all criteria. The results prove that privatization benefits all firms, with a little 
bit more for the exporters.   

 

4.2.5. The impact of geographical location: Firms Located in Metropolitan Cities vs. 
Provinces 

Lastly, the sample is divided into two subgroups, in which the first group consists of 
privatized firms located in Hanoi, Ho Chi Minh City, Da Nang, Hai Phong, and Can Tho, 
which are the level-1 cities according to the administrative classification in Vietnam. The 
second group consists of privatized firms located in other provinces in Vietnam. It is 
expected that firms located in big cities will benefit from big markets, better infrastructures, 
and better access to international markets. Thus, the first group is expected to have higher 
performance gains than the second one.  

Table 4.2.e: Performance Change following Privatization for Firms Located in 
Metropolitan Cities vs. Provinces 
This table presents comparisons of performance change before and after privatization for firms 
located in the metropolitan cities (including Hanoi, Ho Chi Minh City, Hai Phong, Da Nang, and Can 
Tho) vs. those located in the other provinces.  

For each empirical proxy, we provide the number of useable observation, the mean and median value 
of the proxy, and Z-statistics of the Wilcoxon singed rank test, which is the test of significance for 
the change in median value. In computing the real value of both flow and stock variables (e.g., sales 
and investment), we deflate these variables using the appropriate consumer price index (CPI) issued 
by Vietnam’s General Statistical Office. When computing ratios, we use nominal data in both the 
numerator and denominator. Local currency data is used in all these analyses. 
 
  N Mean  before Mean  after Variation of 

mean 
Z - statistic of 

Wilcoxon Signed 
Ranks Test 

   Median Median   
       
ROA_cities 33 0.0266 0.0598 0.0332 3.565 (a) 
   0.0165 0.039 0.0225  
ROA_provinces 97 0.0229 0.0428 0.0199 3.805 (a) 
   0.017 0.0346 0.0176  
ROS_cities 33 0.0204 0.05 0.0296 4.029 (a) 
   0.0122 0.0304 0.0182  
ROS_provinces 97 0.0077 0.0369 0.0292 4.715 (a) 
   0.0125 0.0266 0.0141  
ROE_cities 33 0.0946 0.169 0.0744 2.582 (a) 
   0.0658 0.1552 0.0894  
ROE_provinces 96 0.0832 0.0621 -0.0211 3.647 (a) 
   0.0556 0.1117 0.0561  
Sales efficiency_cities 35 602.6393 756.7531 154.1138 2.342 (b) 
   142.748 244.359 101.611  
Sales efficiency_provinces 104 172.9773 215.9867 43.0094 4.524 (a) 
   80.8931 125.7873 44.8942  
Income efficiency_cities 34 7.8392 16.9971 9.1579 3.701 (a) 
   2.0491 7.1289 5.0798  
Income efficiency_provinces 97 2.9023 5.3442 2.4419 5.554 (a) 
   1.0987 2.9033 1.8046  
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  N Mean  before Mean  after Variation of 
mean 

Z - statistic of 
Wilcoxon Signed 

Ranks Test 
Sales_cities 39 196423.9 197608.3 1184.386 2.093 (b) 
   44474.3 59929.19 15454.9  
Sales_provinces 108 39404.05 37299.87 -2104.18 2.786 (a) 
   14101.59 18322.39 4220.799  
Leverage_cities 60 0.4388 0.6187 0.1799 4.505 (a) 
   0.4346 0.6165 0.1819  
Leverage_provinces 127 0.5326 0.6062 0.0736 2.767 (a) 
   0.5335 0.6419 0.1084  
Employee_cities 38 579.8639 467.0001 -112.8638 -0.822 
    246.9150 158.0000 -88.9150   
Employee_provinces 108 252.5202 200.9603 -51.5599 -4.237 (a) 
    165.5000 110.0850 -55.4150   
Labor welfare_cities 34 15.3747 21.5072 6.1325 4.266 (a) 
   14.0618 18.7357 4.6739  
Labor welfare_provinces 104 10.242 12.4581 2.2161 5.860 (a) 
   7.7512 10.7112 2.96  
 

The performance comparison between firms located in cities and firms located in provinces 
is reported in Table 4.2.e. The result shows that on average firms located in the cities 
outperform firms located in the provinces in every performance measures, in median as well 
as in mean value.   

Specifically, the average increase of ROA, ROS and ROE of firms located in cities is 
respectively 3.32, 2.96, and 7.44%, in comparison to 1.99, 2.92, and  -2.11% for firms 
located in provinces. Similarly, firms located in cities perform better in terms of efficiency 
improvement and real sales. Before privatization, average sales per employee in firms 
located in metropolitan cities are VND 602.6 million. After privatization, average sales reach 
VND 756.75 million, namely an increase of 25.6%. Median sales go from VND 142.75 to 
244 million, or an increase of 71%. For firms located in provinces, median sales progress 
from VND 81 to 126 million, namely a rise of 55%. Similarly, the result per employee in 
firms located in metropolitan cities moves from VND 7.8 to 17 million after privatization 
whereas that of firms located in provinces increases only by VND 2.4 million, from VND 
2.9 to 5.34 million. Mean sales revenues of firms located in metropolitan cities and in 
provinces do not change. However, median sales revenues of firms located in cities progress 
from VND 44,474 to 59,929 million, namely a rise of 35% compared to a rise of 30%, from 
VND 14,101 to 18,322 million posted by firms located in provinces.  

In terms of labor shredding, firms located in cities also did a better job to reduce the 
redundant workers. The median number of employees diminishes by 36%, from 247 to 158 
persons while the median number of employees in firms located in provinces shrinks by 
33.5%, from 165 to 110 persons per firm.  

In terms of employees’ advantages, we observe a big difference in terms of annual earnings 
between firms located in metropolitan cities and firms located in provinces. On the average, 
an employee in metropolitan city earns VND 15.37 million per year before privatization. 
After privatization, his earnings increase by 40%, namely VND 6 million more. Employees 
in provinces see their salary of VND 10.24 million before privatization climb to VND 12.46 
million, namely a rise of 21.6%.  

In addition, the leverage ratio of firms located in metropolitan cities increases by 18% and 
overtakes that of firms located in provinces. As we have observed with precedent tests, 
leverage ratio in all firms increases after privatization. This can be explained by the fact that 
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firms, for their growth after privatization, need resources to finance it. In their search for 
funds, firms are limited to resort to bank loans as the stock market is often embryonic and 
inefficient. Finally, we notice that performance changes of the two sub-samples are 
significant for all criteria, according to the Wilcoxon test.  

Although the pre-post comparison method has been applied in many studies, it has important 
shortcomings. The main problem of this method is that it is unable to isolate the impact of 
privatization on firm performance from concurrent effects of other internal and external 
economic factors. In Section 5 we will address this issue with the difference in differences 
method (DD).  

 

 

5. Empirical results s using difference-in-difference method 

5.1 Methodology 
The comparative method compares the firms’ performance in the periods before and after the 
privatization. The main problem of this method is that it is unable to isolate the impact of 
privatization on firm performance from concurrent effects of other internal and external 
economic factors. In other words, the performance of a company (as measured by ROA, 
ROS, and ROE for instance) is determined by many factors, let alone privatization. 
Therefore, to evaluate the impact of privatization to the financial performance of firms we 
need to find a way to separate the impact of privatization itself from other factors. Moreover, 
for each company, we also need to compare its performance before and after the 
privatization. That is, there are two dimensions of comparison.  The first is to compare the 
difference across two groups of company – privatized and non-privatized firms (or SOEs). It 
is the difference across category.  The second is to compare the difference before and after 
the privatization. This is the difference across time. 

First, we start by constructing a control group consisting of SOEs that will not be subject to 
privatization so that the pre- and post-privatization performance differences can be verified 
by comparing the results obtained from the treatment (i.e., privatized firms) group with that 
of the control groups.  

Second, we compare the difference in performance measures of the treatment group before 
and after the privatization to the difference in the measures of the control group during the 
same period. In our study, the period of reference is 2002- 2003.  We first calculate the 
performance measures of each and every firms in the treatment group before (i.e., in 2000 
and 2001) and after equitization (i.e., in 2004 and 2005). After that, we take the difference in 
performance measures between pre- and post privatization for all firms in the treatment 
group. The same process then is applied to the control group.6  

The next step is to take the difference between the differences in the performance measures 
for the two groups. It is this step that gives the name to the difference-in-difference method. 
Now we are ready to test for statistical significance of the difference in the performance 
measures between the treatment and control groups by applying the non-parametric 
Wilcoxon and Mann–Whitney tests. 

 
6 Since the control group consists of SOEs that have never been subject to privatization, the pre- and post- must 
be understood as pre-2002 and post-2003.  
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5.2. The control sample  
We have constructed our control group from the annual comprehensive enterprise survey of 
the GSO. This database contains accounting information, over the period from 2000 to 2005, 
for more than 100,000 of enterprises classified under different categories, namely local 
government enterprises, central government enterprises, 100% private enterprises, joint 
ventures etc. 

We first select firms which remain 100% state-owned (local or central authorities) during the 
period in question.  We refer to this list of SOEs as “the pool of SOEs”. Now, for each firm 
in the treatment group, we need to find a counterpart firm in the pool of SOEs that will be 
put in the control group.  We fulfill this task by classifying firms in both the pool of SOEs 
and the treatment group according three criteria, namely industrial sector, geographical 
region, and size.7  Next, for each and every firm in the treatment group, we select the SOE 
(from the pool of SOEs) that best matches the corresponding firm in the treatment group 
(based on the data in 2000, which is the starting year).  In other words, the selected SOE 
must be in the same sector, the same geographical region, and of the similar size of the 
corresponding firm in the treatment group.    

Repeating this process for all firms in the treatment group, we obtain the control group that 
includes 140 SOEs which best match the characteristics of the corresponding firms in the 
treatment group before privatization. 

Table 5.2 – Descriptions of the two groups 

  Employees Salaries Total assets Shareholder’s 
equity 

Sales 
revenues 

EBIT 

MIN 18.5 115.5 1082.5 -15885.5 271 -5156 
MAX 5780 154576.5 908245.5 478359 621419.5 24876.5 

Control 
group 

MEAN 328.84 4511.06 45289.96 19169.2 62949.45 925.53 
MIN 27.5 94 72 -4037 213.5 -2462 
MAX 5772 164458 483755 376860.5 1255681 49775 

Treatment 
group 

MEAN 336.46 4471.40 25857.78 9739.74 58343.94 1100.37 

 

We will now ready to verify econometrically if privatized firms, ceteris paribus, perform 
better than SOEs.   

 

5.3. The results 
The results are presented in table 5.3. For the treatment group, all performance measures 
increase after privatization. The average ROA rises from 2.3% to 5.8% after privatization, 
namely an increase of 3.5 percentage points. The average ROS after privatization increases 
by 3.3 percentage points, from 1.14% to 4.5%. With regard to financial profitability (return 
on equity), ROE, the average value after privatization is 12.74%, in comparison to 10.2% 
before privatization, namely an increase of 2.54 %. Productivity is strongly enhanced. Sales 
efficiency climbs from VND million 281.818 per employee to VND million 413.82, namely 
an increase of sales revenue of VND million 132 per person. Profit per employee rises by 
VND million 3.42 per employee, before privatization, to VND million 8.38 per employee, 

                                                 
7 Firm size is defined according to the number of employees, total assets and sales revenues.  
8 Approximately 13,000 euros, 1 EUR = 22 000 VND 
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after privatization. However, leverage ratio does not change very much. The ratio of debts to 
total assets rises from 59.5% to 60.35% after privatization. Besides, we notice that 
performance improvements are sensitive in average value as well as in median. Particularly, 
the median of return on equity (ROE) after privatization rises by 8.29 %, from 5.4% to 
14.09%, whereas the average value increases only by 2.54 points.  

During the same period, profitability of SOEs stagnates and in some cases, diminishes. 
However, its productivity improves significantly. We observe that before and after 
privatization of firms in the treatment group, return on assets (ROA) of firms in the control 
group reduces on the average and median. The average ROA falls from 2.14% to 1.54%, 
namely a slight drop of 0.61 %. The commercial profitability, ROS, which was almost zero 
(even a little bit negative, -0.04%) before 2003, become a little bit positive (0.17%) after 
privatization, namely a rise of 0.21%. However, for the median, this profitability posts a 
drop of 0.23%, from 0.95% before 2003 to 0.67% after 2003. The financial profitability 
(ROE) rises on the average by 1.1% (from 2.66% to 3.77%) whereas in median, it falls from 
4.39% to 4.42%, namely a slight drop of 0.95%.  

On the other hand, productivity of SOEs is increased, at least on the average. Sales per 
employee rise by VND million 299 to 450. In median, this sales efficiency goes from VND 
million 87 to 108, namely a rise of VND million 21 of sales per employee. The profit per 
person also increases by VND million 3.19, from VND million 3.22 to 6.4 per employee. 
Nevertheless, in median, profit per employee remains almost at the same level, namely 
around VND million 1. Finally, indebtedness of SOEs is widened. On the average, the 
leverage ratio goes from 61.86% to 66.23% after 2003, namely a rise of 4.37%. The median 
leverage ratio amounts to 69.28%, namely a rise of 5.47%.  

We have seen the evolution of firm performance of each group before and after 2003. 
Having controlled the characteristics of firms in the two groups from the beginning, we can 
attribute the difference in performance change of each group to privatization. The 10th 
column of the table 5.3 shows the difference in performance change on the average and 
median between the two groups of firm. We notice that in median, performance of privatized 
firms improves better than SOEs in terms of profitability and productivity. The control group 
only displays increases in average sales per employee and leverage ratio.  The last column of 
the table shows us the result of the Wilcoxon test on the significance of the difference in 
performance change in median of the two groups. From this result, we can conclude that 
privatization has made it possible for enterprises to improve, in a statistically significant 
way, their commercial profitability (ROS), economic profitability (ROA), financial 
profitability (ROE), and productivity (profit per employee).  
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Table 5.3. Summary of results of the DID method  
 
 
 Treatment group  Control group   
Measure of 
performance 

N Mean 
(median) for 
2000 - 2001 

Mean (median) 
for 2004 - 2005 

Difference 
in Mean 
(median)  

N Mean 
(median) for 
2000 - 2001 

Mean 
(median) for 
2004 - 2005 

Difference in 
Mean 
(median)  

Difference in 
Mean (median) 
between 2 groups 
(DID) 

Z-statistic 
for DID 

PROFITABILITY           
ROA 124 0.0228 0.0578 0.0350 140 0.0214 0.0154 -0.0061 0.0411 0.000 
   0.0189 0.0453 0.0239  0.0097 0.0072 -0.0048 0.0287  
ROS 124 0.0114 0.0448 0.0333 140 -0.0004 0.0017 0.0021 0.0313 0.000 
   0.0123 0.0305 0.0141  0.0095 0.0067 -0.0023 0.0163  
ROE 124 0.1020 0.1274 0.0254 140 0.0266 0.0377 0.0111 0.0143 0.000 
   0.0540 0.1409 0.0829  0.0439 0.0442 -0.0095 0.0924  
EFFICIENCY           
of sales 124 281.8099 413.8158 132.0059 140 299.3832 450.5368 151.1537 -19.1478 0.347 
   85.8091 124.7177 35.5821  87.0281 108.6991 20.8292 14.7529  
of profit  124 3.4200 8.3786 4.9586 140 3.2174 6.4059 3.1885 1.7701 0.000 
   1.1804 3.7475 2.6559  0.9945 1.0491 -0.0246 2.6805  
INDEBTEDNESS           
 Leverage ratio 124 0.5950 0.6035 0.0085 140 0.6186 0.6623 0.0437 -0.0352 0.108 
   0.6000 0.6419 0.0234  0.6201 0.6928 0.0547 -0.0313  
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6. Comparison of results with other studies   
Tableau XX: Summary of results of four empirical studies on the performance of newly-privatized firms vis-à-vis their previous 
performance as State-Owned Enterprises  

This table summarizes the empirical results of our paper and the other four academic studies on the financial and operating performance of newly-
privatized firms. These four studies are (i) Meggison, Nash, and Randenborg (1994); (ii) Boubakri and Cosset (1998); (iii) D’Souza and 
Megginson (1999); and (iv) Truong, Lanjouw, and Lensink (2006). All these five studies employed the same empirical methods, which ensure 
their direct comparability. More specifically, all four studies use the Wilcoxon rank sum test (with its z-statistic) as the test of significance for the 
change in the median value. The final two columns show the percentage of firms with improved performance after privatization.  
 

 Number of 
Observations 

Mean Value 
before 

Privatization 

Mean Value after 
Privatization 

Mean Change due 
to Privatization 

Z-Statistic for 
Difference in 
Performance 

Percentage of 
Firms with 
Improved 

Performance 

PROFITABILITY (Net Income÷Sales) 
Megginson, Nash, et van 
Randenborgh, 1994 

55 0,0552 0,0799 0,0249 3,15*** 69,1 

  (0,0442) (0,0611) (0,0140)   
Boubakri et Cosset, 1998 78 0,0493 0,1098 0,0605 3,16*** 62,8 
  (0,0460) (0,0799) (0,0181)   
D’Souza et Megginson, 
1999 

85 0,14 0,17 0,03 3,92*** 71 

  (0,05) (0,08) (0,03)   
Loc, Lanjouw, et 
Lensink, 2006 

121 0,0610 0,0843   0,0233  79,3 

  (0,0384)  (0,0604) (0,0220) 3,21***  
Giang Tran, 2007 130 0,0112 0,0413 0,0301 6,020*** 76 
   (0,0124) (0,029) (0,0166)     
EFFICIENCY (Real Sales per Employee) 
Megginson, Nash, et van 
Randenborgh, 1994 

51 0,956 1,062 0,1064 3,66*** 85,7 

  (0,942) (1,055) (0,1157)   
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 Number of 
Observations 

Mean Value 
before 

Privatization 

Mean Value after 
Privatization 

Mean Change due 
to Privatization 

Z-Statistic for 
Difference in 
Performance 

Percentage of 
Firms with 
Improved 

Performance 

Boubakri et Cosset, 1998 56 0,9224 1,1703 0,2479 4,79*** 80,4 
  (0,9056) (1,1265) (0,2414)   
D’Souza et Megginson 
1999 

63 1,02 1,23 0,21 4,87*** 79 

  (0,87) (1,16) (0,29)   
Loc, Lanjouw, et 
Lensink, 2006 

119   1,0204 1,2631 0,2427 4,82*** 74,0 

  (1,0000) (1,1410) (0,1410)   
Giang Tran, 2007 139 286,9693 399,0587 112,0894 5,073 *** 73 
   (96,2445) (133,1445) (36,9)     
OUTPUT (Real Sales (adjusted by CPI)) 
Megginson, Nash, et van 
Randenborgh, 1994 

57 0,899 1,140 0,241 4,77*** 75,4 

  (0,890) (1,105) (0,190)   
Boubakri et Cosset, 1998 78 0,9691 1,220 0,2530 5,19*** 75,6 
  (0,9165) (1,123) (0,1892)   
D’Souza et Megginson 
1999 

85 0,93 2,70 1,76 7,30*** 88 

  (0,76) (1,86) (1,11)   
Loc, Lanjouw, et 
Lensink, 2006 

121  1,0048 1,4102 0,4054 7,67*** 81,0 

  (0,9996) (1,1907) (0,1911)   
Giang Tran, 2007 147 81062,39 95316,26 14253,87 3,471*** 67 
   (24681,26) (22470,22) (-2211,04)     
EMPLOYMENT (Total Employees) 
Megginson, Nash, et van 
Randenborgh, 1994 

39 40,850 43,200 2,346 0,96 64,1 

  (19,360) (23,720) (276)   
Boubakri et Cosset, 1998 57 10,672 10,811 139 1,48 57,9 
  (3,388) (3,745) (104)   
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 Number of 
Observations 

Mean Value 
before 

Privatization 

Mean Value after 
Privatization 

Mean Change due 
to Privatization 

Z-Statistic for 
Difference in 
Performance 

Percentage of 
Firms with 
Improved 

Performance 

D’Souza et Megginson 
1999 

66 22,941 22,136 -805 -1,62 36 

  (9,876) (9,106) (-770)   
Loc, Lanjouw, et 
Lensink, 2006 

119     
 

352 382 30 0,52 33,6 

  (159) (155) (-4)   
Giang Tran, 2007 147 337,0454 286,1222 -50,9232 -3,903*** 68 
   (180) (121,9167) (-58,0833)     
LEVERAGE (Total Debt ÷ Total Assets) 
Megginson, Nash, et van 
Randenborgh, 1994 

53 0,6622 0,6379 -0,0243 -2,41** 71,7 

  (0,7039) (0,6618) (-0,0234)   
Boubakri et Cosset, 1998 65 0,5495 0,4986 -0,0508 -2,48** 63,1 
  (0,5575) (0,4789) (-0,0162)   
D’Souza et Megginson 
1999 

72 0,29 0,23 -0,06 -3,08*** 67 

  (0,26) (0,18) (-0,08)   
Loc, Lanjouw, et 
Lensink, 2006 

100  0,5299 0,5006 - 0,0293 0,90 52,0 

  (0,5622) (0,5443) (-0,0179)   
Giang Tran, 2007 187 0,4998 0,6104 0,1106 4,946*** 56 
   (0,5185) (0,6322) (0,1137)     
 
 
Note: ***, **, * indicates significance at the 1 percent level; the 5 percent level; and the 10 percent level respectively. 



THE IMPACTS OF CORPORATE GOVERNANCE  
ON THE PERFORMANCE OF PRIVATIZED FIRMS IN VIETNAM 

 

 29

William L. Megginson, Robert C. Nash, Matthias Van Randenborgh (1994). “The Financial and 
Operating Performance of Newly Privatized Firms: An International Empirical Analysis,” The 
Journal of Finance, Vol. 49, No. 2, pp.403-452. 1994. This is an international comparative study. 
Its sample is drawn from the World Bank listing of privatized firms provided in Candoy-Sekse 
and Palmer (1988). The sample consists of 61 companies from 18 countries and 32 industries 
that were privatized (either fully or partially) by public share offerings between 1961 and 1990.  

D'Souza, Juliet. and William L. Megginson (1999). "The Financial and Operating Performance 
of Privatized Firms during the 1990s," Journal of Finance, Vol. 54, pp.1397-1438. This study 
consists of 85 companies that were fully or partially privatized through public share offerings 
between 1990 and 1996. The 85 companies in the sample are from 28 countries and 21 
industries, in which 58 companies are from industrialized countries and the remaining 27 
companies are from 13 developing countries. The sample is somewhat over represented by 
electric utilities (20 firms, in which 16 are from UK), banking (15), and telecommunication (15). 

Narjess Boubakri and Jean-Claude Cosset (1998). "The Financial and Operating Performance of 
Newly Privatized Firms: Evidence from Developing Countries", The Journal of Finance, Vol. 53, 
pp.1083-1112. The sample of this study includes 79 companies from 21 developing countries 
that experienced full or partial privatization during the period between 1980 and 1992. Several 
sources of information was used (e.g., Candoy-Sekse and Ruig Palmer 1988, The Columbia 
Journal of World Business of Spring 1993, World Debt Tables 1994–1995,) to construct the 
sample data. Among these 79 companies, only 34 answered the questionnaire. Information about 
the remaining 45 companies was gathered from their annual reports, prospectuses, and secondary 
sources. 

Truong Dong Loc, Ger Lanjouw and Robert Lensink (2006). “The impact of privatization on 
firm performance in a transition economy: The case of Vietnam,” Economics of Transition 
Volume 14 (2), pp. 349–389. The sample of this study consists of 84 SOEs and 121 equitized 
companies (between 1992 and 2005). The data was collected through a surveys conducted in the 
southern region of Vietnam, including Ho Chi Minh City and the Mekong River Delta. It is 
important to note that for some companies in the sample, the financial information is available 
only 1 year before and after privatization.  

Where ever comparable, our results are generally in line with other empirical studies. 
Specifically, as in other studies, privatized firms in our sample experienced significant 
improvement in terms of profitability (measured by net income/ sales), efficiency (measured by 
real sales per employee), output (measured by CPI-adjusted real sales), and leverage (measured 
by total debt/total assets). 

Our result on employment different from all other four studies. Our study shows that the number 
of employees in privatized firms has been significantly decreased while the number of 
employees in the first three studies has all increased. Only in Truong, Lanjouw, and Lensink 
(2006) be it found that the direction of employment change is similar to our paper, but the 
change in their study is insignificant. This reduction in total employment can be explained by the 
fact that the Vietnamese SOEs used to highly over-employed and the government has 
compensated the laid-off employees in the privatization program quite generously, meaning that 
the resistance from the laid-off workers can be relatively easy to overcome.  
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Another difference is the leverage ratio. While other studies show a decrease of debts in the 
capital structure of privatized firms, our study reports a significant increase in leverage ratio in 
the equitized firms in Vietnam. According to the legislation and equitization regulations, 
equitized firms continue to benefit from the status of SOE over certain duration of time.  
Therefore, they still have access to favorable loans from state commercial banks. Sometimes, 
their loans can even be backed by the government. These imply that the borrowing costs for 
privatized firms may not increase substantially. Moreover, since the stock market in Vietnam 
was not well-functioning until very recently, public offering could not have been the principal 
source of finance for enterprises during our study period (i.e., 2000-2004). It means that 
enterprises that did not have access to the stock market had to finance their development mainly 
by bank borrowings.   
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7. Conclusion 
This paper studies the impact of changes in corporate governance as the result of privatization on 
the performance of 450 firms in Vietnam. Two approaches have been used to address this issue.  

The first approach uses Wilcoxon and proportion tests to compare the financial and operating 
performance of the privatized firms before and after privatization. The results show a significant 
improvement in most measures of performance, namely profitability, productivity, and 
employee’s welfare.   

The DID approach is then used to address the shortcoming of the Wilcoxon and proportion tests 
since these tests are unable to isolate the impact of privatization on firm performance from 
concurrent effects of other economic factors. The DID approach compares privatized firms (the 
treatment group) to SOEs which remain under complete state ownership (the control group) to 
highlight the intrinsic impact of privatization. Similar to the first approach, the DID tests 
confirms that privatization brings about a significant improvement in performance. 

This paper also reveals the impact of governance on corporate performance. First, privatization 
leads to important changes in the nature and the structure of ownership of firms.  We are able to 
confirm the negative correlation between the government’s residual ownership in privatized 
firms and their performance improvement.  More specifically, privatized firms in which the 
government owns less than 30% of the share enhance their profitability more than the privatized 
firms in which the government still keeps more than 30% of the share. Second, management 
personnel change associated with privatization proves to be important with respect to 
performance improvement.  Privatized firms with new managers improve their performance 
much more compared with those that retain their old key managers.  Although the old managers 
may possess a good knowledge of the firm and the possibility to maintain relationship with the 
government apparatus, but they are less dynamic and less proactive when it comes to enterprise 
restructuring.  

Competition plays an important role in pushing privatized firms to better their performance.  Our 
study finds that the competition resulted from the opening to foreign markets and more 
developed geographical location in domestic markets has significant and positive impact on the 
performance of privatized firms.  

Finally, we find that privatized firms still rely on commercial banks as the main source of 
providing credits for their activities.  This result is attested by the evidence that in general, the 
leverage ratio of firms increases significantly after privatization.  
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