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Abstract

In bank-based emerging economies, firms’ financing decisions are closely linked to 
bank credit conditions and government interventions intended to reduce borrow-
ing costs. Interest rate subsidies may ease access to external finance, yet borrowing 
responses need not be uniform when firms differ in their financing conditions. This 
study examines changes in corporate financial leverage during the implementation of 
Vietnam’s 2022 Interest Rate Subsidy Program and whether these changes vary with 
firm size. The analysis draws on 1,160 firm-year observations from non-financial firms 
listed on the Ho Chi Minh City and Hanoi stock exchanges between 2016 and 2024. A 
two-way fixed-effects model with firm-clustered robust standard errors is used, along-
side supplementary analyses. The main estimates show that, for a firm of average size, 
financial leverage was lower in 2022 than in the reference year of 2016. The decline was 
greater among larger firms, indicating that leverage adjustments differed by firm size. 
Profitability is negatively associated with leverage, whereas firm size is positively as-
sociated with it. The supplementary analyses are consistent with the negative direction 
of the main association but provide less consistent evidence of size-related differences. 
These results suggest that lower borrowing costs alone may not be sufficient to increase 
firms’ use of debt when credit demand and business conditions remain weak. The study 
adds firm-level evidence on financing behavior during a credit-support intervention 
in a bank-based emerging economy, although the findings reflect changes during the 
policy period rather than the standalone effect of the subsidy program.
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INTRODUCTION

In bank-based emerging economies, financial leverage is closely tied to 
firms’ access to bank credit and the conditions under which external fi-
nance is supplied. Firms’ capital structure decisions are shaped by both 
firm-specific characteristics and broader financial and institutional con-
ditions, rather than by a single determinant. In such settings, changes 
in bank lending conditions can have a particularly strong influence on 
borrowing behavior and the process of capital structure adjustment.

Vietnam provides a relevant setting for examining this issue. As a 
bank-based emerging economy, external financing is dominated by 
bank lending, and credit allocation remains closely linked to govern-
ment policy priorities. This institutional structure makes firms’ fi-
nancing decisions particularly sensitive to government interventions 
in credit markets.
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The period from 2020 to 2022 was marked by significant economic disruptions associated with 
the COVID-19 pandemic, affecting firms’ operations and financing conditions. In response, the 
Vietnamese government introduced an interest rate subsidy program in 2022 aimed at supporting 
economic recovery by reducing borrowing costs and improving firms’ access to credit. Changes in 
borrowing conditions under the program may alter firms’ financing incentives and influence their 
capital structure decisions.

However, firms may not respond uniformly to policy-driven credit support. While reduced borrowing 
costs may relax financing constraints and encourage greater use of debt, access to subsidized credit may 
differ across firms, potentially leading to heterogeneous responses. Increased borrowing under favor-
able conditions may also raise concerns about rising leverage and financial risk.

In this context, this study examines changes in the financial leverage of listed non-financial firms dur-
ing the implementation of Vietnam’s 2022 Interest Rate Subsidy Program. It also investigates whether 
the extent of these changes varies with firm size, given differences in firms’ capacity to access bank 
credit and expand debt financing. Understanding these differences is important for assessing the impli-
cations of credit-support policies for corporate financing decisions in bank-based emerging economies.

1. LITERATURE REVIEW  

AND HYPOTHESES

Firms’ capital structure decisions are shaped 
jointly by their internal characteristics and the 
financial environment in which they operate. A 
substantial body of empirical research has shown 
that profitability, firm size, asset tangibility, and 
growth opportunities are important factors com-
monly associated with firms’ financial leverage 
(Rajan & Zingales, 1995). Synthesizing evidence 
from multiple countries, Frank and Goyal (2009) 
similarly identify these as the most robust fac-
tors explaining differences in capital structure 
across firms. Beyond firm-specific characteristics, 
capital structure is also significantly influenced 
by the level of financial system development and 
the institutional environment (Booth et al., 2001; 
Deesomsak et al., 2004). Accordingly, country-
level factors not only directly affect debt financ-
ing decisions but also interact with firm charac-
teristics in shaping capital structure (De Jong et 
al., 2008). In emerging economies, global financial 
conditions may also significantly influence corpo-
rate leverage dynamics (Alter & Elekdag, 2020). 
Evidence from Vietnam is broadly consistent with 
these findings, showing that the capital structure 
decisions of listed firms reflect the joint influence 
of firm characteristics and financial market condi-
tions (Nguyen et al., 2014; Vo, 2017), while bank-
ing system uncertainty may reduce firms’ propen-
sity to use debt financing (Huynh & Phan, 2024).

Although firm characteristics and the financial 
environment help explain differences in capi-
tal structure, firms’ financing decisions are also 
significantly influenced by financial market fric-
tions. These frictions increase the cost of external 
finance and affect firms’ choices between inter-
nal funds and debt financing, particularly under 
conditions of information asymmetry (Fama & 
French, 2002). The two main sources of financial 
frictions are agency costs among stakeholders 
(Jensen & Meckling, 1976) and information asym-
metry between firms and capital providers (Myers 
& Majluf, 1984). When financial institutions lack 
sufficient information to assess firms’ quality and 
risk, they may restrict credit supply even to firms 
willing to accept higher interest rates, which con-
stitutes credit rationing (Stiglitz & Weiss, 1981). 
Evidence from relationship lending suggests that 
longer banking relationships can partly mitigate 
this problem by reducing borrowing costs and 
collateral requirements (Berger & Udell, 1995). 
Therefore, access to external finance depends not 
only on firms’ demand for credit but also on the 
conditions governing the supply of credit in the 
market. Empirical studies further confirm the 
role of credit supply in capital structure decisions. 
Evidence shows that firms with access to public 
debt markets maintain higher levels of leverage 
(Faulkender & Petersen, 2006), while firms with 
access to bond markets tend to shift toward bond 
issuance when bank credit is tightened rather than 
continuing to rely on bank borrowing (Becker & 
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Ivashina, 2014). These findings indicate that finan-
cial frictions not only affect access to credit but 
also create differences across firms in their choice 
of financing sources, depending on their access to 
different financing channels. This implies that the 
conditions under which financial institutions sup-
ply credit play an important role in firms’ debt fi-
nancing decisions.

In economies where firms rely heavily on bank 
credit, changes in monetary policy are transmit-
ted to the corporate sector through changes in the 
supply and terms of credit provided by commer-
cial banks, thereby affecting firms’ access to debt 
financing (Bernanke & Gertler, 1995). Empirical 
studies generally confirm the important role of 
the bank lending channel in the transmission of 
monetary policy. Specifically, when monetary pol-
icy is tightened, banks tend to reduce their lend-
ing, limiting firms’ access to new loans (Jiménez et 
al., 2012). Monetary policy also affects banks’ risk-
taking, lending composition, and lending activi-
ties, thereby influencing credit allocation across 
firms (Jiménez et al., 2014; Pamungkas et al., 2025). 
Evidence from Vietnam similarly indicates that 
the bank lending channel remains an important 
mechanism for monetary policy transmission, al-
though its effectiveness may vary during periods 
of financial crisis and the COVID-19 pandemic 
(Loi & Dang, 2023). Taken together, the evidence 
suggests that policies directly affecting the lend-
ing capacity and credit terms of the banking sys-
tem may alter firms’ access to debt financing and, 
consequently, influence their debt financing deci-
sions. This provides a basis for examining the role 
of government credit support programs imple-
mented through the banking system.

Building on the transmission mechanism through 
the bank lending channel, many governments 
have implemented credit support programs to al-
leviate firms’ constraints in accessing finance, par-
ticularly during periods of economic downturn or 
crisis. These programs encompass various instru-
ments, including credit guarantees, preferential 
lending, interest rate subsidies, and other forms of 
financial support, designed to maintain the flow 
of credit to the corporate sector, support liquid-
ity, and encourage banks to continue providing 
finance during economic downturns (Didier et 
al., 2021; Haque & Varghese, 2021). Empirical evi-

dence suggests that credit support programs may 
help ease financial constraints, improve access 
to finance, and sustain firms’ operations during 
adverse economic conditions (Deghi et al., 2021). 
Overall, this evidence indicates that credit sup-
port programs may facilitate firms’ access to debt 
financing through the banking system.

Among government credit support instruments, 
interest rate subsidies are used to reduce bor-
rowing costs and help firms maintain or expand 
investment activities through credit financing. 
Theoretically, lower borrowing costs may increase 
the attractiveness of debt financing, thereby en-
couraging firms to use more debt and adjust their 
capital structures toward higher financial lever-
age. Consistent with this argument, several stud-
ies have shown that changes in prevailing interest 
rates are associated with firms’ financing decisions 
and leverage levels (Karpavičius & Yu, 2017; Zhao 
& Han, 2025). Reducing borrowing costs through 
interest rate subsidy programs may also improve 
firms’ access to credit and help them sustain in-
vestment activities, particularly when the econo-
my is affected by major shocks (Liu & Wang, 2025). 
However, firms’ responses to changes in financing 
conditions may vary depending on the degree of 
financial constraints they face. Less financially 
constrained firms are generally able to adjust their 
capital structures more flexibly over the business 
cycle (Korajczyk & Levy, 2003), whereas more fi-
nancially constrained firms are more sensitive to 
changes in access to credit (Gertler & Gilchrist, 
1994; Beck et al., 2008) and may increase their le-
verage to a greater extent during the implementa-
tion of credit support policies (Xie, 2025). In ad-
dition, banks’ market power may influence the ef-
fectiveness of subsidized loan allocation (Ornelas 
et al., 2024). Therefore, the relationship between 
interest rate subsidy policies and firms’ debt fi-
nancing decisions may vary across firms as well as 
across institutional and financial contexts.

In addition to policy-related factors, capital struc-
ture decisions are also influenced by firms’ in-
ternal characteristics. According to the Pecking 
Order Theory, highly profitable firms generally 
prefer to use internal funds before seeking exter-
nal finance, thereby reducing their reliance on debt 
(Myers, 1984; Myers & Majluf, 1984). Consistent 
with this argument, numerous empirical studies 
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have documented a negative relationship between 
profitability and financial leverage across differ-
ent institutional contexts (Rajan & Zingales, 1995; 
Fama & French, 2002). Similar findings have also 
been reported in emerging economies, includ-
ing Vietnam (Vo, 2017), while Frank and Goyal 
(2009) identify profitability as one of the most ro-
bust determinants of firms’ capital structure deci-
sions. Firm size is also considered an important 
characteristic associated with capital structure 
decisions because it reflects differences in infor-
mation asymmetry, collateral capacity, and access 
to external finance. Numerous empirical studies 
have documented a positive relationship between 
firm size and financial leverage in both developed 
and emerging economies (Huang & Song, 2006; 
Nguyen et al., 2014). However, this relationship, as 
well as capital structure adjustment dynamics, is 
not uniform across countries or groups of firms 
because of differences in financing conditions and 
institutional environments (Mateev et al., 2013; 
Jõeveer, 2013; Zeitun et al., 2017; Sahin, 2018). 
Therefore, the effect of interest rate subsidy poli-
cies on financial leverage may vary with firm size.

Although prior research suggests that credit sup-
port policies and interest rate subsidies may im-
prove access to finance and influence firms’ fi-
nancing decisions, three gaps remain. First, most 
research has examined credit support instruments 
in general or unconventional monetary policies, 
leaving limited empirical evidence on interest rate 
subsidy programs as a distinct policy instrument. 
Second, the available evidence comes primarily 
from developed economies or countries with well-
developed capital markets, with relatively little 
attention paid to bank-based emerging econo-
mies such as Vietnam. Third, while earlier studies 
have documented differences in firms’ responses 
to changing financing conditions, little is known 
about the role of firm size in the relationship be-
tween interest rate subsidy programs and corpo-
rate financial leverage.

To address these gaps, this study examines the re-
lationship between Vietnam’s 2022 Interest Rate 
Subsidy Program and the financial leverage of 
listed non-financial firms, while also investigat-
ing whether this relationship varies with firm size. 
The study thereby adds empirical evidence from a 
bank-based emerging economy.

Study hypotheses are as follows:

H1: Firms’ financial leverage changes during the 
implementation of Vietnam’s 2022 Interest 
Rate Subsidy Program.

H2: The extent of change in firms’ financial lever-
age during the implementation of Vietnam’s 
2022 Interest Rate Subsidy Program varies 
with firm size.

2. METHODOLOGY  

AND DATA

The study employs a panel dataset of non-finan-
cial firms listed on the Ho Chi Minh City Stock 
Exchange (HOSE) and the Hanoi Stock Exchange 
(HNX) over the period 2016–2024. This period 
covers both the pre-policy years and the imple-
mentation of Vietnam’s 2022 interest rate subsidy 
program, providing an appropriate setting for ex-
amining firms’ leverage responses to changes in 
financing conditions during the program period 
in borrowing costs. Firm-level financial data are 
obtained from audited financial statements and 
related corporate disclosures.

The sample selection follows several criteria. Firms 
operating in the financial sector, including banks, 
insurance companies, and securities firms, are 
excluded because their capital structures are sub-
ject to industry-specific regulations and differ 
substantially from those of non-financial firms. 
Observations with missing financial information 
required for constructing the study variables are 
also removed. To align the analysis with the pol-
icy context, the sample focuses on firms operat-
ing in sectors eligible for support under Decree 
No. 31/2022/ND-CP. After applying these screen-
ing procedures, the final sample consists of 1,160 
firm-year observations.

The study employs corporate financial leverage 
(Leverage) as the dependent variable, measured as 
the ratio of interest-bearing debt, including both 
short-term and long-term debt, to total assets. The 
key explanatory variable is the 2022 interest rate 
subsidy program (Policy), represented by a dum-
my variable that takes a value of 1 in 2022 and 0 
otherwise. This variable is designed to capture the 
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2022 policy period associated with the introduc-
tion of the government’s post-COVID-19 interest 
rate subsidy program under Decree No. 31/2022/
ND-CP and its implications for firms’ financing 
conditions.

Firm size (SIZE), measured as the natural loga-
rithm of total assets, is included both as a control 
variable and as a moderating variable. Before con-
structing the interaction term, SIZE is mean-cen-
tered by subtracting its sample mean from each 
observation. As a control variable, SIZE captures 
differences in firm scale, borrowing capacity, and 
access to external finance. As a moderating vari-
able, it is interacted with the policy variable to ex-
amine whether the relationship between the sub-
sidy program and financial leverage varies across 
firms. Profitability (Profit), measured as net profit 
after tax divided by total assets, is also included 
as a control variable to account for firms’ internal 
financing capacity. For robustness purposes, the 
study additionally employs alternative leverage 
measures, which are discussed in the empirical 
strategy section.

Figure 1 summarizes the research procedure em-
ployed in this study. The analysis begins with the 
collection and screening of firm-level data, fol-

lowed by variable construction, descriptive statis-
tics, and diagnostic tests. The empirical analysis 
comprises a two-way fixed-effects model, quantile 
regressions, and a robustness test using an alter-
native leverage measure. The final stage interprets 
the findings and discusses their implications for 
firms’ financing decisions.

To examine changes in corporate financial lever-
age during the implementation of the 2022 Interest 
Rate Subsidy Program, the study employs a two-
way fixed-effects regression model. Firm fixed ef-
fects control for unobserved time-invariant firm 
characteristics that may influence leverage deci-
sions, while year fixed effects account for common 
macroeconomic shocks. Standard errors are clus-
tered at the firm level to address potential hetero-
skedasticity and serial correlation.

The empirical specification estimates the associa-
tion between the 2022 policy period and corporate 
financial leverage after controlling for firm size 
and profitability. To assess whether this associa-
tion varies with firm size, the model incorporates 
an interaction term between Policy and SIZE. This 
specification allows the study to examine whether 
changes in financial leverage during the policy pe-
riod differ with firm size.

Figure 1. Flowchart of the research
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A supplementary analysis is conducted to evaluate 
the robustness of the findings. The robustness test 
uses the ratio of interest-bearing debt to equity as 
an alternative measure of corporate financial le-
verage. This analysis helps assess the consistency 
of the estimated association across different lever-
age definitions.

3. RESULTS

Table 1 presents descriptive statistics for the vari-
ables used in the empirical analysis, based on the 
final sample of 1,160 firm-year observations over 
the 2016–2024 period.

Table 1. Descriptive statistics for the main 
variables

Variable Obs Mean Std. Dev. Min Max

Leverage 1,160 0.202 0.184 0 0.92

Policy 1,160 0.113 0.317 0 1

SIZE 1,160 0 0.06 –0.141 0.167

Profit 1,160 0.079 0.09 –0.344 0.552

Notes: This table reports summary statistics for the vari-
ables used in the empirical analysis. Leverage is measured 
as the ratio of interest-bearing debt to total assets. Policy is 
a dummy variable equal to 1 in 2022 and 0 otherwise. SIZE is 
the mean-centered natural logarithm of total assets. Profit is 
measured as net profit after tax divided by total assets.

The descriptive statistics indicate that financial lever-
age exhibits substantial cross-firm variation, with a 
mean of 0.202, indicating that interest-bearing debt 
accounts for approximately 20.2% of total assets on 
average. The policy dummy has a mean of 0.113, re-

flecting the relatively small proportion of observa-
tions in the policy year. Overall, the variables display 
sufficient variation to support panel estimation.

Table 2 presents the pairwise Pearson correlation 
coefficients among the main variables used in the 
empirical analysis. Several noteworthy relation-
ships are observed.

Table 2. Pairwise Pearson correlation matrix

Variables (1) (2) (3) (4)

(1) Leverage 1.000

(2) Policy –0.018 1.000

(3) Profit –0.392* 0.009 1.000

(4) SIZE 0.358* 0.033 0.009 1.000

Notes: This table reports pairwise Pearson correlation coef-
ficients. ***, **, and * indicate statistical significance at the 
1%, 5%, and 10% levels, respectively.

Leverage is negatively correlated with profitability 
and positively correlated with firm size, both at the 
10% level. The correlation between leverage and the 
policy variable is small and statistically insignifi-
cant, suggesting that any policy effect is unlikely to 
be captured by simple bivariate relationships. The 
relatively low correlations among explanatory vari-
ables indicate that multicollinearity is unlikely to 
be a concern. The hypotheses are therefore tested 
using panel regressions reported below.

Table 3 reports two-way fixed-effects estimates of 
corporate financial leverage, where the dependent 
variable is measured as the ratio of interest-bear-
ing debt to total assets.

Policy carries a negative and statistically signifi-
cant coefficient (β = –0.087, p < 0.001). Since SIZE 
is mean-centered, this estimate applies to a firm of 

Table 3. Two-way fixed-effects estimates of corporate financial leverage

Leverage Coef. Std. Err. t-value p-value [95% Conf Interval] Sig

Policy –0.087 0.013 –6.77 0 –0.112 –0.061 ***

SIZE 3.772 0.492 7.67 0 2.8 4.744 ***

Policy × SIZE –0.279 0.108 –2.59 0.011 –0.492 –0.066 **

Profit –0.477 0.079 –6.01 0 –0.635 –0.32 ***

Year fixed effects Yes
Firm fixed effects Yes
Mean dependent var 0.202 SD dependent var 0.184

R-squared 0.289 Number of obs  1160

F-test  9.156 Prob > F 0.000

Akaike crit. (AIC) –2,774.014 Bayesian crit. (BIC) –2,718.396

Note: Firm-clustered robust standard errors are reported. ***, **, and * indicate statistical significance at the 1%, 5%,  
and 10% levels, respectively.
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average size, whose financial leverage was 8.7 per-
centage points lower during the 2022 policy period 
than in the reference year, 2016. The finding sup-
ports H1, which predicts a change in financial le-
verage during the implementation of the program.

The coefficient on Policy × SIZE is also negative 
and statistically significant (β = –0.279, p = 0.011), 
showing that the difference in leverage between 
the 2022 policy period and the reference year be-
comes more negative as firm size increases. Larger 
firms therefore recorded a greater decline in lever-
age than smaller firms. This variation across firm 
sizes supports H2.

Among the control variables, Profit is negatively 
associated with leverage (β = –0.477, p < 0.001), 
whereas SIZE is positively associated with leverage 
(β = 3.772, p < 0.001). Thus, more profitable firms 
have lower leverage levels, while larger firms have 
higher leverage levels.

Table 4 presents the quantile regression estimates 
used to examine potential heterogeneity in policy 
effects across the distribution of financial leverage.

Table 4 reports the quantile regression estimates at 
the 25th, 50th, and 75th percentiles of the leverage 
distribution. The coefficient on Policy is negative 
across all three quantiles, ranging from –0.030 to 

–0.063. It is statistically significant at the median (β 

= −0.063, p = 0.034) but not at the 25th (β = −0.030, 
p = 0.158) or 75th percentile (β = −0.061, p = 0.133). 
Thus, the negative association observed during the 
2022 policy period is evident at the middle of the 
conditional leverage distribution but is not statis-
tically significant at its lower or upper quantiles. 
The interaction between Policy and SIZE is statis-
tically insignificant at all three quantiles, provid-
ing no evidence that the relationship between the 
policy period and leverage varies with firm size 
at different points of the leverage distribution. By 
contrast, SIZE remains positively associated with 
leverage, while Profit remains negatively associ-
ated with leverage, across all quantiles (p < 0.001).

To assess the robustness of the main results, the 
two-way fixed-effects model is re-estimated using 
the ratio of interest-bearing debt to equity as an al-
ternative measure of financial leverage. The results 
are reported in Table 5.

The coefficient on Policy remains negative and 
statistically significant (β = −0.544, p < 0.001), in-
dicating that the negative association observed 
in the main analysis persists under the alterna-
tive leverage measure. SIZE is positively associ-
ated with debt-to-equity leverage (β = 16.666, p = 
0.035), whereas Profit is negatively associated with 
it (β = −6.507, p = 0.041). The coefficient on Policy 
× SIZE is negative but statistically insignificant (β 
= −5.600, p = 0.142). Thus, the alternative specifi-

Table 4. Quantile regression results across leverage distribution

Leverage Coef. St. Err. t-value p-value [95% Conf Interval] Sig

τ = 0.25

Policy –0.03 0.021 –1.41 0.158 –0.071 0.012

Size 0.977 0.098 10.00 0 0.785 1.168 ***

Policy × SIZE 0.107 0.243 0.44 0.659 –0.37 0.585

Profit –0.385 0.059 –6.54 0 –0.501 –0.27 ***

Constant 0.123 0.02 6.21 0 0.084 0.162 ***

τ = 0.50

Policy –0.063 0.03 –2.12 0.034 –0.12 –0.005 **

Size 1.362 0.112 12.15 0 1.142 1.582 ***

Policy × SIZE –0.121 0.335 –0.36 0.717 –0.778 0.535

Profit –0.694 0.069 –10.00 0 –0.83 –0.558 ***

Constant 0.263 0.024 11.15 0 0.217 0.31 ***

τ = 0.75

Policy –0.061 0.041 –1.50 0.133 –0.141 0.019

Size 1.202 0.125 9.59 0 0.956 1.447 ***

Policy × SIZE –0.239 0.616 –0.39 0.698 –1.447 0.97

Profit –1.114 0.103 –10.78 0 –1.317 –0.912 ***

Constant 0.442 0.024 18.57 0 0.395 0.488 ***

Mean dependent var 0.202 SD dependent var 0.184

Notes: This table reports quantile regression estimates at the 25th, 50th, and 75th percentiles of the leverage distribution. 
Standard errors are reported in parentheses. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% levels, 
respectively.
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cation confirms the negative association between 
the 2022 policy period and financial leverage but 
does not corroborate the size-related heterogene-
ity found in the main model.

4. DISCUSSION

The results indicate that firms’ financial leverage 
changed significantly during the implementation 
of the 2022 Interest Rate Subsidy Program, there-
by supporting H1. For a firm of average size, lever-
age was lower in 2022 than in the reference year of 
2016. This direction differs from the expectation 
based on the negative relationship between inter-
est rates and leverage, according to which lower 
interest rates are generally associated with greater 
use of debt (Zhao & Han, 2025).

Because Policy equals one only in 2022, its esti-
mated coefficient reflects the general conditions 
prevailing during the program year rather than 
the standalone effect of the interest rate subsidy 
policy. As production and investment activities re-
mained affected by the COVID-19 pandemic, the 
program may have helped reduce borrowing costs 
and improve firms’ access to credit, but this sup-
port may not have been sufficient to offset weaker 
credit demand amid continued weakness in busi-
ness conditions. Firms’ ability to obtain credit also 
depended on banks’ lending capacity, risk toler-
ance, and credit allocation decisions (Bernanke & 
Gertler, 1995; Jiménez et al., 2012). The negative co-
efficient on Policy therefore does not mean that the 
program reduced leverage; it may instead reflect the 
combined influence of credit demand, credit supply, 
and the economic conditions prevailing in 2022.

The interaction coefficient between Policy and SIZE 
is negative and statistically significant, indicating 
that the negative leverage differential in 2022 was 
greater among larger firms. This result supports 
H2 in the main model but differs from the expecta-
tion that smaller firms are generally more sensitive 
to changes in credit conditions (Gertler & Gilchrist, 
1994). One possible explanation is that, despite their 
financing needs, smaller firms continued to face 
greater obstacles in accessing bank credit and other 
sources of external finance (Beck et al., 2008). This 
finding highlights the role of firm size in explaining 
differences in leverage adjustments during the pro-
gram’s implementation.

The results for the control variables are broadly con-
sistent with capital structure theory. Profitability is 
negatively associated with leverage, in line with the 
pecking order theory, which suggests that more prof-
itable firms tend to rely primarily on internal funds 
(Myers & Majluf, 1984). By contrast, the positive rela-
tionship between firm size and leverage suggests that 
larger firms generally have greater borrowing capac-
ity and better access to external finance.

The supplementary analyses provide relatively con-
sistent evidence regarding the direction of the main 
association but do not clearly confirm the moder-
ating role of firm size. In the quantile regressions, 
the Policy coefficient is negative at all three quan-
tiles but statistically significant only at the median. 
When the ratio of interest-bearing debt to equity is 
used as an alternative measure, the Policy coeffi-
cient remains negative and statistically significant. 
However, the interaction between Policy and SIZE 
is insignificant in both analyses. Thus, the nega-
tive association between 2022 and leverage persists 

Table 5. Two-way fixed-effects estimates using debt-to-equity leverage

Leverage Coef. St. Err. t-value p-value [95% Conf Interval] Sig

Policy –0.544 0.121 –4.49 0 –0.784 –0.304 ***

SIZE 16.666 7.826 2.13 0.035 1.183 32.15 **

Policy × SIZE –5.6 3.792 –1.48 0.142 –13.101 1.901

Profit –6.507 3.153 –2.06 0.041 –12.744 –0.27 **

Year fixed effects Yes
Firm fixed effects Yes
Mean dependent var 0.696 SD dependent var 2.660

R-squared 0.034 Number of obs  1160

F-test 3.200 Prob > F 0.001

Akaike crit. (AIC) 5,268.185 Bayesian crit. (BIC) 5,323.803

Notes: Firm-clustered robust standard errors are reported. ***, **, and * indicate statistical significance at the 1%, 5%,  
and 10% levels, respectively. 
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across different approaches, whereas evidence of 
size-related differences appears primarily in the 
main model. The conclusion regarding H2 should 
therefore be interpreted with caution. 

Taken together, the results provide stronger evi-
dence of a change in leverage during the policy pe-
riod than of systematic differences in that change 
by firm size.

CONCLUSION AND POLICY IMPLICATIONS

This study examines changes in firms’ financial leverage during the implementation of Vietnam’s 2022 
Interest Rate Subsidy Program and assesses whether the extent of these changes varies with firm size. The 
results show that, for a firm of average size, financial leverage was lower in 2022 than in the reference year of 
2016. In the main model, the negative leverage differential was greater among larger firms. However, this size-
related difference was not consistently confirmed by the supplementary analyses.

The findings offer several policy implications. First, reducing borrowing costs may not be sufficient to encour-
age firms to increase their use of debt when business prospects remain weak, and credit demand is subdued. 
The design of interest rate subsidy programs should therefore consider not only borrowing costs but also 
firms’ demand for credit and banks’ capacity and willingness to lend. Monitoring program participation and 
the allocation of subsidized loans may help identify barriers that prevent eligible firms from accessing credit.

Second, the differences across firm-size groups suggest that a uniform credit-support policy may not produce 
similar financing responses across firms. Although the evidence regarding the moderating role of firm size 
is not consistent across all analyses, policy design should account for differences in access to credit, collateral 
capacity, and financial constraints. Particular attention should be given to smaller firms, which often face 
greater barriers to accessing formal bank credit.

Third, in bank-based economies, coordination between fiscal and monetary authorities, together with ap-
propriate banking supervision, may improve the transmission of credit-support policies. Such coordination 
should facilitate access to finance while ensuring prudent credit allocation and maintaining financial stability.

This study has several limitations. First, the sample includes only listed firms and may not fully reflect the 
financing behavior of smaller or unlisted enterprises. Second, the Policy variable captures the timing of the 
program rather than firm-level participation or the intensity of support received. Because the variable also 
represents the year 2022, its estimated coefficient reflects the general conditions prevailing during the pro-
gram year and cannot isolate the standalone effect of the Interest Rate Subsidy Program. Future research 
could extend the analysis to unlisted firms, use more direct measures of program participation, and ex-
amine the role of institutional factors, such as corporate governance and banking relationships, in policy 
transmission.
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