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Thi Phuong Thanh Tran (Vietnam), Tran Phuc Nguyen (Vietnam)

HOW CORRUPTION SHAPES
THE EFFECTS OF ECONOMIC
GLOBALIZATION ON BANK
STABILITY: EVIDENCE FROM
VIETNAMESE COMMERCIAL BANKS

Abstract

Vietnam is an increasingly open economy with a heavily bank-based financial sector.
This makes banking stability highly sensitive to external forces and governance quality.
This study examines whether the effects of financial and trade globalization on bank-
ing stability vary with the strength of corruption control. Using 390 bank-year obser-
vations from 26 Vietnamese commercial banks over 2009-2023, we estimate a Panel
Smooth Transition Regression (PSTR) model measuring financial and trade globaliza-
tion at the country-year level. The Corruption Perceptions Index (CPI), where higher
values indicate lower perceived corruption and stronger corruption control, serves as
the transition variable. System GMM estimation serves as a robustness check.

Empirical results confirm that the effects of economic globalization on banking stabil-
ity change from negative to positive as corruption control exceeds a threshold level.
Financial globalization yields a negative baseline effect of -3.131 and transition coef-
ficient of 5.458, with an estimated CPI transition location of 33.13. The corresponding
estimates for trade globalization are —1.932, 3.757, and 33.27. These findings suggest
that while economic globalization erodes banking stability under weak corruption
control, its marginal effects turn significantly positive once the CPI moves beyond the
thresholds. Corruption control itself has a positive effect on banking stability. The sys-
tem GMM results confirm the same regime-dependent pattern.

These findings suggest that the benefits of globalization depend on institutional quality.
Strengthening corruption control, governance, and bank risk management is therefore
essential for ensuring that deeper global integration contributes to banking stability
in Vietnam.

Keywords globalization, corruption, banks, stability, Vietnam,
PSTR
JEL Classification G21, F36,D73

INTRODUCTION

Over the past two decades or so, Vietnam has become one of the most
globally integrated economies in Asia. Trade openness has expanded
rapidly, cross-border capital flows have increased, and the economy
has become increasingly exposed to international trade and global
financial conditions. At the same time, Vietnam remains a strongly
bank-based economy in which commercial banks perform the domi-
nant role in financial intermediation and credit allocation. Because al-
ternative sources of long-term financing are still relatively underdevel-
oped, banking stability has implications that extend well beyond the
financial sector. A stable banking system supports efficient capital al-
location and sustained economic growth, whereas banking instability
can quickly spill over to investment, employment, and macroeconom-
ic performance (Vo, 2018; Laeven & Valencia, 2018; Henry Ntarmah et
al., 2019; Wang et al., 2019).
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Economic globalization has created both opportunities and challenges for banking systems. Deeper glo-
balization can bolster institutional resilience through expanded capital access and enhanced risk manage-
ment yet simultaneously expose domestic networks to severe macro-financial shocks (Adam et al., 2024).
In environments characterized by weak regulatory oversight, these macro-financial shocks may amplify
credit expansion, encourage excessive risk-taking, and increase banking vulnerability (Yin, 2019; Razin et
al., 2003). Thus, economic globalization is neither inherently stabilizing nor inherently destabilizing, as its
ultimate impact on banking stability fundamentally depends on domestic institutional capacity.

This conditioning mechanism is heavily driven by the control of corruption in transition economies, as
it influences the quality of governance, prudential supervision, and credit allocation. With this perspec-
tive, the control of corruption plays an important role in how global forces interact with the domestic
financial sector. Weak corruption control may distort lending decisions, reduce regulatory effectiveness,
and encourage preferential treatment of politically connected borrowers, thereby increasing systemic
risk and weakening banking resilience (Asteriou et al., 2021; Park, 2012). Conversely, stronger institu-
tional governance may enable banks to safely absorb the structural benefits of economic globalization
while mitigating the transmission of external risks.

Vietnam’s deep integration into the global economy has been accompanied by extensive institutional
reforms and sustained efforts to strengthen corruption control. As these processes have evolved in par-
allel, it remains unclear whether deeper global integration consistently promotes banking stability or
whether its effects vary with the level of corruption control. This unresolved issue is particularly impor-

tant for a highly open, bank-based transition economy such as Vietnam.

1. LITERATURE REVIEW
AND HYPOTHESES

The effect of economic globalization on banking sta-
bility remains a central yet unresolved debate in the
literature. This is due to the fact that economic glo-
balization shapes financial systems through distinct
trade and financial transmission channels, both of
which are fundamentally mediated by the domes-
tic institutional environment, particularly the con-
trol of corruption. This section reviews theoretical
and empirical literature regarding the relationship
among trade globalization, financial globalization,
corruption, and banking stability. The existing
studies can be categorized into four groups: the im-
pact of trade globalization on banking stability; the
impact of financial globalization on banking stabil-
ity; the direct effects of corruption on the banking
system; and the role of corruption in moderating
the relationship between globalization and banking
stability. This organizational approach provides an
integrated analysis to identify the unresolved issues
that this study aims to address.

Trade globalization may influence banking sta-

bility through a number of interconnected chan-
nels related to competition, capital allocation,
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and risk diversification. Trade globalization may
foster intense product-market competition, re-
shape resource allocation along lines of compara-
tive advantage, and incentivize domestic firms to
penetrate international export markets (Ades &
Di Tella, 1999; Melitz & Ottaviano, 2008). Trade
globalization also allows firms to operate in mul-
tiple markets, helping them diversify their in-
come rather than relying on just a few countries.
Consequently, adverse economic conditions in
one country may be partly offset by continued
demand from other trading partners. Under this
perspective, trade globalization may help stabilize
firms’ cash flows and repayment capacity, thus re-
ducing credit risk for commercial banks (Heiland,
2016; Esposito, 2022). In other words, trade glo-
balization can act as an indirect buffer against lo-
calized economic shocks and lower the likelihood
that non-performing loans build up in the bank-
ing system.

Recent empirical work generally finds a positive
link between trade globalization and banking sta-
bility. Using the System GMM method for a sam-
ple of developing countries, Hidayati et al. (2024)
find that the interaction between trade openness
and financial transparency improves banking sta-
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bility, as reflected in higher net interest margins
and Z-scores and lower non-performing loan ra-
tios. In a related study, Rahman et al. (2021), us-
ing BRICS bank data for 2000-2017, report that
trade openness reduces financial intermediation
costs and enhances operational efficiency at banks,
even during periods of global crisis. Similar re-
sults are found for emerging economies, where
international trade openness gives banks greater
opportunities to diversify their loan portfolios,
reduce income volatility, and soften the effects of
financial crises (Ashraf et al., 2017). Overall, the
evidence from these studies commonly indicates
that the stabilizing effects of trade globalization
are stronger when they are supported by finan-
cial transparency, diversification, and information
sharing.

Yet trade globalization can also introduce new
risks for banking system stability. Deeper integra-
tion into international trade exposes banks to ex-
ternal shocks indirectly. These shocks may arise
from fluctuations in global commodity prices or
economic downturns in major trading partners.
Such developments can reduce firms’ revenues
and cash flows, weakening their ability to service
debt and increasing credit risk for banks. Adverse
trade shocks may also trigger capital flow volatil-
ity and funding pressures, thereby heightening li-
quidity risks within the banking sector (Aghion
et al., 2004). Such shocks may also create balance-
of-payments pressures, affect exchange rates and
interest rates, and spill over into the banking sec-
tor (Paasche, 2001). This theoretical view is sup-
ported by several empirical studies. Khan et al.
(2021) indicate that trade globalization is associ-
ated with higher bank profitability in GCC coun-
tries, although its effects on credit dynamics are
more complex. Federico et al. (2025) document
that trade shocks after China’s WTO accession in-
creased non-performing loans in banks exposed
to vulnerable industries. This rise in NPLs led to
credit contraction and amplified adverse effects on
the real economy. Similarly, Chau and Vinh (2023)
find that globalization and policy uncertainty are
associated with higher banking risk in Asia.

Parallel to trade dynamics, financial globalization
is also viewed as a factor promoting banking sta-
bility through various mechanisms. Theoretically,
financial globalization enables financial institu-
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tions to spread risks more effectively and reduce
income volatility through investment diversifica-
tion (Obstfeld, 1992). Simultaneously, this process
contributes to reducing capital costs, thereby en-
hancing the banking system’s financial capacity
(Stulz, 1999). Furthermore, financial integration
requires improved market discipline and finan-
cial supervision, promoting governance quality
and risk management in the banking industry
(Karolyi, 2012).

Supporting this view, empirical studies suggest
that foreign financial institution entry strength-
ens domestic bank financial stability, with this
effect being more pronounced in countries with
effective corporate governance and supervisory
frameworks (Kusi et al., 2021). Giraldo et al. (2024)
extend their study to 58 countries, using various
financial openness and banking stability indi-
cators and applying a double debiased machine
learning (DDML) model, suggesting that financial
openness reduces non-performing loans, decreas-
es non-interest expenses, and increases banking
system liquidity. Li and Moreira (2024) find that
debt structure serves as a transmission channel
from financial globalization to banking stabil-
ity. Specifically, in the long run, financial global-
ization reduces short-term debt ratios while in-
creasing long-term debt ratios, thereby enhancing
banking stability.

An alternative view argues that financial global-
ization can undermine banking stability through
risk amplification mechanisms. According to the
“trilemma” hypothesis, the global financial cycle
weakens monetary policy autonomy in countries
with free capital flows. Consequently, domestic
economic conditions become more susceptible to
global macroeconomic fluctuations, making busi-
nesses and banks more vulnerable to sudden re-
versals in global financial conditions (Rey, 2015).
Additionally, financial globalization poses risks of
sudden stops in foreign capital flows, with these
liquidity shocks rapidly spreading to bank balance
sheets (Calvo, 1998; Mendoza, 2010).

Several empirical studies provide evidence sup-
porting this view. Using data from 108 developing
countries for 2012-2021 and applying the System
GMM method, Nguyen (2024) finds a negative
association between economic globalization and
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financial stability. The study further shows that
credit information sharing can mitigate these ad-
verse effects by reducing information asymme-
tries and improving lending decisions. Gondwe et
al. (2024) report that foreign bank entry increas-
es financial instability among domestic banks in
Sub-Saharan Africa. The authors argue that inten-
sified competition may encourage domestic banks
to pursue riskier lending strategies, particularly
in countries with weak institutional frameworks
and limited regulatory capacity. Evidence from
Vietnam also suggests that foreign bank penetra-
tion may generate competitive pressure on domes-
tic banks. This may reduce the profitability and
stability of domestic banks and encourage them
to adopt riskier lending strategies (Huynh, 2024).
Besides, Li et al. (2024) find that capital account
liberalization leads to higher levels of non-per-
forming loans across 45 emerging and developing
economies. The effect is particularly pronounced
in countries with more liberalized bond, money,
and credit markets, where easier access to fund-
ing intensifies competition and encourages greater
risk-taking by banks.

Beyond external macroeconomic forces, domestic
institutional integrity, specifically control of cor-
ruption, functions as a primary determinant of
systemic financial stability. High levels of corrup-
tion can weaken financial stability, particularly
in the banking sector, through several channels.
Corruption distorts risk assessment and can redi-
rect credit toward inefficient projects. This leads to
weaker asset quality, rising non-performing loans,
and lower capital adequacy, which are consistent
with the “sand the wheels” hypothesis (Shleifer &
Vishny, 1993; Mauro, 1995).

Recent evidence is consistent with these mecha-
nisms. Using data on 7,235 banks in 160 coun-
tries from 2000 to 2016, Abuzayed et al. (2024)
show that corruption increases credit avail-
ability but reduces profitability while increas-
ing credit risk, default risk, and insolvency
risk. Other studies also examine the link be-
tween corruption and non-performing loans.
Internationally, Gje¢i and Marin¢ (2022) show
that corruption exacerbates non-performing
loan problems, particularly during financial
crises or in small banks. Similar results are re-
ported by Jiang and Wang (2024).
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Another line of research suggests that in contexts
of weak institutions and cumbersome procedures,
corruption may act as ‘grease’, speeding up credit
approvals and thereby enhancing financial inter-
mediation efficiency in the short run (Leff, 1964).
Chen et al. (2013) find that in countries with poor
institutional quality, such as China, bribery helps
firms gain better access to credit, suggesting that
this ‘grease’ effect may improve capital allocation.
Other studies suggest that corruption can enhance
bank profitability in weak institutional environ-
ments (Mongid & Tahir, 2011; Bougatef, 2017).

In a globalized economy, institutional quality -
and corruption in particular - shapes how trade
and financial openness affect banking stability.
Earlier theoretical and empirical studies suggest
that globalization supports financial development
only once legal frameworks reach certain thresh-
olds; below those levels, openness may be weak or
even harmful (Chinn & Ito, 2006; Kose et al., 2009).
The effects of financial globalization may also
vary according to the level of institutional devel-
opment. Using data from both emerging and ad-
vanced economies, D. Bui and T. Bui (2019) show
that financial openness affects bank risk-taking
differently depending on the strength of domes-
tic institutions. Foreign bank presence may also
help improve governance and banking practices
by introducing international standards and more
advanced management experience. Claessens and
Van Horen (2014) note, however, that these ben-
efits are largely long-term and are most evident in
countries with strong legal systems and effective
banking supervision.

The existing literature lacks evidence regard-
ing how institutional quality mediates the im-
pact of economic globalization on banking sta-
bility. Documented empirical evidence suggests
that trade and financial globalization can either
strengthen banking stability or undermine it, de-
pending on the institutional and economic con-
text. By treating economic globalization and insti-
tutional quality as separate, additive determinants,
existing studies fail to decode the conditional, re-
gime-dependent nature of the impact of econom-
ic globalization on banking stability. Specifically,
no previous study has quantified the corruption
thresholds at which the effects of economic glo-
balization on banking stability change in magni-
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tude or direction. This gap is particularly evident
in transition economies, where globalization and
institutional reforms often evolve simultaneously.

The Vietnamese economy offers a useful setting
for examining this issue. Over the twenty years
or so, it has experienced a process of deeply in-
tegrating into the world economy through acces-
sion to the World Trade Organization (WTO) and
joining a subsequent wave of new-generation free
trade agreements (FTAs). Its trade openness re-
mains among the highest in Asia while being one
of the top countries receiving FDI funds. Yet, this
intense trade and capital openness coexists with a
financial system that remains heavily bank-based
and structurally vulnerable to external shocks.
Concurrently, in tandem with this process, the
economy has implemented extensive domestic in-
stitutional reforms and fostered anti-corruption
efforts. In this context of deep global integration
and institutional transition, the effects of econom-
ic globalization on banking stability in Vietnam
should be examined in light of the conditioning
role of institutional quality. However, extant stud-
ies predominantly scrutinize the direct, isolated
impacts of economic globalization on bank per-
formance indicators.

Addressing these gaps, this study examines how fi-
nancial and trade globalization affect banking sta-
bility in Vietnam and whether these effects vary
across corruption regimes. Accordingly, the fol-
lowing hypotheses are proposed:

HI:  The effect of financial globalization on bank-
ing stability shifts from negative toward posi-
tive as corruption control increases through
an estimated transition location.

H2:  The effect of trade globalization on banking

stability shifts from negative toward positive
as corruption control increases through an
estimated transition location.

2. RESEARCH METHODS
AND DATA

This section describes the research methodolo-
gy and data used to examine whether the effects
of economic globalization on banking stability

http://dx.doi.org/10.21511/bbs.21(3).2026.15
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vary across corruption regimes. It first presents
the Panel Smooth Transition Regression (PSTR)
framework, followed by the specification tests used
to determine the appropriate nonlinear model.
The section then introduces the empirical model
specifications, defines the variables, and describes
the robustness analysis based on the system gen-
eralized method of moments (system GMM) es-
timator. Finally, it presents the data sources and
descriptive statistics of the sample.

2.1. Panel smooth transition
regression framework

The Panel Smooth Transition Regression (PSTR)
model proposed by Gonzalez et al. (2017) provides
a flexible framework for modelling nonlinear re-
lationships in panel data by allowing regression
coefficients to change smoothly across regimes ac-
cording to the value of a transition variable. The
general specification of the PSTR model is given
as follows:

Vi = 1+ Box, + Bix, g (q,57.¢)+uy, (1)

where p, is the individual fixed effect; y, , is the
dependent variable; x,, is the vector of indepen-
dent variables; u,is the error term. g(qi’ s Y ¢)isa
smooth logistic function of order m, g(.) takes the
form:

g(4.37.¢) =(1 + eXp(—yHL(qi, —cj)))1 40)

where y > 0 measures the slope of transition, c = (cl,
Cpr s €, ) 18 the threshold value. The regression coef-
ficient changes from B to B, + f3, when the tran-
sition variable (qi, ) exceeds the threshold value c,.
The transition function value ranges from 0 to 1;
when y > oo, the transition function tends to be-
come an indicator function.

2.2. Model specification tests

The homogeneity (linearity) test is first conducted
to determine whether the relationship between the
explanatory variables and banking stability is bet-
ter represented by a nonlinear PSTR model than
by a conventional linear panel model. Specifically,
the null hypothesis of linearity, H: y = 0, is test-
ed using Equation (1). Nevertheless, as noted by
Gonzalez et al. (2017), these statistical tests are
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non-conventional due to the existence of un-
identified nuisance parameters within the PSTR
framework under the null condition. To address
this identification issue, the function in Equation
(1) is substituted using a first-order Taylor series
approximation centered at y = 0, leading to the
derivation of the following auxiliary regression
specification:

Vi =M+ Byx, + Brx,q, +-
* m *
+B,%q; + &

The corresponding null hypothesis is reformu-
lated as H: B = ... B, " = 0. Following Gonzélez
et al. (2017), the null hypothesis is evaluated us-
ing four conventional test statistics: the Lagrange
Multiplier chi-square test (LM-x?), the Lagrange
Multiplier F-test (LM-F), the heteroscedastic-
ity- and autocorrelation-consistent chi-square test
(HAC-y?), and the heteroscedasticity- and autocor-
relation-consistent F-test (HAC-F). If the null hy-
pothesis of linearity is rejected, the next step is to
determine the appropriate order of the transition
function by selecting the parameter m. For each
candidate value of m, we test the null hypothesis
of linearity: H = 8,"= 0, H,,: 8,"=0| B,"=0, H "
B, =0| B, =B, = 0. The optimal value of m is se-
lected as the one that yields the strongest statisti-
cal rejection of the null hypothesis of linearity.

®)

After establishing the presence of nonlinearity,
the PSTR model is estimated to obtain the coef-
ficients B, B, y, and c. Following Gonzélez et
al. (2017), additional post-estimation diagnostic
tests are then performed to determine whether
a single transition function adequately captures
the nonlinear relationship. Specifically, the null
hypothesis that the PSTR specification contains
only one transition function (i.e., two distinct re-
gimes) is tested against the alternative of an addi-
tional transition function. If the null hypothesis is
rejected, the number of transition functions (r) is
increased sequentially until there is no longer sta-
tistical evidence supporting the inclusion of an ad-
ditional transition function. The extended PSTR
specification with two transition functions (H: r
=2) is presented as follows:

Vi =u; + Box, + X, g, (qi(tl)

+5,x, 8, (qi(tZ)

;71901) )

;7/2,62)+8”
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Under the null hypothesis H: r = 1, the second
transition parameter is not identified, implying
H:y,= 0. As in the homogeneity test, this identi-
fication problem is addressed by replacing the sec-
ond transition function with its first-order Taylor
series expansion around y, = 0, leading to the fol-
lowing auxiliary regression:

Y =Y, +ﬂ;xit +ﬂ1*xng1 (qul)u/pcl) 5)
P et B+
Based on Equation (5), the corresponding null hy-
pothesis is expressed as H: ," = ... B, "= 0. The
same four test statistics — LM-y>, LM-F, HAC-y?,
and HAC-F - are used to evaluate the null hy-
pothesis. If the null hypothesis cannot be reject-
ed, a single transition function is considered suf-
ficient to characterize the nonlinear relationship.
Otherwise, an additional transition function is in-
troduced, and the testing procedure continues. To
further assess the adequacy of the selected PSTR
specification, parameter constancy tests are also
conducted.

2.3. Empirical model specification

The described PSTR framework is subsequently
applied to the empirical models investigating the
relationship between economic globalization and
banking stability. Two model specifications are
considered. The first examines financial globaliza-
tion, whereas the second replaces financial global-
ization with trade globalization while retaining
the same transition variable and control variables.
The empirical models are specified as follows:

Z —score,, =u, + 0 FG,

6)
+6,FG,g(CPI,,y,c)+8,Control,, +¢,,,

Z —score,, =y, + o, TG, @)
+a,1G, g (CPI,, 7, c) +a,Control;, + ¢, ,.

In Models (6) and (7), banking stability, the de-
pendent variable, is measured by the natural loga-
rithm of the Z-score, which is determined by the
following formula:

ROA,, +CAR,,
o (ROA)

, ®)

Z —score;, =

it
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Where ROA is return on assets and CAR is the eq-
uity-to-total-assets ratio. The standard deviation
of ROA, o(ROA)l_, Bt calculated using a three-year
rolling window comprising year t and the two pre-
ceding years (t — 1 and t — 2). Thus, the Z-score
does not rely on a full-sample standard deviation
of ROA. The natural logarithm of the Z-score is
used in the estimations.

FG and TG refer to financial globalization and
trade globalization, respectively. Financial global-
ization is measured according to the formula of
Lane and Milesi-Ferretti (2007), by the total sum
of foreign assets (FA) and foreign liabilities (FL)
divided by gross domestic product (GDP). The
specific formula is as follows:

_ FA+FL
GDP

FG , ©)

Trade globalization is measured by the ratio of to-
tal trade flows (exports plus imports) to GDP. This
measure is commonly found in previous studies
(e.g., Rahman et al., 2020; Ma & Yao, 2022).

Both financial globalization (FG) and trade glo-
balization (TG) are measured at the country-
year level for Vietnam. Thus, the coefficients on
FG, TG, and their regime-varying components
are identified from changes in Vietnam’s global-
ization indicators over time, rather than from
cross-bank variation. Bank fixed effects absorb
time-invariant bank characteristics, while the
bank-level control variables capture changes in
banks’ balance-sheet conditions. The model also
controls for GDP growth, banking-market con-
centration, and CPI to account for observed mac-
roeconomic, sectoral, and institutional conditions.
Nevertheless, because FG, TG, and CPI vary only
by year in this single-country setting, a full set of
year fixed effects would be perfectly collinear with
these variables. The specification therefore cannot
completely remove all unobserved common time-
varying shocks. For this reason, the estimated co-
efficients are interpreted as conditional associa-
tions within Vietnam.

The transition variable in Models (6) and (7) is the
Corruption Perceptions Index (CPI), published
annually by Transparency International (TI). The
CPI takes values in a range from 0 to 100, where
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higher scores signify greater institutional integ-
rity and stronger corruption control. Within the
PSTR framework, the CPI serves as the transition
variable, which allows the impact of financial and
trade integration on banking stability to shift dy-
namically across distinct regimes of corruption
control.

To isolate the effects of economic globalization,
Models (6) and (7) incorporate a comprehensive
set of control variables capturing bank-specific
dynamics, market structure, and macroeco-
nomic conditions. Bank-specific dynamics are
represented by four indicators: the loan-to-as-
set ratio, liquidity (liquid assets to total assets),
non-interest income diversification, and the av-
erage return on earning assets. Market structure
is measured by the asset share of the five larg-
est commercial banks, reflecting the degree of
banking market concentration. Macroeconomic
conditions are captured by the national GDP
growth rate.

2.4. Robustness analysis

To verify the robustness of the estimated thresh-
old effects, the analysis is complemented by the
system generalized method of moments (system
GMM) estimator developed by Blundell and Bond
(1998). After estimating the PSTR model, the sam-
ple is divided into two subsamples according to
the estimated threshold of the transition variable.
Separate panel regressions are then estimated for
each subsample using Models (10) and (11). The
system GMM estimator helps address potential
endogeneity issues arising from the potential re-
verse causality between globalization and banking
stability. Consistent results between the PSTR and
system GMM estimations provide additional evi-
dence on the robustness of the estimated thresh-
old effects.

Z —score,, = p,+ p, FG, + p, CPI,

4 (10)
+ZpaControli,t te,,
a=1

Z —score,, =8 + 4 TG, + 9, CPI,

5 1n
+Zl9bC0ntroli’t +e,.

b=1
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2.5. Data

The study uses panel data for 26 Vietnamese com-
mercial banks covering the period 2009-2023.
Banks were included in the sample if they operat-
ed throughout the study period, published audited
financial statements for every year, and had com-
plete data for all variables. Policy banks, foreign
bank branches, banks with incomplete data, and
banks that ceased operations due to mergers or ac-
quisitions were excluded from the sample. Data for
the surviving or acquiring banks were collected
from their published consolidated financial state-
ments. These criteria yielded a balanced panel of
390 bank-year observations (26 banks x 15 years),
with no missing observations in the final estima-
tion sample.

The year 2009 is selected as the starting year of
the sample period to ensure data consistency
and reliability. By this year, commercial banks in
Vietnam had universally adopted the Vietnamese
Accounting Standards for financial reporting. In
addition, this specific timeframe captures the
most intensive phase of Vietnam’s outward global-
ization, a structural shift set in motion by its ac-
cession to the World Trade Organization in 2007.

Regarding the data sources, bank-specific vari-
ables are calculated from the audited annual fi-
nancial statements of the sample banks. Data
on financial globalization are obtained from the
External Wealth of Nations database (Lane &
Milesi-Ferretti, 2007), while data on trade global-
ization, banking market concentration, and GDP
growth are obtained from the World Bank data-
base. The Corruption Perceptions Index (CPI) is
obtained from Transparency International.

Table 1 presents the descriptive statistics for the re-
search dataset. The mean natural logarithm of the
Z-score index is 2.893, indicating that Vietnamese
commercial banks maintain relatively strong fi-
nancial stability. The corruption perceptions index
(CPI) in Vietnam ranges between 27 and 42, with
an average of 33.5, suggesting that perceived cor-
ruption remains relatively high. The data also reflect
Vietnam’s substantial economic openness, with fi-
nancial globalization (FG) and trade globalization
(TG) averaging 1.178 and 1.496 relative to GDP, re-
spectively. Moreover, the relatively low standard
deviations across the control variables indicate the
absence of extreme values in the dataset.

2.6. Empirical results

This section presents the empirical results. It first
reports the PSTR specification tests, followed by
the estimation results and robustness analysis
based on the system GMM estimator.

As discussed in Section 3, the homogeneity (linear-
ity) test is conducted prior to estimating the PSTR
model to assess the presence of nonlinear effects
of economic globalization on banking stability in
Vietnam. With the threshold variable specified as
the level of corruption control (CPI), the test results
in Table 2 provide sufficient evidence to reject the
null hypothesis (HO). In other words, non-linear ef-
fects exist in Models (6) and (7). The values (m = 1,
2, 3) in this table refer to the auxiliary polynomial
orders considered in the linearity tests.

Table 3 reports the sequential tests used to select
the order (m) of the logistic transition function.
Because the panel may be affected by heteroske-
dasticity and serial correlation, model selection is

Table 1. Descriptive statistics of the sample variables

Variable Obs Mean Std.dev Min Max

Log(Z-score) 390 2.8931 0.4793 1.8207 4.5604
S ' 390 11789 0.2344 0.8570 15199
s 390 14960 0.2167 11397 18700
Average yield on earning assets 390 0.0900 0.0253 0.0183 01972
Liquid assets/totalassets 390 01715 00856 00152 08070
Outstanding loans/totalasset - 390 05703 01251 01942 .osige
Non-interest incomeytotal income - 390 0.2089 01968 -0.2660 o 20511
Market concentration 390 0.5476 0.0490 04833 L0642t
O E 390 33.5333 4.5499 2/ B

Economic growth rate 390 0.0598 0.0151 0.0260 0.0810
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Table 2. Homogeneity (linearity) test results for PSTR models

LM-x? LM-F HAC-x? HAC-F
m Statistics | p-value Statistics p-value Statistics p-value Statistics | p-value
The independent variable is FG (Model (6))
1 35.56 0.0000 i 3237 . 00000 : 11.88 : 0.0005 10.820 |  0.0011
2 3578 0.0000 16.24 0.0000 12.99 0.0015 5896 00030
3 35.96 0.0000 10.85 00000 | 1317 .  0.0042 3.973 00083
The independent variable is TG (Model (7))
1 35.92 0.0000 i 3270 ¢ 00000 ¢ 1555 i 0.0001 14.15 0.0001
2 49.24 0.0000 2235 0.0000 15.62 0.0004 7089 00009
3 50.43 0.0000 15.22 0.0000 16.07 0.0010 4848 00025
Table 3. Selection of the optimal transition function order (m)
LM-x? LM-F HAC-x? HAC-F
" Statistics : p-value Statistics p-value Statistics p-value Statistics : p-value
The independent variable is FG (Model (6))
1 35.56 0.0000 i 3237 . 00000 : 11.88 : 0.0005 10.82 0.0011
0.246 0.6194 0.2239 0.6364 0.745 03878 0.677 .
3 0.198 0.6557 0.1799 0.6714 1.260 0.2617 1140 02863
The independent variable is TG (Model (7))
1 35.92 0.0000 i 3270 : 00000 : 1555 i 0.0000 1415 i 0.0001
2 14.67 0.0001 13.32 0.0003 6.546 0.1051 5942 | 0150
3 1.358 0.2439 1.229 0.2683 2.950 0.2858 2670 | 03031

based primarily on the HAC statistics. These re-
sults support m = 1 for both Models (6) and (7),
implying a monotonic logistic transition function
with one location parameter.

After estimating a model with one transition
function (r = 1), we test the null hypothesis of
no remaining nonlinearity against the alterna-
tive. When the sample size is small, and there are
concerns about serial correlation and heterosce-
dasticity, heteroscedasticity- and autocorrelation-
consistent (HAC) tests are more reliable than stan-
dard Lagrange multiplier (LM) tests (Gonzalez et
al., 2017). As shown in Table 4, the HAC p-values
exceed conventional significance levels in both
Models (6) and (7). The null hypothesis therefore
cannot be rejected. Accordingly, the final specifi-
cation contains one transition function and two
extreme regimes connected by a smooth transition.

Table 4. Remaining nonlinearity test results

Statistics Model (6) Model (7)
H:r=1,H:r22
: 14.08 : 16.53
HACHZ il
[01197] [0.2044]
1.388 1.6290
HAC,F 444444444444444444444
[0.1922] [0.3633]

Note: p-values are shown in square brackets.
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In addition, the stability tests reported in Table 5
show that the estimated parameters are stable over
the sample period. This supports confidence in
the model’s reliability for both analytical and fore-
casting applications.

Table 5. Results of parameter constancy test

Statistics Model (6) Model (7)
12.05 13.98
HACY? i s
[0.2106] [0.1231]
1.1880 1.3780
HAC-F b
[0.3017] [0.1965]

Note: p-values are shown in square brackets.

Table 6 reports the estimation results for the
Panel Smooth Transition Regression (PSTR)
model. Model (6) focuses on financial global-
ization (FG) while Model (7) captures trade glo-
balization (TG), with both frameworks utiliz-
ing the CPI as the primary transition variable.
Across both specifications, the slope parameter
(y) and the location parameter (c) are statisti-
cally significant. These results confirm the exis-
tence of a smooth nonlinear transition between
regimes and suggest that the effect of globaliza-
tion on banking stability shifts across distinct
corruption regimes.
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Table 6. Panel smooth transition regression
(PSTR) estimation results

Variables : Model (6) Model (7)
| -3.1310%**
FG (6,) O tiointor S
[0.4953]
5.4580***
FG (5,) e
[1.241]
—1.9320%***
76 () B si it
[0.5111]
3.757%**
16 (a)
[1.074]
2.1750 3.4150**
Average Vle|d on earning assets HE R
[1.398] [1.354]
0.3480 0.9807**
Outstanding Ioans/ total assets EE R
[0.4246] [0.4138]
1.0360%**

0.5467

[0.3816]
Non —interest income/ total ~ 70.2009*™ | ~019340%"* |
income [0.0264] [0.03024]
0.8334** 1.0590%**
Market concentration S ttaineao SIS O sssioiosteltviaN
[0.3517] [0.387]
—0.4289 —1.4520***
[0.5396] H [0.4802]
0.2229*** 0.1953***
[0.04038] [0.0315]
0.1465%** 0.1346***
Slope parameter (y) Sttt SOOI SO oostsos N
[0.0151] [0.0242]
33.1300%** 33.2700%**
Location parameter (c) et Ottt test
[0.4091] [0.1475]

Note: Standard errors (se) are shown in square brackets. * p
<0.1; ¥* p<0.05; *** p<0.01.

The estimated CPI transition locations are 33.13
for financial globalization and 33.27 for trade
globalization. Since a higher CPI score reflects a
lower perceived level of corruption, these estima-
tion results describe a transition from an environ-
ment with weak corruption control to one with
better corruption control. Based on the estimated
results for Model (6), the effect of financial global-
ization is given by (-3.1310 + 5.4580¢(CPL v, ¢)). It
therefore approaches —3.131 in the lower CPI re-
gime and 2.327 in the upper CPI regime. Similarly,
based on the estimation results for Model (7), the
effect of trade globalization on bank stability ap-
proaches —1.932 and 1.825 in the lower and upper
CPI regimes, respectively. Thus, the effects of glo-
balization change smoothly from negative to posi-
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tive as corruption control improves. These find-
ings support Hypotheses 1 and 2.

The estimated coefficients of the Corruption
Perceptions Index (CPI) are positive and statisti-
cally significant in both models, indicating that
stronger corruption control directly enhances
banking stability. The estimated coeflicients are
0.223 in the financial globalization model and
0.195 in the trade globalization model.

The estimated coefficients of the control variables
are generally consistent across the two model
specifications. The outstanding loans-to-total-
assets ratio, the average yield on earning assets,
the liquid-assets-to-total-assets ratio, and market
concentration are positively associated with bank-
ing stability. By contrast, the non-interest-income-
to-total-income ratio and economic growth are
negatively and significantly associated with the
Z-score.

As a regime-based consistency check, the dataset
is divided into two subsamples representing weak
corruption control (CPI scores of 33 or below) and
stronger corruption control (CPI scores of 34 or
above). The system GMM estimator is then used
to examine whether the estimated relationships
remain consistent across these corruption con-
trol regimes. Table 7 reports the system GMM
estimation results for Models (10) and (11), esti-
mated separately for the high- and low-corruption
regimes. The results show that trade globalization
and financial globalization are associated with a
negative impact on banking stability when the
corruption index is 33 points or lower. In con-
trast, when the corruption index is 34 points or
higher, globalization is associated with stronger
financial stability of Vietnamese banks. In addi-
tion, the control variables remain statistically sig-
nificant and largely unchanged in sign compared
to Models (6) and (7). These results are consistent
with those estimated using the PSTR model, thus
supporting the robustness of the main results. The
robustness results provide further support for
both H1 and H2. Specifically, the effects of finan-
cial and trade globalization on banking stability
are negative when corruption control is weak but
become positive when corruption control is stron-
ger. These findings therefore reinforce the hypoth-
esized regime-dependent effects.
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Table 7. System GMM estimation results (robustness analysis)

Variables

Weak corruption
control (CPI < 33)

Stronger corruption
control (CPI 2 34)

Model (11)
Weak corruption
control (CPI < 33)

Stronger corruption
control (CPI 2 34)

FG

TG

Average yield on R
earning assets :

Outstanding loans/
total assets

Liquid assets/total

assets

Non-interest income/ {
total income

Market concentration 7

~o4396*
[0.2327]

LB
[0.6120]

Losasar
[0.3208]

13553%xx

Lo easo
Lo
01057

[0.1688] §

26078%
[1.014] :

L oow07

[0.5716]

019301
006844 .

[0.0650]
B
o foass)
o 00
[0.0056]

1
Economic growth rate

Number of i
instruments :

ARE)

25 25
B T
B LS S,

Instruments collapsed ©  No o i.....No
2-3

_Hansen test (p-value)

GMM lag range

fo2ery

[0.4565] A
Loosser
[0.0045]

o s R S
Numberofgroups %6 %6

0TI
LI S

2-4

0.1581%*
[0.0791]
e 22444
13972
02061

. 0ess7T
[0.2705]
4.0093***

e
02890
[0.3177]
Sy
0.3637]
B e
e
00895
[0.1972]

[0.3716]

Lo116%**
[0.3909]
- 0.0266
e [0.3254]
0.6216**
[0.3121]
10.2308]
0.0170***
[0.0032]

- SR 156

* ok

JBews

..00s13*
[0.0198]

25 25

L0889 L0375
0644 0559
No No

2-3 : 2-4

Note: Standard errors (se) are shown in square brackets. * p <0.1; ** p <0.05; *** p < 0.01.

3. DISCUSSION

The principal finding of this study is that eco-
nomic globalization affects banking stability
through a non-linear and conditional path. Our
PSTR estimates show the existence of regime-
varying effects of both financial and trade inte-
gration on banking stability. Their marginal ef-
fects shift dynamically across two distinct cor-
ruption control regimes. At lower CPI values,
which indicate weaker corruption control, the
effects of globalization approach their negative
baseline coefficients. As CPI increases through
the estimated transition locations of 33.13 and
33.27, these effects move toward positive up-
per regime values. These results suggest that
economic globalization does not automatically
improve banking stability but depends on in-
stitutional quality. Good institutional quality is
necessary to allocate international capital and

http://dx.doi.org/10.21511/bbs.21(3).2026.15

trade opportunities efficiently. It is also vital to
control the extra risks of economic integration.

This evidence extends previous studies that re-
port mixed effects of globalization on banks.
Proponents of globalization argue that openness
increases competition, technology transfer, and
risk management (Claessens & Van Horen, 2014).
By contrast, critics show that globalization expos-
es banks to foreign shocks and encourages exces-
sive risk-taking when regulations are weak (Yin,
2019; Asteriou et al., 2021). Rather than support-
ing either view unconditionally, our results recon-
cile these conflicting findings by demonstrating
that institutional quality, proxied by corruption
control, determines which effect dominates.

These estimated corruption thresholds provide

important implications for transition economies
like Vietnam. When corruption is high, political
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connections tend to misallocate trade and for-
eign capital inflows. Funds often flow toward
politically connected firms or low-productivi-
ty projects. This dynamic weakens credit qual-
ity and reduces market discipline. Under these
adverse conditions, globalization amplifies ex-
isting financial weaknesses instead of fixing
them. However, once corruption control crosses
the estimated threshold, the situation reverses.
Stronger governance allows banks to benefit
from global integration. It improves resource
allocation, enhances transparency, strengthens
supervision, and drives the adoption of modern
banking practices.

This economic intuition fits well with institu-
tional theories. These theories argue that gov-
ernance quality determines whether globaliza-
tion generates efficiency gains or financial fra-
gility (Claessens & Van Horen, 2014). It also
complements studies emphasizing corruption
as an important determinant of banking stabil-
ity (Asteriou et al., 2021; Park, 2012) by show-
ing that corruption not only affects banking sta-
bility directly but also moderates the impact of
globalization.

The estimated control variables generally reflect
the operating characteristics of Vietnamese
commercial banks. Anincrease in the outstand-
ing loans-to-total assets ratio helps to strength-
en the stability of Vietnamese banks. This result
is consistent with some previous studies (Pham
et al., 2021; Phan et al,, 2019). It suggests that
Vietnamese banks have maintained a relatively
effective credit risk management mechanism
in the context of deep globalization, thereby
ensuring credit quality when expanding the
lending scale. This outcome partly reflects the
effectiveness of credit management policies of
the State Bank of Vietnam, which applies bank-
specific credit growth limits. Banks with better
credit quality are typically allowed higher credit
growth, while those with higher bad debt face
tighter constraints.

In contrast, non-interest income activities are
associated with higher financial instability, as
indicated by the negative relationship between
the non-interest income-to-total income ratio
and the Z-score. This may reflect the relatively
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underdeveloped nature of non-credit business
segments in Vietnam, where financial prod-
ucts remain limited, and banks face constraints
in identifying effective investment channels.
In addition, this result may also be linked to
weaker risk management capacity in non-credit
activities.

The estimated coeflicient on the average yield on
earning assets is positive, suggesting that higher
income generated from earning assets is associ-
ated with greater banking stability. This index
reflects the efficiency of bank assets in generat-
ing income. A higher value means that banks
are better at managing their investment and
lending portfolios, so they earn more profit and
build up more equity capital. In Vietnam, banks
commonly rely on retained profits to build capi-
tal buffers, especially when liquidity is tight and
other funding sources are limited.

The asset liquidity ratio yields a positive coef-
ficient. This means higher liquidity supports
greater stability for Vietnamese banks. This
reflects the reality in the banking business
in Vietnam that funding is often short-term,
and local liquidity stress occurs frequently.
Therefore, holding liquidity bufters helps reduce
default risks. High liquidity can lower profit-
ability. However, in Vietnam, these stabilizing
benefits usually outweigh the costs due to vola-
tile market conditions and refinancing risks.

For market concentration, the positive coef-
ficient links higher market share to stronger
banking stability. This outcome matches recent
restructuring trends in Vietnam. Since 2014,
the State Bank of Vietnam has promoted merg-
ers to combine weak, small banks into larger in-
stitutions. In a system previously crowded with
small banks, this consolidation strengthens fi-
nancial capacity and improves risk management
frameworks.

The coefficient on economic growth is negative,
suggesting that higher growth is linked to greater
banking instability. During boom periods, credit
demand rises quickly. This may encourage aggres-
sive credit growth that exceeds banks’ risk-man-
agement capacity, thereby giving rise to structural
imbalances and putting banking stability at risk.
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Overall, the findings suggest that globalization ef-
fectiveness depends not only on the degree of ex-
ternal integration but also on the quality of domes-
tic institutions. For Vietnam and other transition
economies, deeper financial and trade integration
alone is unlikely to strengthen banking stability

Banks and Bank Systems, Volume 21, Issue 3, 2026

unless accompanied by sustained improvements
in corruption control, governance quality, and
banking supervision. The results therefore imply
that institutional reform should be regarded as an
integral component of financial integration poli-
cies rather than as a separate policy objective.

CONCLUSION

This study investigates how economic globalization affects the financial stability of Vietnamese com-
mercial banks under different levels of corruption during the period 2009-2023. Using a Panel Smooth
Transition Regression (PSTR) model, the study shows that the relationship between globalization and
banking stability is nonlinear and depends critically on institutional quality. In particular, in settings
with weak governance and high corruption, the results suggest that globalization can amplify vulner-
abilities in the banking sector. By contrast, when institutional quality improves, banks can benefit more
from international integration. The regime-based System GMM estimates produce a similar pattern of
signs and therefore provide a consistency check for the main findings.

Overall, the evidence suggests that deeper international integration on its own is not sufficient to ensure
banking stability in developing economies such as Vietnam. The effectiveness of globalization depends
strongly on institutional conditions, particularly the ability to control corruption and strengthen gov-
ernance quality. Policies that enhance transparency, improve regulatory effectiveness, and strengthen
anti-corruption efforts should be seen as essential components of financial stability policy in an increas-
ingly globalized environment. Vietnamese banks also need to keep improving governance standards,
liquidity management, and risk-control practices so that they can better adapt to a more open and com-
petitive financial environment.

A key contribution of this study is the identification of corruption control threshold values that deter-
mine whether globalization exerts a stabilizing or destabilizing effect on the banking system. This find-
ing extends the existing literature, which has largely focused on linear relationships between globaliza-
tion and banking stability.

Despite these contributions, the study has limitations. The analysis focuses only on Vietnam and does
not compare differences across countries with varying institutional and financial structures. Moreover,
FG and TG are measured at the country-year level and take the same value for all banks within a giv-
en year. Consequently, the model cannot fully separate globalization from unobserved common time-
varying factors. Future work could extend the analysis to a wider set of developing or transition econo-
mies and explore whether other dimensions of institutional quality also shape the relationship between
globalization and banking stability. In addition, a multi-country bank-level dataset would provide both
cross-country and temporal variation in FG and TG, thereby reducing reliance on the time variation of
a single country and partially mitigating the identification limitations arising from combining country-
level globalization measures with bank-level stability outcomes.
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