
“Factors affecting non-performing loans of commercial banks: the role of bank
performance and credit growth”

AUTHORS

Le Kieu Oanh Dao

Thi Yen Nguyen

Sarfraz Hussain https://orcid.org/0000-0001-9449-1047

Van Chien Nguyen https://orcid.org/0000-0003-2947-5870

ARTICLE INFO

Le Kieu Oanh Dao, Thi Yen Nguyen, Sarfraz Hussain and Van Chien Nguyen

(2020). Factors affecting non-performing loans of commercial banks: the role of

bank performance and credit growth. Banks and Bank Systems, 15(3), 44-54.

doi:10.21511/bbs.15(3).2020.05

DOI http://dx.doi.org/10.21511/bbs.15(3).2020.05

RELEASED ON Thursday, 13 August 2020

RECEIVED ON Wednesday, 27 May 2020

ACCEPTED ON Friday, 31 July 2020

LICENSE

 

This work is licensed under a Creative Commons Attribution 4.0 International

License

JOURNAL "Banks and Bank Systems"

ISSN PRINT 1816-7403

ISSN ONLINE 1991-7074

PUBLISHER LLC “Consulting Publishing Company “Business Perspectives”

FOUNDER LLC “Consulting Publishing Company “Business Perspectives”

NUMBER OF REFERENCES

27

NUMBER OF FIGURES

2

NUMBER OF TABLES

7

© The author(s) 2026. This publication is an open access article.

businessperspectives.org



44

Banks and Bank Systems, Volume 15, Issue 3, 2020

http://dx.doi.org/10.21511/bbs.15(3).2020.05

Abstract

The recent crisis of non-performing loans in the banking system has hit the Vietnamese 
economy hard. The GDP has been fallen down, while the bad debt ratio in the bank-
ing system has risen dramatically to 17.2 percent, and it takes more time to restore 
the economy and banking system. This research aims to define aspects that impact 
non-performing commercial bank loans in Vietnam. It covers the period of 2008–2017 
using 200 identified banks of Ho Chi Minh City Stock Exchange and Hanoi Stock 
Exchange, and applies methods based on the regression of pooled ordinary least 
squares, fixed and random effects models, in particular, generalized least squares to 
confirm the stability of the regression model. The results show that non-performing 
loans this year will positively affect those in the next year. In addition, a raise in bank 
performance and credit growth also leads to the reduction in non-performing loans 
from banks. Regarding macroeconomic factors, higher interest rates would have a ma-
jor and beneficial influence on failed loans in terms of macroeconomic dynamics, and, 
therefore, little effect on economic activity and inflation. Therefore, Vietnamese bank-
ing system should reduce the systematic risk and improve monitoring processes, draw-
ing on the experience of global banks with extensive experience in risk management.
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INTRODUCTION

Over the last decades, several banking problems have emerged 
all over the globe. Following the failure of Lehman Brothers and 
Fannie Mae and Freddie Mac, the subsequent global economic dis-
aster of 2007–2008, which was adversely activated by the liquidity 
bubble due to a rapid sharp decline in the supply of capital or li-
quidity from banks and other borrowers of U.S. subprime mort-
gages, inf luenced an economic downturn and turmoil on world 
markets. Because of bad lending debts and economic downturn, 
income in Vietnam’s banking industry deteriorated remarkably 
during the 2012–2015 era. More precisely, the bad debt ratio in the 
country’s on-balance sheet of commercial banks has risen dramat-
ically to 17.2 percent, although the entire mechanism would retain 
a reasonable 2 percent or less of the previous stages’ bad debt ra-
tio (Abbas, V.C. Nguyen, Yanfu, & H. T. Nguyen, 2020; Le, Dao, V. 
C. Nguyen, & X. D. Nguyen, 2020). 

It is believed, according to Badar and Javid (2013), that if the fi-
nancial system becomes ineffective and dysfunctional, which is re-
f lected mainly through the activity of the state budget, it will be 
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impossible for a country’s economy to grow sustainably. To reduce such deficiencies, the government 
in general, and the central bank in particular, are quite concerned that bad loans from banks, par-
ticularly joint-stock commercial banks, have occurred, so the central bank has provided the legal 
and policy structure that commercial banks are attempting to enforce. At the same time, banks al-
so tried to introduce many practices to regulate standard rules for limiting bad debts in the credit 
extension process. Bad debts will have an impact on liquidity risk in commercial banks, lower op-
erating profit, and bank customer credibility (Dao, Pham, & Nguyen, 2020; H. T. Nguyen, Tran, Le, 
& T. H. Y. Nguyen; T. H. Nguyen, T. H. Y. Nguyen, Le, Vo, & T. V. Nguyen). Non-performing loans 
(NPLs) are described as the “blood clot” of the economic system, since bad debt puts banks in danger 
of bankruptcy, as some conventional scholars have done in their work on bankruptcy stimuli (Barr 
& Siems, 1993; Demirgue-Kunt, 1989; Kamran, Haseeb, V. C. Nguyen, & T. T. Nguyen, 2020).

Researchers and financial experts are still working on NPLs and their enormous impact on growth 
and the banking sector in particular, such as def lation, inf lation, interest rate, exchange rate, GDP 
creation, credit demand, capital adequacy, unemployment, asset returns, bank size, credit loss re-
serves, etc. It is also important to acknowledge that the financial sector has various variables af-
fecting the bad debt. In the case of Vietnam, work on the bank’s bad debt and its consequences 
are needed. In the case of Vietnam, it would enable policymakers and bank managers to develop 
risk-reduction policies and solutions by conducting a research on commercial banks in 2008–2017, 
which will help reduce bad debt and improve banking efficiency.

1. LITERATURE REVIEW 

As per the Basel Committee, it should be noted 
that the nonperforming loans are debts whose 
lenders fail to satisfy the debt-recovery ob-
ligation of a bank for more than 90 days. The 
International Monetary Fund (IMF) further 
notes that if credit rates have been discussed, re-
structured, or expanded as negotiated, bad debt 
only accounts for the loans, which will be repaid 
with interest and principal for 90 days or more 
than 90 days. By contrast, Rottke and Gentgen 
(2008) clarify that there is no generic concept of 
bad debt and indicate that such loans should be 
viewed in a specific and detailed way. For a spe-
cific sense, it is about outstanding loans that are 
not payable for longer than 90 days. All loans 
are often of low interest in a wide context, Dao, 
Pham, and Nguyen (2020); Nguyen and Dang 
(2020); Vo, Dang, Vu, and Ha (2020) share the 
opinion. In the case of Vietnam, Circular No. 
02/2013/TT-NHNN dated January 21, 2013, 
states that loans are institutions and subsidiar-
ies of international banks that enforce debt clas-
sification by five groups (Standard debt; debt 
necessitates special consideration; credit crunch 
loans; dubious debt; and conceivably irrecovera-
ble debt), in which the debts of cluster 3, cluster 
4, and cluster 5 are poor.

There are many factors of the bank’s bad debt and 
observational work such as Messai and Jouini 
(2013), utilizing a research of 85 banks covering 
countries like Italy, Greece, and Spain for 2004–
2008, demonstrates this. According to reality, a 
macroeconomic measure in the form of an in-
crease in GDP, which has a detrimental effect on 
non-performing loans and unemployment rates, 
and the actual interest rate, has statistically sig-
nificant opposite results. Concerning bank-specif-
ic characteristics, such as return on assets (ROA), 
Messai and Jouini (2013) found an adverse effect 
on NPL and a favorable effect on loan loss reserves. 

As Makri, Tsagkanos, and Bellas (2014) show, 
using a sample size consisting of an unbal-
anced group of 14 countries with 120 research 
results for the timeframe 2000–2008 and the 
Generalized Method of Moments (GMM), the 
research demonstrates that bank-specific meas-
ures, such as the quantity of NPL from the prior 
year, the cash-to-asset ratio and ROE, tend to be 
unsteady. Further work concerns the macroeco-
nomic situation, debt levels, economic develop-
ment, unemployment, inflation rate, and govern-
ment spending as a proportion of GDP and how 
they influenced the NPL index. First, economic 
development has a detrimental connection to 
NPLs, while government debt and underemploy-
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ment have a positive relation. For starters, gov-
ernment expenditure and inflation levels are not 
statistically correct in all research models, loans 
to total deposits (LTD), return on assets (ROA).

For the period from 2003 to 2012, Abid, Ouertani, 
and Zouari-Ghorbel (2014) used pair of panel da-
ta from sixteen Tunisian banking institutions to 
assess non-performing loans, and concentrated 
on both bank-specific and macro-economic fea-
tures. Experimental findings showed that the im-
pact of NPLs on economic development, inflation, 
and interest rates is important. In contrast, a rise 
in economic development by one percent in the 
first and second halves of the NPLs would lead to 
a decline between 0.040297 and 0.043487. A strong 
link may be identified between inflation, inter-
est rate and NPLs. Results from the analysis also 
show that ROE was found to be negatively associ-
ated with NPLs, whereas a favorable correlation for 
bank size was identified. For the period 2008–2012, 
Rajha (2016) predicated on panel data here on the 
impact of bank-specific and macroeconomic char-
acteristics on NPLs in 22 commercial banks and 
four Islamic banks in Jordan. Therefore, the lagged 
NPLs, the loan-to-total assets ratio, and, especial-
ly, the global NPL financial crisis, were both posi-
tive and statistically relevant. The study also found 
that economic development and inflation levels of 
NPLs are negative and statistically important.

Partovi and Matousek (2019) studied the link 
between bank output and NPLs in the Turkish 
financial banks between December 2002 to 
December 2017, using the Data Envelopment 
Analysis Framework developed by Aparicio, 
Pastor, and Zofio (2015). Results suggest that 
the situation with bank management in the 
banking sector in that area, and, therefore, 
NPLs, has a negative impact on technical quali-
ty. Accordingly, Turkish banks may differ in the 
degree of effectiveness and rely on their own-
ership structure. Similarly, during the period 
1990Q1–2015Q2, Dimitrios, Helen, and Mike 
(2016) analyzed the key factors of NPLs in the 
European banking sector. The findings revealed 
that the bank- and country-specific variables 
inf luence NPLs through the application of the 
GMM regression model. Nonetheless, in the pe-
riod of 1990–2015, European banks would col-
lapse due to increased losses from NPLs.

2. DATA AND METHODOLOGY

2.1. Data

The analysis used balance sheet statistics (ob-
tained by individuals and time) from Vietnam’s 
Stock Exchange, with supplementary data col-
lected from annual audited financial statements 
of 20 commercial banks listed and not listed on 
Vietnam’s Stock Exchange. Vietnam has two port-
folios, namely Hanoi Stock Exchange (HNX) and 
Ho Chi Minh City Stock Exchange (HOSE). In 
comparison, the analysis gathered about 200 vari-
ables observed over 10 years, including projections 
from the Stata 15 system.

2.2. Methodology

The Jordanian banking industry relies on the the-
oretical basis for NPLs and the observed model by 
Messai and Jouini (2013), Makri, Tsagkanos, and 
Bellas (2014) with Eurozone research (Rajha, 2016). 
The study has also attempted to improve this by 
introducing a variety of independent variables to 
match the realities of commercial banks’ situation 
in Vietnam. The research can be analyzed in the 
following sequence:

, 0 1 , 1 2 ,

3 , 4 , 5

6  7  8

( )

 

 .+

i t i t i t

i t i t t

t t t it

NPL NPL SIZE

ROA EAR CGR

INF GDP IR u

β β β

β β β

β β β

−⋅ ⋅

⋅ ⋅

= + + +

+ + + ⋅

⋅ +⋅

+

⋅ + +

 (1)

This study implemented a hierarchical panel da-
ta method, calculated by the combination of OLS, 
REM, and FEM techniques. More specifically, many 
experiments are performed to validate the appropri-
ateness of the panel layout used in this study. Next is 
F-test, which discusses the null hypothesis that the 
discrepancy between the fixed effect (FE) and the 
pooled OLS is not intrinsic in the model. Second is 
the Lagrange Multiplier (LM) test, showing the op-
timal combination of the random effect (RE) and 
the pooled OLS. The findings of such studies reveal 
what strategy is more acceptable. Several variances 
and problems of generalized least squares auto-
correlation (GLS) may be proposed to address this 
problem. While checking the robustness of the tests, 
it is necessary to use GLS to verify the robustness 
study. The component figures are displayed in Table 
1 and the analysis model is in Figure 1.
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Table 1. Calculations of variables
Source: Results obtained by the authors.

Variable 

description Formula Abbreviation Previous studies

Non-performing 

loans
Total bad debts/Total loans NPL

Fofack (2005); Circular No. 02/2013/TT-NHNN 

dated January 21, 2013

Previous year’s NPL The lagged variable of NPL NPL(-1) Makri, Tsagkanos, and Bellas (2014); Rajha (2016)

Bank size Ln(Total asset) SIZE
Khemraj and Pasha (2009); Abid, Ouertani, and 

Zouari-Ghorbel (2014); Rifat (2016)

Return on assets Profits/Total asset ROA

Messai and Jouini (2013); Makri, Tsagkanos, and 

Bellas (2014); Abid, Ouertani, and Zouari-Ghorbel 

(2014)

Equity-to-asset ratio Equity/total asset EAR Makri, Tsagkanos, and Bellas (2014) 

Credit growth

1

(

)

1)

(

 –   

 

t t

t

Loan balance Loan balance

Loan balance

−

−

CGR Vithessonthi (2016)

GDP growth
1

1

–
t t

t

GDP GDP

GDP

−

−

GDP

Messai and Jouini (2013); Makri, Tsagkanos, and 

Bellas (2014); Abid, Ouertani, and Zouari-Ghorbel 

(2014); Rajha (2016)

Inflation 
1

1

–
t t

t

CPI CPI

CPI

−

−

INF
Fofack (2005); Abid, Ouertani, and Zouari-Ghorbel 

(2014); Rajha (2016)

Interest rate The real interest rate at year t IR

Khemraj and Pasha (2009); Dash and Kabra (2010); 

Messai and Jouini (2013); Abid, Ouertani, and 

Zouari-Ghorbel (2014)

Figure 1. Research model

Source: Results obtained by the authors.

MACROECONOMIC VARIABLES 

• Inflation rate (INF)

• Growth rate of gross domestic product (GDP)

• Interest rate (IR)

BANK-SPECIFIC VARIABLES 

• Previous year’s NPL (NPL(–1))

• Bank size (SIZE)

• Return on assets (ROA)

• Equity-to-asset ratio (EAR)

• Credit growth (CGR)

NON-PERFORMING LOANS

3. RESULTS AND DISCUSSION

3.1. Research results

According to a survey of 20 Vietnam Stock 
Exchange’s commercial banks for the period 
2008–2017, the ratio of NPLs to overall loans 
ranged from 1.71 to 4.56 trillion measured by the 
gross bad debt quotient. In reality, in 2006–2011, 
Vietnam faced a variety of problems, such as high 
government debt, high NPLs, and a downturn in 
economic development. However, in 2008–2017, 
the NPLs ratio in most banks was less than 3 per-

cent, accompanied by the central bank control. 
Figure 2 also reveals that either a government 
bank (such as VCB, BIDV, and CTG) or a bigger 
bank has fewer NPLs than a non-state bank. It 
should be remembered that a state-owned bank is 
more likely to handle its bad debt condition well 
in accordance with strengthened risk control and 
regulatory frameworks. In fact, a large bank has 
lower costs and higher productivity thanks to 
economies of scale, as costs per unit of output will 
decline with the volume as a bank became more 
efficient in operation (Nguyen, 2020; T. T. Nguyen, 
V. C. Nguyen, & Tran, 2020).



48

Banks and Bank Systems, Volume 15, Issue 3, 2020

http://dx.doi.org/10.21511/bbs.15(3).2020.05

Figure 2. Non-performing loans in the banking system
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Table 2. Descriptive statistics
Source: Analysis results from STATA 15 software.

Variable Obs. Mean Std. dev Min Max

NPL 200 0.0241 0.0183 0.0034 0.1622

NPL(–1) 200 0.0232 0.0185 0.0008 0.1622

SIZE 200 13.9826 0.5046 12.4682 15.080

ROA 200 0.0087 0.0060 0.0002 0.0473

EAR 200 0.0985 0.0495 0.0346 0.3563

CGR 200 0.2481 0.2714 –0.9554 1.2203

INF 200 0.0851 0.0675 0.0088 0.2312

GDP 200 0.0601 0.0053 0.0525 0.0681

IR 200 0.1085 0.0355 0.0696 0.1695

Table 3. Correlation matrix
Source: Analysis results from STATA 15 software.

Items NPL(–1) SIZE ROA EAR CGR INF GDP IR

NPL(–1) 1.000 – – – – – – –

SIZE 0.042 1.000 – – – – – –

ROA –0.229 –0.193 1.000 – – – – –

EAR –0.051 –0.724 0.353 1.000 – – – –

CGR 0.014 –0.070 0.145 –0.079 1.000 – – –

INF –0.167 –0.333 0.310 0.255 –0.079 1.000 – –

GDP –0.083 0.252 –0.112 –0.191 –0.049 –0.312 1.000 –

IR –0.127 –0.301 0.357 0.224 –0.034 0.919 –0.335 1.000

Table 4. Heteroskedasticity test
Source: Analysis results from STATA 15 software.

Variable VIF 1/VIF

IR 7.04 0.1421

INF 6.95 0.1440

EAR 2.55 0.3926

SIZE 2.44 0.4092

ROA 1.45 0.6880

GDP 1.19 0.8430

CGR 1.13 0.8835

NPL(–1) 1.11 0.9044

VIF mean 2.98
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Table 2 shows the results of concision statistics. The 
total of entrants filled out is 200. The NPL is 2.41 
percent overall. The NPL’s average and minimum 
amounts were 0.34 percent and 16.22 percent, re-
spectively. According to the Vietnam State Bank’s 
policy, to balance monetary policies and macroe-
conomy, NPLs at financial institutions will be low-
ered to below 3 percent. With respect to bank-spe-
cific variables, the magnitude of scale on average, 
minimum, and the peak is 13.98, 12.47, and 15.08, 
respectively, indicating that banks’ scale is not so 
unique. In addition, between 0.02 and 4.73 per-
cent, the productivity of the commercial banking 
assessed by ROA has increased dramatically. On 
the other side, the EAR calculated for a bank’s bal-
ance sheet stability fluctuated between 3.46% and 
35.63%, suggesting that certain banks are expect-
ed to utilize more strategic resources in their capi-
tal structure. In contrast, the financial sector kept 
its credit production at an average of 24.81 percent. 

The study should perform the Pearson correlation 
test to determine the multicollinearity problem 
utilizing the correlation coefficient regarding the 
relationship between independent variables. A 
multicollinearity question can arise in the case 
of a correlation value of 0.8 or greater between 
two independent variables. That applies to the 
state of testing for heteroskedasticity (Nguyen & 
Do, 2020) based on Inflation Factor 10 and under 
variance (VIF). Table 3 shows the effects of inde-
pendent variables that do not reach the minimum 
threshold, and Table 4 states that the VIF coeffi-
cient does not surpass the maximum threshold.

Table 5 shows the regression results of the study 
model, and the NPL acts as a proxy for the 
non-performing loans. The pooled OLS is suitable 
for applying quality models and is focused on ev-
idence from all diagnostic studies in Table 6 and 
Table 7. The reliability review often helps one to 

Table 5. Regression results 

Source: Analysis results from STATA 15 software.

Variable
Method

Pooled OLS FEM REM GLS

NPL(–1)
0.2936***

(4.30)

0.1988***

(2.70)

0.2936***

(4.30)

0.1189*

(1.73)

SIZE
–0.0005

(–0.15)

0.0030

(0.37)

–0.0005

(–0.15)

0.0002

(0.05)

ROA
–0.5659**

(–2.33)

–0.5282*

(–1.84)

–0.5659**

(–2.33)

–0.6570***

(–2.57)

EAR
0.0243

(0.62)

0.0558

(1.22)

0.0243

(0.62)

0.0301

(0.73)

CGR
–0.0100**

(–2.12)

–0.0109**

(–2.09)

–0.0100**

(–2.12)

–0.0097**

(–2.02)

INF
–0.0422

(–0.90)

–0.0494

(–0.97)

–0.0422

(–0.90)

–0.0500

(–1.07)

GDP
0.0116

(0.05)

–0.0598

(–0.22)

0.0116

(0.05)

–0.1025

(–0.42)

IR
0.1638*

(1.82)

0.1697*

(1.84)

0.1638*

(1.82)

0.1689*

(1.8)

_Cons
0.0150

(0.26)

–0.0320

(–0.28)

0.0150

(0.26)

0.0154

(0.25)

Prob > F 0.0000 0.6645 0.0000 0.0056

R-squared 0.1766 0.1311 0.1232

Note: *, ** and ***denote the level of significance at 10%, 5% and 1%, respectively. 

Table 6. Model selection
Source: Analysis results from STATA 15 software.

Items Pooled OLS FEM Hypothesis Results
F test Prob > F = 0.0000 < α = 1% Prob > F = 0.6645 > α = 10% Reject H

1
 =>

 
Accept H

0
Pooled OLS

LM test Prob > chibar2 = 1.0000 > α = 10% Reject H
1
 => Accept H

0
Pooled OLS
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test the consistency of the regression model using 
GLS; Table 6 indicates that the findings are ade-
quate and accurate.

3.2. Discussion

To show how NPL influences the model variables, 
the analysis is split into three classes to treat the 
test outcomes as follows.

3.2.1. The variables have a constructive  

effect on NPL

The earlier year’s NPL

The findings of the analysis in Table 6 found that 
the NPL of the earlier year had a constructive im-
pact on the current NPL amount, and a strong 5 
percentage point. It is important to note that the 
NPL decreased by 1 unit for the previous year and 
remained constant throughout the current year 
for other variables in the calculation; NPLs will 
increase by 0.2936 units (pooled OLS) or 0.1189 
units (GLS formulation). This finding will clarify 
that if bad debts from the previous period are not 
treated properly, the new era’s bad debts would be 
favorably affected. It ensures that certain banks’ 
credit period is short, incoherent, and the capac-
ity to handle risk is limited, and bad debts emerge 
from lending. In addition, during the study peri-
od, Vietnam faced many problems in the finan-
cial sector, in which banking strategies were not 
steady, inflation and interest rates rose rapid-
ly, leading firms to have difficulties in the supply 
chain and corporate processes about their capac-
ity to repay debt, and some clients fleeing debt 
repayment obligations. Many researchers found 

it compliant with work in the Eurozone, such as 
Makri, Tsagkanos, and Bellas (2014), Rajha (2016), 
the Jordanian banking sector.

Interest rate (IR)

Interest rates have a strong and beneficial effect on 
NPLs, as seen in Table 5. There are more than 100 
banks in Vietnam that can be described in this sit-
uation, such as banks maintained by state, commer-
cial joint-stock banks, international bank branches, 
and global joint-venture banks, but most banks are 
small to medium-sized. Furthermore, the presence 
of a growing number of small and medium-sized 
banks may contend with big banks, particularly 
state-owned ones with more preferred government 
financing; commercial banks could have forced their 
deposit rates to raise more capital to fulfill their cred-
it growth targets and restructure their long-term fi-
nances. Consequently, banks in general, especially 
small and medium-sized ones, should enter the mo-
bilization race of capital and thus increase the lend-
ing rate. A higher interest rate on loans will raise 
the borrowers’ mortgage burden, leading to a rise 
in NPLs. In fact, the Federal Reserve System (FED) 
agreed to lift interest rates in the period 2015–2017, 
and the global interest rate rose for the USD. The 
need to import firms has had a significant effect, es-
pecially those whose debts are popular in this cur-
rency, increasing corporate liabilities and struggling 
to repay loans and reduce bank lines. A variety of re-
search in the Tunisian banking sector, such as Abid, 
Ouertani, and Zouari-Ghorbel (2014), Messai and 
Jouini (2013) are in line with this finding of our study. 
Abid, Ouertani, and Zouari-Ghorbel (2014) further 
indicated that NPLs in Tunisia may be vulnerable to 
shifts in interest rates and floating levels.

Table 7. Diagnostics test
Source: Analysis results from STATA 15 software.

Test Model Statistics Hypothesis Results

Heteroskedasticity (White) Pooled OLS Prob > chi2 = 0.5657 > α = 10% Reject H
1
 =>

 
Accept H

0

Supported

(Homoskedasticity) 

Heteroskedasticity (Wald) FEM Prob > chi2 = 0.0000 < α = 1% Reject H
0 
=>

 
Accept H

1

Supported 

(Heteroskedasticity)

Heteroskedasticity (Breusch 
and Pagan Lagrangian 

mutiplier)
REM Prob > chibar2 = 1.0000 > α = 10% Reject H

1
 =>

 
Accept H

0

Non-supported

(Homoskedasticity) 

Autocorrelation (Wooldrige) Pooled OLS Prob > F = 0.0166 < α = 5% Reject H
0 
=>

 
Accept H

1

Supported 

(Autocorrelation)
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3.2.2. Factors negatively affecting NPLs

Return on assets (ROA)

The results of the report resulted in a return on in-
vestment, which had a considerable and negative 
impact on NPLs. This means that an increase in 
bank output will result in the reduced NPL debt. 
Nevertheless, ROA-calculated bank profitability 
is seen as a “center of survival” for increasing the 
financial sector’s reputation, bank value and com-
prehensive change. The theoretical point may be 
that an effective bank wants to diversify resources, 
sustain profitability, enhance quality control, ef-
fectively handle credit operations and efficiently 
minimize bad debts. A bank with a higher level of 
profitability will also extensively improve its hu-
man capital. It thus improves the productivity of 
loans and reduces the NPL ratio. The studies, like 
Messai and Jouini (2013), which entail a survey 
of 85 banks in Italy, Greece, and Spain, explicitly 
endorse this result. According to Abid, Ouertani, 
and Zouari-Ghorbel (2014), ROE measured bank 
performance is negatively associated with NPLs. 

Credit growth (CGR)

As Table 5 shows, the influence of credit develop-
ment on NPLs can be negative and important. This 
suggests that greater credit growth in the banking 
sector will lead to an increase in NPLs. This study 
can be answered by saying that bank lending is 
mainly focused on invention, manufacturing, re-
al estate, agriculture, and rural areas. The State 
Bank of Vietnam has flexibly used monetary pol-
icy tools to balance the economy, fuel economic 
development, and thus allowed the banking sys-
tem in general and joint-stock commercial banks 
in particular, to expand the standard of credit. 
Consequently, unsuccessful companies should not 
be allowed to lend, while funding for successful 
initiatives becomes more favored. It helps borrow-
ers to function efficiently and lead to increased 
income, thus charging the bank’s principal and 
interest if required, helping to minimize bad debt. 
This result is supported by the previous postula-
tions presented in this paper that the banking sys-
tem requires more NPLs if the credit growth is 
high, as in a study by Vithessonthi (2016) in Japan.

CONCLUSION

In the case of a developed country, this study empirically explored the roots of nonperforming 
loans with the involvement of banks. Using 200 banks surveyed on the Hanoi Stock Exchange and 
Ho Chi Minh City Stock Exchange over a 10-year period, and using the methodology of pooled or-
dinary minimum squares, in particular applying robustness screening, the research results offered 
valuable details on the factors behind NPLs from a variety of aspects such as bank exact informa-
tion and macroeconomic features. Statistics reveal that a bank has three specific variables, namely 
NPLs from the earlier year, asset returns, and credit growth, and only one macro factor, such as 
interest rates, that have a statistically important impact on NPLs. Indeed, bad debts of the former 
period will have a favorable impact on bad debts of the present day. Improved profitability and 
credit development in banks often lead to a reduction in NPLs. Higher interest rates would have an 
important and optimistic effect on NPLs in terms of macroeconomic characteristics but no inf lu-
ence on GDP growth and inf lation.

POLICY IMPLICATIONS AND RESTRICTION 

Vietnam’s banking sector income dropped dramatically during the period 2012–2015 due to poor lend-
ing loans and an economic downturn. However, the banking industry has made enormous strides in 
growing distressed loans and improving structures for lending. Since 2012, the central bank has been 
grappling with National Assembly Resolution No. 42/2017/QH14 to recover bad debts from monetary 
institutions. In this paper, it should be remembered that NPLs have had a significant impact not only on 
government policies in general but also on bank managers. An increase in NPLs in Vietnamese banks, 
companies, and borrowers may have difficulty obtaining bank loans to finance business and growth. 
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That would make the economy more resilient to growth. Below are some of the legislative implications 
for the Vietnamese banking sector and state banks.

With respect to commercial banks, NPLs of the prior year have a constructive impact on NPLs of the 
next year, and joint-stock commercial banks must monitor their management of credit risk according 
to the number of assets, which is the overtime heavy. This can be done by strengthening the risk reduc-
tion and monitoring processes, learning from global banks with strong experience in risk management. 
Indeed, they ought to conduct a thorough analysis to monitor the borrowers’ willingness to successful-
ly repay loans before credit is given. Likewise, Vietnam’s banking sector needs to create a task force to 
handle debt systematically and logically while retaining an income-hazard balance. If lenders pay off 
their loans late due to bankruptcy or lack of cooperation, banks will collaborate along with reasonable 
authorities to handle them in compliance with regulations.

As for the State Bank of Vietnam, which will introduce a series of measures to help banks minimize bad 
debt, allowing the economy to grow slowly and stably throughout the deep integration associated with 
technology transformation 4.0, any additional steps will include the following.

First, the State Bank will provide an aggressive monetary strategy to handle inflation sustainably, both 
helping to improve the developing market and to reduce bad debt. The State Bank aims to encourage 
banks to adopt a policy of joint interest rates, as well as lower rates, to enable loan premiums to be low-
ered and bad debts excluded. Besides, the restructuring of the financial sector is a special and important 
activity for the State Bank, while the State Bank should recommend that the Government allow foreign 
banks to invest in domestic banks through a common room with effective management methods, with 
a view to support bank management and, in particular, risk management, thus allowing Vietnamese 
banks to develop their managers.

Second, the State Bank of Vietnam requires close cooperation with joint-stock commercial banks to 
effectively develop frameworks and policies to cope with long-term bad debts and public openness in 
dealing with bad debts, to be prepared to remove or integrate weak-performing banks out of the busi-
ness to alleviate bad debts and minimize uncertainty in the domestic financial field. The State Bank 
ultimately proposed to the government to create an Asset-Backed Security (ABS) regulatory structure 
that would allow banks to merge smaller bad debts into one company, transforming financial assets into 
high liquidity securities, leading to a decline in bad debts, typically like in China and Korea.

There may be some methodology for this work. This study focuses exclusively on the era of joint-stock 
commercial banks in 2008–2017 and does not include all banks. The study would expand the scope of 
analysis scope in subsequent reports, primarily targeting joint-stock banks and non-equalized banks 
over a longer period of time.
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