ABSTRACT

Vietnamese banks have significantly suffered from the risks resulting from the threats
caused by bad debts. Significant institutional changes have taken place in Vietnamese banking in
three main periods. From 2000 up to date, the banking industry has encountered numerous risks
categorized into operational risks, the financial risks and market nisks associated with higher bad
debts and bankruptey. In fact, the probability of mergers and acquisitions among banks has
increased. These current problems of indebtedness and M&A in Vietnamese banking sector will
create the relevant context for the rescarch into the risk-taking propensity,

The current study intends to explore the degree to which banking risks explained by posi-
mergers and acquisition as a form of entreprencunal venture among commercial banks in Vietnam
duning the period 2007 — 2018, The research uses the £-score bankruptcy propensity to evaluate the
corporate entrepreneurship intensity of the selected commercial banks. The research applied the
maodified Z-score model of Nguyven Thanh Duong (2013) and Chiaramonte et al, (2014) to evaluate
the possibility of bankrupicy for 40 commercial banks during the period 2007-2018 and examined
the different levels of bankruptey propensity of the Vietnamese banking system. The rescarch also
computed the Z-scores to evaluate the entrepreneurial entry mode selection of the banks.
Furthermore, the study relied on a quantitative method of data collection; quantify banking risks
affecting commercial banks’ restructuring in Viemam guided by the decision Mo, 254/QD-TTe.

Results from the research indicate that loan loss provisions (LLP), loan loss reserves (LLR),
and Leverage ratio (LEV) increased the level of Z-score bankruptcy propensity while Net Interest
Revenue (NIR), Cost to Income (CIR), Loan to deposits (LDR), and hquid assets-short term to total
deposits (LAD) significantly reduces the Z-score bankruptey propensity, The study also found that
among these 40 banks, there are 14 banks having high possibility of bankruptey, 1 bank being on
alert of bankruptey propensity, and 25 banks considered as safety to bankruptcy. The key drivers
for minimizing bank risks are an advantage, the amount of income, deposits and hiquidity of cash.
Ouwr results highlight the entical role of recognizing the special effects of hquidity, distnibution of
mcome and the development of a saving culture to address the increased banking propensitics
affecting Vietnamese banks.

Keywords: Vietnam, corporate entreprencurship, bankruptey, Z-score, banking, M&A.
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Contribution of M&A to Corporate Entreprencurship 1

Chapter 1: Introduction
1. I Research Overview

Ower the years, Vietnam banks have suffered from financial fragility brought about by cases
of low capital adequacy ratios and non-performing loans. While key policies have been introduced
by the government to reduce financial risks, the study argues that M&A serves as the best approach
in institutional redesign. Although the banking industry has slightly grown in both quantity and size
of the property because of the monetary easing policy of the government, the increase in the number
has not come with quality as many banks have a weak finance, capacity, and debt credit, weak
corporate govermnance, inadequate disclosure and contained financial risk. Vietnamese resources,
approximately 12.5 percent of the gross domestic product (GDP), were utilized to calm the existing
banking framework and solicit for approaches that can reduce the bad debt incurred over the last
few vears. Unfortunately, the proportion representing the non-performing loans seems to remain
too high, spoiling any efforts 1o reduce the bad debis. The laws of Vietnamese allow for the
approval, remorigaging and collateral in a siuation that 1s considered unclear, vague and
coniradictory 1o the existing legislation. In the case, numerous coniracts among firms are
acknowledged as annulled resulting in high charges for the commercial banks.

Recent empirical studies focusing on consolidation concentrate on large consolidations and
specific segments of the merged population. This paper considers all the aforementioned issues in
investigating merger activities. The key points in this study is that the investigation accounts for all
bank mergers, analyzing the impacts of the mergers at bank levels. By considering all the mergers
at particular peniods, the study 15 able to draw a conclusive argument on the merger activities and
their impact on the individual banks over time.

The Vietmam government has introduced a series of reforms designed to support the
transitions from a centrally structured financial sector towards a market-focused one. Despite the
fundamental and structural adjustments, commercial practices in the financial industry 15 stll a
challenge. Similarly, the banks are structurally fragile, inhibited by cases of bad debts. The fragility
is parily due to some inherent problems and parily due to the effects of the Asian financial crisis.
Individual institutions have hence resorted to mergers and acquisition as a form of corporate

entreprencurship to steer institutional growth and moderate bankruptcy.
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Vietnam’s economy progressively assimilated with the global economy as the instability of
one market in a particular nation affects another market in another country. As a developing nation,
Vietnam should be competent enough to evaluate the requirements of nations perceived from the
restructuning of banking gained from the intermational exposure. The economy of Vietnam has a
significant effect on the improvement of the banking framework in 2007-2018. During the above-
mentioned period, the adoption of technology and science provided the needed support for quality

service and improve on its scale,

[0, The period af 2007-201 8

Despite the immense benefits received by the banking sector, the banking framework has
faced wvarious potential risks. Vietnamese banking industry has increasingly suffered from
numerous risks and other problems such as incompetence, underfunding by the central government,
and a growing concern of multi-ownership among vanous entitics that continues 1o intensify the
problems in the last few years.

A bank can be exposed to nisks such as hiquidity, credit, market, investment, nsks associated
with the region/country in which it is operating and exposed to, operational, legal, reputational and
strategic risks. They all have diverse effects on any financial institunion whether it 15 shielded from
it or not. Bad debts are likewise categonzed under nisks anticipated by banks. Bad debts affect
Banks as a business entity, especially when they engage in business transactions between different
entities. The debt is an inescapable part of the business and applies to individual‘company regarding
the debt that is harmful to the firm. This bad debt is eventually reflected in the individual's credit
SCOTE.

Since the global financial crisis in 2008, bad debts have shackled banks and dragged their
development. Banks have largely underesimated the effects of bad debts on the economy
{(Marcucel and Quagliariello 2008). The significant impact is on the development of the economy
as well as to the survival, and the development of the banking svstem. According to intemational
classification standards (News, 20016), the bad debt threshold level ought to be put on the alert at
the limit of 3% of GDP, while the current level of bad debts in Vietnam was at an alarming rate,
surpassing the universal standards.

Currently. these risks have caused slowed development; for example, the real estate market
has frozen due to increased bad debt. The aggregate bad debis of Vietnam in 2012 were
approximately 400,000 billion, The real estate bad debts represented T0%, equivalent 1o 140,000
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billion. Additionally, the banking inspection agency declared that bad debis represented more than
B.5% of GDP (Shinocaky 2004), while Governor of the State Bank of Vietnam asserfed for 10046 at
the national meeting,

Bad debts or non-performing loans (NPLs) in the economy reduced to 4% in 2003 after an
increase of 7% in 2002, After 2003, the rate diminished gradually to 4.74 % in 2004 and stabilised
at around 3% from 2005 1w 2010. In the recent years, bad debis 1ssues have been a major concern
as it is nsing o alarming levels again, The rate of bad debts has increased relentlessly from 2.4%
in the first quarter of 2011 to 4.5% in the second quarter of 2012 and continues on the reach to the
highest rate of bad debts in October 2013 10 4.73% recorded by the state bank of Vietnam. In this
way, debis in 33 months have increased by 2.33%.

Thus, based on the overall above statistics, commercial banks accounied for 95% of the bad
loans. By the end of 2012, cight commercial banks had been listed on the stock market except for
MNavibank. Their accumulated bad debts were equivalent o a sum of § 1 billion. This is twice the
sum obtained from the various banks in 20011 that is (Vietcombank: 5461.8 billion, VietinBank:
4.890 billion, SHB: 4845.% billion, ACB: 2570.97 billion, Sacombank: 1,973 billion, MBBank:
1371.6 billion, Eximbank 987.62 billion).

Standing in front of the current troubled situation above, the State Bank sent a message of
strong disposition over these banks by merging into greater commercial banks. According to the
approved schedule, by 2017, commercial banking system Vietnam will be only about 20 strong
banks. Currently, the regulations relating to M&A activities in Vietnam are prescribed in many
different documents such as Enterprise Law in 2005 (Kendall 20104), Investment Law in 2005,
Competition Act in 2004 and Securities Law.

Based on the decision in 241/ 1998/0QD-NHNN dated 15071998 of the State Bank on the
Regulation of merger. consolidation, acquisition of credit institution’s shares in Viemam, the
research will have adopled merger, acquisition, and consolidation as key terms that will largely
influence the outcome of the study. When the two banks merged, they became greater than the value
of the two companies in separate operations. The principle is particularly useful where the business
experienced hard times due o competition, market forces or any other factor. Large banks would
purchase the smaller and weaker banks. However, a bank after M&A will be able to expand its

market share and gain a better performance to create a new bank more competitive and reduce costs.
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1.1.2. The effects of M&A on banks efficiency

The liberalization of geographic restrictive practices on the Vietnam banking sector has
resulted in rapid consolidations of the baking industry in the country. Mergers have increased since
1988 of which some banks were consolidated under a single charter, as well as others retaining their
individual charters but changed ownership by a different bank holding company. The M&A
activities have led to a series of continuous transition and notable developments in the sector. The
strategy has been particularly commaon in the last decade, mergers involved about 20% of industry
assets every year while the holding companies constituted about 20% of the industry in these years.
The wave in consolidation has resulted to a significant growth in the overall size of the banking
institution,

There are a seres of potential benefits associated with these M&A activities. These includes
improved competition, geographic diversification, and elimination of incfficient practices, Further
the study demonstrates the effects of consolidation on credit supply o Vietnamese businesses,
particularly SMEs that depends on commercial loans, According to a recent study on the growth
factors of SMEs, commercial banks are significant sources of business financing { Economy, 2004).

As financial institutions grow in size, the proportions of assets devoted o SME lending
declines from nearly 10% of gross total assets from smaller banks to less than 2% for larger
mstitutions. On the surface, these findings imply that banking assets are transferred on net from
smaller banks to larker banks through consolidations, the supply of institutional lending may fail
substantially. However, the simple examination assumes that the lending propensities are static and
depend on the size of the banks, More importantly, it ignores mergers as a complex feature that
may constitute crucial adjustments in the mstitutional behaviors beyond the simple static
aggregation of the instilutions in the merge. Such assertions also neglect the views of other lenders
within the same markets that might benefit from any good loan deals that are no longer offered by
the merged banks.

We explore the four implications of M&A on banks growth and bankruptcy management.
The static effect is the variation in the lending propensity that is drawn from the simple combination
of the books of accounts of the institutions involved into the bigger pro forma institutions with a
consolidated feature. As demonstrated before, it assumes that the consolidated institution will show
similar propensitics in lending as other banks in the same category. Other effects are compelled,
the next two of which factor in the facts that merging institutions may shift their focus. The
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restructuring effects points out the changes in lending that results from corporate choices to remodel
individual institutions in terms of their sizes, financial features and their competitive advantage.
The institutions might opt to diverge some of the consolidated assets to minimize the excess
capacity in thewr markets, and this reduction in size after consohdation might change their
propensity to offer credit facilitics. The direct effect of the merger captures the changes in lending
propensities that are attributed 1o direct changes in lensing above and bevond the changes associated
with the static aggregation of banking assets in the M&A and the restructuring of financial
characteristics, size, and competitive positions that precedes the M&A. That is, the immediate effect
15 dynamic, capturing the differences in lending by the newly “restructured™ institutions from what

other banks of the same sizes and other charactenstics that has not experienced M&A would be.

1.2 Why this research is important

The present study finds its relevance to the present-day banking system of Vietnam along
with its associated risks. The research is based on the developments through which the economy of
the country went, giving a retrospective account of the socio-political situation of the country itself.
This paper aims to shed some empirical light on these i1ssucs, We explore the static, remodeling,
and the implications of M&A on the majority of Vietnamese banks.

Given the significance of the M&A to the banking industry, it 1s no surprise that analvsis
and researchers have garnered much attention in the subject; However, in this study, we depart from
majority of extranet literature by looking at the dynamic implications of M&As as opposed to
basing the arguments on a static relationship. Similarly. the study shifts the focus from the entire
literature (including the other complex research of bank M&A on credit) by looking into the overall
implication of M&A on banks growth and “indebted” and recognizing that the impact represents a
combination of a set of distinet features, and by examining the implications of M&A on lending by
other banks in the Vietnam Market. The research also measures the external implications of these
strategic measures on the lending of all banks in their local markets, whether or not these banks
were individually involved in an M&A. Since the number of policy and issues on research focus on
the types of M&As, the study looks for any chance these credit supply effects are different for bank
mergers versus bans holding firms’ acquisitions, for “mergers ol equals™ against other M&As, [or
*“family mergers” of banks within holding companies, and for out of state participants. We also
establish whether the effects of M&A are different from the relative and absolute sizes of the
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subjects. Most significantly 15 our use of data sets that are of longer time series that allow us to
explore the effects of M&A vears after allowing plenty of time for enough dynamic effects.

The study decomposes the effects of consolidations on the banks” lending into static effects
and its association with a simple melding of the antecedent organizations and dynamic implications
concerned with post M&A while looking at the consolidated banks. The research also estimates the
reactions of the other institutions in local markets 1o M&As. The findings demonstrate that the static
imphecations of consolidations that reduces business lending are often offset by the responses of
other institutions in the market, and in some occasions also by redirecting its focus to the individual

consolidating institutions.

[.3 Summary: Key Findings and Contributions

1.3.1 Kev findings of the research

Numerous problems confront institutions taken over by another firm. The acquirer must
efficiently combine the newly acquired resources with its own and reap maximum profits from iis
spending. For the company that acquired, it must discover its position in the newly acquired
corporate culture and not lose its morale because of the takeover. These aspects could be resolved
using the adoption of corporate entrepreneurship. Corporate entrepreneunal activities mids in the
acquisition/merger, which contributes to the development of the firm.

Mergers and acquisitions have effectively been incorporated into firms cannot be denied,
while the same mergers/acquisitions cannot be suecessfully implemented in every solid vear afier
vear. It can be noted that businesses which developed a friendly ecology in which they can promote
corporate entreprencurship after menger or acquisition.

This study examines the role of M&A in improving the performance of organizations
while minimizing propensity to risk. The study analyses quantitative data set from the selected
40 banking firms. These components reviewed through the measured variables, o determine the
success or failure of the M&A. All the factors of corporate entrepreneurship vary to some extent
and affected by other variables in the internal and external environment of the firms. Therefore,
accentuating the effective role of the M&A integration through corporate entreprencurship is a real
management objective. The advancement of the business is affected by numerous external factors.

The acquinng firm's management 15 usually left in a dilemma on how to assimilate the
acquired firm effectively without adversely affecting the unique features the acquired firm has so

that it can develop more income for the company. Successful assimilation could suggest
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concealment of the character and the acquired firm’s distinctive practices over the assimilation into
the structures. [T the market price settled, then the acquiring firm can only develop the acquired firm
if the acquisition process adds value to the company.

Based on the background, the quantitative study will seek to examine the extent to which
M&A can explain banking risks as the entreprencurial entry mode selection of commercial banks
in Vietnam. The impact of M&A which banks enter into as required by law will be examined. The
study will also look to examine the entreprencunial inclination ansing from the M&A based on the
legislation and regulation currently in place.

The results of the research study increased understanding of the comrelation between M&A
and corporate entreprencurship as both do affect each other according to their respective regulations
and charactenstics. The outcomes are vital for commercial banks, regulatory agencies, central banks
and government as thev attempt to understand how mergers and acquisitions could be used to
explain the correlations that can exist between the corporate entrepreneunal intensity of the
commercial banks and risk-taking. The results also indicate the extent o which entreprencurial
intensities exist among the commercial banks and the need for stringent regulatory measures to

evaluate them.

1.3.2 Contributions of the research

The study explores the relationship between M&A as a form of corporate entrepreneurship
and the growth and bankruptey management of Vietnam banks. In the first section, in an analysis
of corporate entreprencurship journey in the region, the thesis finds a significant and positive
relation between orgamsational growth and the various corporate decisions. For those institutions
that do not engage in corporate entreprencurship, this thesis finds that conservative culture
decreases their overall and long term investments. In the second part of this research, the study
explored the effects of M&A on the growth of Vietnam banks. This paper finds that consolidation
remains the most important factor in the growth of a financial institution in Vietnam.

In the third part of this research, the paper investigates effects of M&A on the management
of bankruptey levels of Vietnam banks. This paper finds that mergers and acquisition is a significant
attribute with a positive influence on the liquidity of financial institutions in Vietnam. The result
reveals that under controlled conditions, consolidated institutions make more investments than their

peers; furthermore, this attribute drives individual firms to increase their invesiment.

al
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The thesis intreduces a new method to explore the nexus between M&A and efficiency in
the financial sector which is new 1o the existing literatures. In the study, the thesis first builds a
quantitative model to describe the concept of corporate entreprencurship and its role in managing
the gap in corporate management. This method contnbutes to the literature on corporate governance
and firm investment. Although there have been some related studies on either executive
compensation or fhirm investment, this thesis 15 among very limited researches 1o link
executive compensation and firm investment from a Vietnam perspective and economic context.

The study reveals that the static effects tend to significantly reduce business financing,
consistent with previous studies; however, the effect 15 largely offset by some of the dynamic
effects. For bank mergers. the remodeling and direct implications only offset the static effects,
however the external effects sugpest a strong posilive reésponse of other institutions in the same
local market.

The study intends to offer guideline in which the banking sector can effectively function in
Vietnam and the factors to concentrate on to embed entreprencurial conduct in the firm. The
strategic management to inculcate corporate entreprencurship could utilize the outcome of the
study. The firms could also utilize the results of the empirical research to establish an
entrepreneurial culture among its workers. It could also enhance the company’s overall performance
and sustainability.

The management can also use the outcome of the rescarch to empower its employees to
determine the estimated risk-taking via bold activities and new concepts. The research will
contribute to Vietnam's banking industries processed and its future development growth by
providing the guidelines for the firm to exercise corporate entreprencurship and enhance their
productivity.

In addition, the study will also assist policy-makers in formulating policies that can protect
banks against bank risks and promote growth among banks. It wiall also determine if M&A as a
form of corporate entreprencurship is the best entry selection for solving the current nsk of
bankruptcy of the banks due to the credit risk of bad debts. Dilemmatic trade-offs are leading to
high pressure on financial performance as 1o what the banks have 1o deal with after M& A such as
sgvere bad debt, the unbalanced level of intelligence and the complex systems.

In the academic field, the study will contribute to the body of knowledge particularly to the
theory of corporate entreprencurship in term of measuring the bankmptey propensity. From past
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literature, no study of the relationship between corporate entreprencurship and risk of bankruptcy
conducted. The outcome of the research expected to add to the knowledge of researchers concerning
the comprehension of corporate entreprencurship intensity and bankruptcy intensity among the
banks in Vietnam. The results suggested that corporate entrepreneurship intensity related 1o the
extent to which the banks conform to the various forms of entreprencurship intensity and how
mergers and acquisitions contribute to the increased propensities from a strategic perspective. The
different forms of entreprencurship intensity  such as  “risk-taking, innovativeness, and

proactiveness” provided the rate of entrepreneurship among the commercial banks.

1.4 Theoretical Framework and Literature Review

From the corporate entreprencurship models which were put forward by various authors, it
can be noted there is an expansion of knowledge. An increase of knowledge tends to support the
notion that corporate entreprencurship intensity has signmificantly influenced the organizational
productivity, financial performance, and corporate change (Sebora et al. 2010; Zain and Hassan
2007, Gupta et al. 2004). Furthermore, researchers have held the view that greater levels of
productivity attributed to the entreprencurial intensities and the advancement of technology { Autio
et al. 2000; Kerr and Nanda 2009). Morris and Sexton (1996) also discovered that the quantity of
entreprencunial intensity has significantly influenced the productivity output in a firm over time.

According to Van der Post (1997), financial performance is a significant pointer of the
results towards the changing aspects of a firm. Zahra and Covin (1995) supported the view when
they contended that the relationship between corporate entrepreneurship and organizational
performance is present for innovation and entrepreneurial activities. The entreprencurial firms are
considered flexible and can be able to handle risks arise. Therefore, corporate entreprencurship is
regarded as a requirement in a vibrant environment where there is enhanced competition to increase
its performance (Kahkha et al. 2014; Kolakovié ct al. 2008),

[.4.1 Restructuring banks and M&A acquisitions

Restructuring of the banking framework is a complex aspect that differs from one sector o
another and helps to prevent its failure, Clagssens (1999 clarified that restructuring of the banking
framework as a design to reorganize and improve the administration of commercial banks to
safeguard their framework as well as develop a robust financial system, which can manage risks

and products. Research provides empirical evidence indicating that restructuring of commercial
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banks can only be applied if signals are pointing towards their inability to repay over 20 percent of
its current deposits within the required framework (Waxman 1998). Waxman ( 1998) adds that the
regulatory framework needs to have institutional and policy approach, which are capable of
supporting the weak banks and to restoring them to a healthy state. If risks and the flaws of the
banking framework are adequately addressed, there is a high probability that these nisks will have
an adverse influence on the stability of the economy as well as the inancial structure.

Based on these legal supports and after the State Bank announced the policy of
comprehensive restructuring banking svstem in October 10, 2011, there were the other nine weak
banks required for consolidation, ncluding SCB bank, Ficombank, Tin Nghia Bank, Habubank,
Tienphong bank, GP Bank, Navibank, TrustBank and Western Bank. Moreover, restructuring bank
for consolidation might be implemented under the form of the merger among banks, name change
of bank, but many cases under the form of buying control share acquisition {(direct and indirectly)
of bank.

The first case of the merger is the first three banks including the Tin Nghia Commercial
Joint Stock Bank (TinMghiaBank), the First Commercial Joint Stock Bank (Ficombank)., and the
Saigon Commercial Joint Stock Bank (SCB) in 1272011 to form a joint-stock commercial bank of
Saigon. The merger was attributed to three causes namely bank liquidity and short-term loans issued
for medium and long-term loaned projects. Especially, each bank has a capital of only 1,000 billion
VIND lower than the miNIRum capital required by the state bank. In the situation, the State Bank
has given liquidity support to these three banks voluntarily merged for promoting strength and
supporting cach other to be a larger bank, However, it can be objectively evaluated that the nature
of the merger is just a mechanical unity rather than can bring about efficiency in economic as well
as social.

The next case is the case of Hanoi Building Bank ( Habubank ) which merged with the Hanoi
Saigon Bank (SHB) on March 82012, In the meantime, Habubank Bank had a high bad debt at
32%. When it merged with SHB, the brand “Habubank™ building since 1989 permanently has gone,
and there are no members of the board of directors of Habubank elected in SHB after SHB's official
acquisition of Habubank.

Unlike other mergers that were forcibly required to restructure by the state-owned bank, on
May 12, 2013, Dai A Commercial Joint Stock Bank (DaiABank) was merged with HCM City
Development Bank (HDBank) on the willing spirit. The merger strengthens the financial capacity,
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governance capacity, bringing benefits to both banks to create a bank with strong potential, energy
greater competitiveness in the marketplace. The voluntary merger was the first in history when both
sides are a relatively safe bank. Thus, HD Bank after the merger has chartered capital of 8.100
billion VND, more than 4,000 emplovees, and more than 210 branches and transaction offices
nationwide. In fact, before HD Bank, TienPhong joint-stock bank was voluntarily self-restructured
in 20112 by making strategic partnerships with DOJI Group (a gold and jewelry group) owning 20%
of the bank.

The case with the troubled Vietnam Construction Bank (VNCB) in May 2015 was the first
shifing paradigm in the history from a joint-stock commercial bank into state-owned hmited
liability bank. After a long time, operations were not effective, due to serious loss of capital loans,
and several financial frauds discovered by the state investigation agency. The Central Bank decided
to acquire all shares of Vietnam Construction Bank (VNCRB) at a price of zero VND per share as
the first case of compulsory mergers and acquisitions in direct commercial bank restructuring. The
name VNCB was renamed from Trust Bank in 2013 and after the takeover, its name changed into
One-Member Limited Liability Vietnam Construction Bank.

In May 2015, the State Bank of Vietnam've acquired over Oceanbank at a price of zero
VNI per share. The bank had lost all of s capital and its executive leaders put into jail for their
financial frauds. The state bank appointed the Industnal and Commercial Bank of Vietnam
{(Vietinbank) to operate and manage Ocean Bank after the takeover.,

Global Peirol Bank (GP Bank) is the third o be acquired by the State Bank of Vietnam since
in July 2015 at no cost, Its former CEQ had been arrested for breaching the banking law causing
financial loss of over US5246.7 million of the bank since 2011. Additionally, the Bank for
Development and Investment of Vietnam (BDIV)'s merger with State-owned Mekong Housing
Bank (MHB) in 2015 helps BDIV increasing its charter capital from 28.11 trllion YND to 31.438
trillion VIND.

After the decision took effect from the date of 08.12.2015, banks in the system were
involved in the implementation of the merger of Commercial Banks in 2016. Saigon Commercial
Bank (Saigon Bank) merged with the Bank for Foreign Trade of Vietnam (Vietcombank) while
Phuong Nam Bank (Southerm Bank) merged with Saigon ThuongTin Commercial Bank
{(Sacombank). These banks are the largest in Vietnam since they have a stronger charter capital,

total assets, but the scale is still much smaller than the other foreign banks in the global region.
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Therefore, merging with other banks is the solution that the bank must take to be able to become
the strongest financial group in the international integration process.

In addition, another particular restructuring is that of Nam Viet Commercial Joint Stock
Bank (Navibank) 15 one of nine banks was identified so weak that being forced by the state bank to
restructure. In the case, the State Bank allowed the bank restructure itself using its resources without
having to merge with other banks. Thus, 1t has changed 118 name from Nam Viet Commercial Joint
Stock Bank to National Citizen Commercial Joint Stock Bank in 2014,

To sum up, 8 weak banks that required for consolidation include Ficombank, Tin Nghia
Bank, Habubank, Tienphong Bank, GP Bank. Navibank, TrustBank and Western Bank. In
contrast to these eight already M&A banks, Mantime Bank’s merger with Mekong Development
Bank (MDB Bank) in August 2005 was voluntary with the purpose to combine the business culture,
products, and services as well as similanty of the corporate culture increasing existing strengths of
the two banks. The principles throughout the merger process in Maritime Bank and MDB were
inherited and ensured the legitimate rights and interests of customers, shareholders, and employees,
The new institution was named Maritime Bank having a charter capital of 11.75 trillion VND and
total assets of 113 tnllion VND. Following the voluntary spirit of restructuring, in 2015 Southern
bank merged with Sacombank known as Vietnam's ninth-biggest bank in term of assets, Post-
merger, the new bank will stall maintain the name “Sacombank”™ with charter capital of 18 trllion
VIND (3861 million) and total asscts reaching to 290 trillion YND (1.3 billion USD).

From the literature., most studies that have examined the impacts of the mergers or
acquisitions have found out that consolidating organizations profited from the merger while others
concluded that the mergers had no positive effect on the organizations” financial performance. The
study will attempt 10 determine the extent of which M&A can explain banking risks as the
entreprencurial entry mode selection of commercial banks in Vietnam. The huge bad debts among
the Viemamese banking sector have resulted i “bankruptcy propensity and the corporate
entreprencurship”™ (Zain and Hassan, 2007). The study will add to the literature by looking at the
extent to which the corporate entrepreneurship intensity can explain the bankruptcy propensity of
M&A banks. The outcome of the study will reduce the problem of bad debt by facilitating better
entreprencurial and responsible governance.

Researchers conducted great amount of studies in order to find the association between the

M&A and the banks’ further success. Nonetheless, only some of these research cases at the same
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time focused on the impact of M&A on the nuances of strategic growth and bankruptey. Apart from
this, it is hardly possible to find any specific study, which in the presenter is studying the market
seenano of Vietnamese banks from a critical angle. Since the banking business in Vietnam is quite
diversified and depends on the customers’ contentment, it 1s necessary to learn the topic. Therefore,
the current study will provide information on the impact of M&A on the following results of
performance, so there was an opportunity to qualify the nuances and points that need to be done
better to improve banking services, customer satisfaction, and customer loyalty.

Particularly, Zain and Hassan (2007) found that the critical factors of success for South
Pacific entrepreneurs are government suppori, possession of managenal skills, and access 1o
resources in addition to autonomy and smallness of the company size. Nevertheless, no author
mvestigaled imterdependence of M&A and strategic economic growth. This point has not been
rescarched and the reasons for failed outcomes are frequently reviewed from the point of view of
lack of governmental support. In fact, most researches were conducted to explain the causes of bank
industry falures, It was found that fmling institutions carried out great amount of non-performing
loans before bankruptey. Hult, Hurley, and Knight {2004) found that banks, which approached
failure phase, experienced big loans and had low cost efficiency. In addition, Ireland, Covin and
Kuratko (2009) have outlined negative correlation between efficiency among banks, particularly
those that do not fail, and problem loans.

However, in Vietnam, most of the mergers fail to achicve the desired outcome. Thus, the
study will offer a solution for establishing a stable merger, which can lead to a reduction of debis
and achieve the intended objectives. The findings of the study will help many commercial banks in
Vietnam to shift into entreprencurial mode thereby minimizing the bankruptcy propensity.

1.4.2 Existing literature gap

A lot of studies were already done on the topic of mergers and acquisitions. A majority of
the studies examined the influence of the mergers or acquisitions in several organizations in a single
study. Investigations of the kind have delivered blended results; some have found that consolidating
organizations profited from the merger but others made a conclusion that the mergers had no
positive impact on the hinancial performance. The contradicting discoveries can be explained by
the way that organizations vary in some aspects. Past rescarchers have comparatively neglected to

look at the qualities of specific banks prior and then afierward they merged or acquired.
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Subsequently, the literature on the subject is quite conflicting and is excessively broad. It is
challenging to make solid conclusions on the premise of the current literature.

The effectiveness of mergers and acquisitions as a strategy for the growth of corporate
entreprencurship and the moderation of bankruptey has not been investigated enough. There are
still numerous answers and issues for the future rescarches, In particular, there is still no clear
answer to the reasons for the poor performance of banks in Vietnam. Many players in the banking
sector find it difficult to understand why financial institutions continue to work poorly. The project
will help financial institutions understand wvarious strategies for expanding mergers and
acquisitions, thereby increasing their effectiveness. Mergers and acquisitions have become a key
strategy for many banks.

The key motivation for the study 15 the existing knowledge literature gap on the
effectiveness of M&A as a strategy for corporate entreprencurship growth and moderation of
bankruptcy. Particularly, there is still no clear answer on the reasons of poor performance of the
banks. It is difficult for many players in the banking sector to understand why the financial
institutions continue to perform poorly. The project will help financial institutions understand
different strategies for enhancing mergers and acquisitions thereby improving their performance.

M&A has become a key strategy for many banks.

1.3 Research Design

From The study examines the implications of the histed & the unlisted banks in general and
MdéeA banks in particular in Vietnam in regard to growth and management of “indebtedness™ The
methodology permits quantitative analysis of the vast majority of Vietnamese banks™ M&A. The
focus of this thesis is to investigate the correlation between corporate entreprencurship {M& As)
and growth and bankruptcy of Vietnam banks. The study 1s divided into three steps.

The first step investigates the dynamics of corporate entreprencurship in Vietnam Banks. In
this step, this thesis constructs a market-oriented corporate model as the benchmark for institutional
growth. At this stage, we evaluate the post-merger performance of consolidated banks. The central
issue is whether the M&A contributes to the growth and long-term performance of the individual
banks. This section refers to the business entreprencurship model by Barrent and Weinstein { 1998)
developed to find an explanation on how the organizational strategy function from the context of
corporate entrepreneurship, its elasticity, how it 15 oriented to the market and orgamization

productivity. From their model, they acknowledge the mutual effect that existed between the firm's
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strategy, the variables from the internal environment and productivity of the business as shown in
Figure 1.

The model envisaged that the orientation of the market was directly related to the linked
between advertising and corporate  entrepreneurship and formed the foundation of viable
competitive advantage ( Barrett et al. 20000, The oriemation of the market has enabled the firms to

articulate the information faster, which has, in ., has increased the level of flexibility in the

enferprise.

The CEFMO Model of Corporate
Entrepreneurship
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Figure |: Barvett and Weinstein s dvmamic model of corporate entreprencurship,
Source: Barrett and Weinstein {1998)

Based on the model, it is expected that the administration of the firms has an enormous duty
to maintain and develop the firm and sustain the performance levels. However, the management of
the company usually fals to recognize the main elements. which could lead 1o business
productivity. The management tends to promote their interest in the firm's interest,

The study also examined other integrative models related 1o corporate entrepreneurship
intensity. They include the entreprencurship model (Hisnch and Peters 2002), the integrative model
of entreprencurship ( Breton-Miller et al. 2004), the interactive model (Homsby et al. 1993) and the
strategic integration of entreprencurship (Momis and Kuratko 2002). These models suggest that
corporate entreprencurship is an enomaous concept encompasses several factors, The researchers

of the models specified that the factors selected categorised into three main groups namely the
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individual factors, finm-related clements and the ecological elements factors that related to
corporate entreprencurship intensity (Covin and Slevin, 1991; Homsby et al., 1993).

The second step examines M&A as a form of corporate entrepreneurship and its role in the
growth of financial institution in Vietnam. The study defines the measures of efficiency and bank
performance and review the underlying data. The study uses regression analysis 1o estimate the
primary determinants of changes in the performance of the unlisted banks in general and merged
and M&A banks in particular, In the third step, the thesis investigates the relation between M&A
and banks’ bankruptcy. The study demonstrates that M&A helps institutions boost their liquidity
ratios. With an initial effort 10 address the himitations of the literature, the rescarch explores the
determinants of institutional efficiency in financial institutions. Particularly, attempis were made to
explain varations in the intensity of corporate entreprencurship activities among Vietnam banks by
examining the different perception s of the external environment, the dimensions of the
omganizational structure and the strategies pursued. A more comprehensive comprehension of the
processes involved in initiating corporate ventures was sought by empirically exploring how these

factors influence risk taking propensity.

1.6 Thesis Structure

Since There are Six chapters in this thesis. In the first chapter, this thesis introduces the
research background, a brief research framework, and the research design. In the
chapter 2, the thesis discusses the literature review on levels of banking risks, corporate
entreprencurship and risks taking propensities - £ score as the possibility of bankruptcy.

The chapter 3 discusses the adoption of on research design & methodology while the chapter
4 discusses how to collect the Data and Methodology. In the chapter 5, Results and findings of
hypotheses to the research questions are examined to explore the relation between the prospects of
M&A and the management of bankruptey in Vietnam Banks. In addition, the chapter & provides a

conclusion, limitations and a discussion of future studics.

1.7 Imtroduction on Summary of Data-setting

The resecarchers conducted considerable amount of studies to investigate the comelation
between mergers and acquisitions and the further success of banks. However, only some of these
research cases at the same time focused on the impact of M&A on the nuances of strategic growth
and bankruptcy. In addition, it is hardly possible to find any specific study, which in the leading
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study of the market scenario of Vietnamese banks from a critical angle. Since the banking business
in Vietnam is quite diverse and depends on customer satisfaction, it is necessary 1o study the topic.
Therefore, the current study will provide information on the impact of M&A on the following
performance results, so that it becomes possible to qualify the nuances and points that need to be
improved in order to improve banking services, customer satisfaction and customer loyalty.

The research 15 rying to make empirical attempis 10 examine the effects of merger and
acquisitions on the corporate entreprencurship that affected the banking system in Vietnam, The
methodological framework offers a comprehensive understanding of the economic development in
context 1o the commercial banking along with their associated nsks. Bad debis and mefficient
market lead to the obstruction in the development of the strong financial image of the banks
operating in Vietnam. The country has witnessed a sigmificant reduction in listed and unlisted banks
because of the M&A, which determine a newer framework of capital generation. However,
controlled mergers play a vital role in restructuring the economic framework of operation by
cumulative legal bad debts. The current study intended to investigate the degree to which banking
propensities can facilitate and encourage mergers and acquisitions among 40 Vietnamese
commercial banks in the country during the period 2007 — 2018 in order to accomplish the desired
goals of increased scale and efficiency. From the study, it is quite evident that the banking system
15 considerably affected by the M&A, which 15 restructured and manipulated according to merger

and acquisition regulations.

1.7 1 Summary of chapter 2: Literature Review

To deploy the study, the thesis first constructs a corporate governance model to determine
its success rate level, The study demonstrates that corporate entrepreneurship plays significant roles
in the development of Vietnam banks. Corporate entrepreneurship is often referred 1o as
intrapreneurship. The concept offers institutions strategic options to refine their business concepts
to meeting client needs and expectations and to enhance their competitive advantage (Tran, Ong
and Weldon, 201 5).

The presumed advantages of corporate entreprencurship notwithstanding, there exists
uneasinéss among researchers concerning the future of this strategic options. However, the domain
has not been sufficiently refined. Also, the development of these ventures has not been sufficiently
explored. The variables that determine institutions pursuitl of corporate entrepreneurship have not

been identified in a systematic fashion, This study conceptualizes the defimtion of corporate
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entrepreneurship as a process of “extending the firm’s domain of competence and corresponding
opportunity set through intermnally generated new resource combinations™,

Corporate entrepreneurship embodies the formal practices that an institution partakes in its
innovation, risk taking and proactive responses (Urban and Nikolov, 20013). A proactive posture on
corporate entreprencurship is best described by an organizations emphasis on the long term horizon
in s planning activities. Hence, if a banking institution underiakes new ventures to simulate the
long term growth of the bank, the firm can be viewed to have engaged itself in corporate
entreprencurship.

The above discussion emphasizes on the multiplicity of potential corporate entrepreneurship
dimensions. Since previous research have barely accounted for these dimensions, the
operationalization of Corporate entreprencurships proved to be unsatisfactory (Zahra, Nielsen and
Bogner, 1999), Hence, the study considers corporate entreprencurship as a multidimensional
construct. While researchers have focused on larger corporations (Zain and Hassan, 2007). This
study sets 1self apart from the common practice and examines institutions across the board. This
focus is then justified by the role of corporate entreprencurship in the growth of Vietnam banks.
Additionally, smaller firms are found on innovative practices and are committed in practices that
enhance their growth (Zahra 20135)

Literature has examined the influence of restructuring actions on the productivity of
financial firms and has provided mixed results. According to Shin (2017), Harwood ct al, (2016),
Swanepoel (2005), Robbie and Wright (19935), Smart and Waldfogel (1994), Bowman and Singh
(1993) and Gibbs (1993), they discovered a statistically considerable correlation between
restructuring of the firm and the productivity of the company. On the contrary, Billett and Vijh
(2004} and Elder et al. (2005) were of the contrary opinion regarding the relationship between
restructuning of the firm and productivity. The results were consistent with the outcomes of Savovié
(2016) when he discovered that the performance of the firm and restructunng adopted by the firm
were not statistically significant and it adversely affected post-acquisition productivity, The results
obtained by Savovié (2016} also suggested there is statistically significant variation concerning the
firm restructuring activities among the service industry such as commercial banks and the
manufacturing sector.

Based on the individual-related elements, MceClelland et al. (1976} contend that the

inclination to perform an entreprencurial activity builds on the motivation of an individual, which
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determined by a person’s inherent traits in the context of the ecology and firms in when the action
happens. From the perspective of the firm, Morris and Kuratko (2002) supported that the notion
that corporate entrepreneurship must view from a wide angle to understand its contribution to the
company. It entails the administrative and social aspects put in place w0 model the conduct of
individuals in the firm the strategic management oversee. The firm-related elements incorporated
the commitment by the management, reward schemes, structures of the firm and its administrations,
enhanced availability of resources, and the autonomy to performance and model the conduct of
individuals. Based on these factors, the siudy examined the following four models.

In brief, a lot of studies were already done on the topic of mergers and acquisitions. A
majority of the studies examined the influence of the mergers or acguisitions in several
organizations in a single study. Investigations of the kind have delivered blended resulis; some have
found that consolidating organizations profited from the merger but others made a conclusion that
the mergers had no positive impact on the financial performance. The contradicting discoveries can
be explained by the way that organizations vary in some aspects. Past researchers have
comparatively neglected to look at the qualities of specific banks prior and then afterward they
merged or acquired. Subsequently, the literature on the subject 15 quite conflicting and 1s
excessively broad. It is challenging to make solid conclusions on the premise of the current
literature. As such, there 15 a need for a study to be conducted on 40 banks in Vietnam and the
discoverics could be generalized to others banks with similar attributes, The study will seck to
examine the risk-taking propensity of 40 banks in Vietnam developing the economy to determine
if prospect for M&A can be explained by banking risks they face,

[.7.2 Summary of chapier 3: Research dexign and Methodology
Chapter 3 discusses the research methodology based on the reference of Saunders et al.
(2003} and (Gephart 2004) 1o claim that in order to have consistent, coherent, logic rescarch
methodology, the study chooses to embrace the Positivism paradigm as the Research Philosophy
and Deductive or Quantitative design as the Research Approach to guide the study to the warget of
examining the impact of the risk-taking propensity of listed & Unlisted banks in general and M&A
banks in particular in Vietnam's developing business sector. Besides, the study’s Epistemology is
to seck to provide answers to the following inquiries of the study:
® To what extent the banking risks can be explained by M&:A as the entrepreneurial entry
mode selection of commercial banks in Vietnam from 2007 to 2018 with the
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measurement of Z-score bankruptcy propensity and the reference to corporate
entreprencurship? Whether the listed banks & Unlisted or M&A can moderate the
possibility of bankruptey?

o  What are the factors of banking risks (Credit nsk, operation nisk, leverage nsk, liquidity
risk, and market risk) of the banks? What would help to explain a significant amount of
variance in bankruptey?”

From the above research inquires, the specific hypotheses adopted in the study and its

measurements are as follows:

Hypothesis 1: M&A facilitates the market efficiency of the participating banks.

o Hypothesis 2: Large banks engage in many mergers and acquisitions, unlike small
banks.

® Hvpothesis 3; Responsible entreprencurship increases the nsk-taking propensity in

financial institutions.

Hypothesis 4: Cutting salary of banking employees increases the nsk-taking propensity
to fraud and corruption.
e Hyvpothesis 5: Imposing punishing stimuli promote the proper risk-taking propensity
Lastly, the swdy also sought to determine the relationship between corporate
entreprencurship intensity and Z-Score bankruptey propensity among 40 selected banks in Vietnam
by evaluating Z-score model as the possibility of bankrupicy.

1.7.3 Summary of chapter 4: Data and Methodology

Based on the adopted research methodology, the study utilizes the appropriate methods of
data collection, technigques, and strategies used to gather valid and reliable data which allows
concluding and narrowing the possible directions of the formation of the study. Thus, the most
appropriate used sources of data of collection for the adopted research methodology are historical
data, official statistics, government reports, web information, previous researches. ... to be able to
answer 5 hypotheses and examine the Z-score model. Besides, the literature review of the study is
conducted via the reliable online sources such as “the state bank, Duo blackboard— online library,
OECD library, Econlit, Google scholar, IntelliConnect, and RePEC.....". Besides, the Keywords
used to search for the information from these databases are Merger & Acquisition, corporate
entreprencurship, bankruptcy, and risk-taking propensity...... After collecting data, the finding
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results, and the main related contents were conducted and distributed in various forms before it was
utilized.

For sampling, the study empirically examines the risk-taking propensity of 14 listed banks
and 21 unlisted banks having the possibility of entening into M&A with each other or with the other

institutions because of high bad debts in Vietnam,
Besides collecting data sources of financial ratio such as ROA, ROE, ROCE. .. and Asset,

debt of the banks, the study gather the data of the nisks taking propensities of banks suggested by
Mguyven Thanh Duong (2013) such as LLR. LLP, LEV, NIR. CTI, LDR, and LAD which all are
carefully sought from the reports of the Stale Bank, the official source of the banks, annual report
of commercial banks including balance sheets, profit and loss statements, and financial ratios from
the main links such as www.vietstock.vn, www.cophicu68.vn, and specially from the official
site of the state bank of Vietnam: www.shv.gov.vn, www.vietdata.com .....

For data analysis, several statistical methods will be used in the research to outline the main
charactenstics of hypotheses and variables based on the (SPSS) program, Thus, the Pearson’s
Coefficient of Variance, and ANOVA, and regression analysis will be conducted to explain the
banking risks by using the measurement of and Z-score bankruptcy propensity with reference of
corporate entrepreneurship.

1.7.4 Summary of chapter 5: Results and Findings

This chapter shows the empirical results from the analysis of 40 commercial banks in

Vietnam's developing business sector economy from 2007 to 2018. Through these results, the study
determines the extent to which M&A can explain the banking nisks as an entreprencurial entry mode
selection of commercial banks in Vietnam using the measurement of £-score bankruptcy propensity
with the reference of corporate entreprencurship. The results can be briefly summarized as the
followings:

*  Hypothesis 1: the research supporied the altemnate hyvpothesis

»  Hypothesis 2: the research accepts the null hypothesis.

=  Hypothesis 3: the research accepted the null hypothesis
* Hypothesis 4; the research supported the null hvpothesis,

s  Hypothesis 5: the research reject the null hypothesis.
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Besides, For the prospects of bankrupicy among the banks, the study found that there are 14
banks having Z-score below 1.81 suggesting that the commercial banks in Vietnam were
experiencing a high level of bankruptcy propensitics (Altman 1968), and especially 10 banks out
of this 14 banks having negative Z-Score below 0 and particularly, 8 banks out of them have been
already merged or acquired before the year of 200135, Besides, there are 12 banks out of 14 banks
with high possibility of bankruptcy belongs to the unlisted group

Caroup Statistics
EXCHANGE N High Bankruptcy On Alert Safe

LISTED 14 2 0 12
UNLISTED 26 12 1 13

LLE

In fact, the results of the prospects of bankruptcy among the banks are calculated basedly

on the equation of the Z-score model can be represented as follows
Zgr = 18.007 + 0.177(LLRy) + 0.022(LLPy) + 1. 434(LEVy) — 1. 765(NIR )
+0.003(CIRp:) — 0. 119(LDRy,) — 0. 121(LADy) + €pt

The results also indicated that LLR, and LEV were positively correlated to the Z-Score
bankruptecy propensity while NIR, LLP, CIR, LDR, and LAD were negatively correlated to £-Score
bankruptcy propensity,

1.7.4 Summary of chapter 6: Discussion

Vietnamese banks have suffered significantly from the risks associated with the bad debts
as well as increasing likelihood of mergers and acquisitions among banks. From 2000 to the present,
the banking industry has faced many nsks classified as operational risks, market nsks, and financial
nisks associated with bad debts and bankruptcy. It significantly increased the likelihood of mergers
and acquisitions among banks. These current problems of the bad debis and bank mergers and
acquisitions n the Vietnamese banking sector will create the appropniate context for rescarching
the propensity to take risks. In this study, we study the extent to which banking risks are explained
after mergers and acquisitions as a form of entreprencurial enterprise among  Vietnamese

commercial banks.

The study claims that most of the banks considered to less capital, more problematic assels,
and lower regulatory ratings. Thus, they has high hikelihood 10 be merged or acquired by other
banks. The result emphasizes that a bank with high debis acquired by another bank to minimize its
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capital dependency it has created. In fact, the results of the study have significant influence on
commercial banks and recognition of the fundamental ¢lements of nsk-taking propensity. The
results of the research suggested that ROE and ROCE were significant at p = 0.00 (< 0,05), but
ROE had a higher t value as compared to ROCE. It indicates that acquisitions of a firm heavily
related to increased debts. The research recommends for more funds to allocate to the reserves of

the banks so that they can cushion themselves against credit risks.

The research also found out that the bank’s age and size were statistically significant to the
chances of a bank being either acquired or entering into a merger (p<0.05), It implics that when
credit risks increase, there 15 a tendency for more losses o occur. Besides credit sk, Liquidity nsk
of a bank is associated with a reduction in NIR which has relatively the same effect as compared to
ROE and ROCE. In addition, liquidity is considered one of the conditions for determining an ability
of a bank to pay back its loan. It suggests that bank risk propensities negatively connected to LLP
to reduce the chances of banks going into bankruptcy shortly. Besides, it is appropriate for
commercial banks to hold larger quantities of the loan loss reserve (LLR) to promote the financial

strength of the firms as well as survive any plausible crisis.

In fact, Although the research found out that LLR, and LEV were positively correlated to
the Z-Score bankruptecy propensity while NIR, LLP, CIR, LDR, and LAD were negatively
correlated to Z-Score bankruptey propensity, LLP. LEV, CIR, and LAD were found to be the main
factors, which contributed to the high levels of vaniance between listed banks and the unlisted banks
in Vietnam. Thus, essential for banks to take into consideration the solvency dispanty of the various

asseis and liabilities, which the bank owns, to quantify the liquidity of the bank under examination.

It was proved that corporate entreprencurship intensity and Z-Score bankruptcy propensity
significantly influenced mergers and acquisitions. Based on the found Z-Score, the likelihood of
bankruptcy was outlined that there are 14 banks experiencing a high level of bankruptcy
propensitics and especially 10 banks out of these 14 banks having negative Z-Score having very
high risk of bankrupicy and has high likelihood of going into merged or acquired. Besides, there
are 12 banks out of 14 banks with high possibility of bankruptcy belongs to the unhsted group.
Thus, these unlisted banks in general and 12 banks out of them in particular all having high
prospects of bankruptey should be senously taken into policy maker’s atention for choosing the
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appropriate entreprencurial entry mode selection which might bring better performance and control
of risk.

To minimize the risk of bankruptcy, a considerable number of rescarches has been
conducted regarding nisk-taking propensities and corporate entreprencurship intensity. In general,
it was not an casy task to establish the extent to which banking propensitics explain the processcs
of mergers and acquisition. However, the study found that the banks can take more nisks indicative
of the high variation between nisk-taking propensity and responsible entreprencurship, so that it 1s
applicable for the commercial banks to consider a framework that guides performance and the
strategic roles on nisk-laking propensities and especially entreprencunal management needs to be
addressed alongside it

Besides, responsible entrepreneurship. the study also believes that reducing the employees’
salary will lead to fraud and cormuption among the management as a form or risk-taking propensity.
It suggests that the mergers and the acquisitions can militate against risk-taking strategic choices.
Along with the salary policy, punishing stimuli 18 proven that if the banks cannot pay their loans
(high hiquidity nisks or NIR is great), they might attract a lot of regulatory penalties or fines.

The study will also determine the other factors affecting financial capacity and thereby help
the managers at the micro level, macro-based offering possible solutions competition aims to
achieve micro: banks operate more entrepreneurially but efficiently, and pushing back the nsk of
collapse, sustaining development and healthy competitiveness with joint venture banks and foreign
bank in Vietnam. Thus the study recommends an additional research on the effect of the
restructuring of the banking system about the credit risks among Vietnam banks. It is a critical area
for more extensive research based on the view that the empincal results into the corporate
entrepreneurship model of the bank propensities and bankruptcy can be represented as a form of
mergers and acquisition. Therefore, the commercial banks must take caution against argumentative

nisk-taking results.
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Chapter 2: Literature Review
21, Introduction

Scholarly writing on entreprencurship has expressly suggested there is a significamt
association between the performance of the company and corporate entrepreneurship (Moreno and
Casillas 2008). Presently, there is no agreement on what entails corporate entreprencurship. Various
researchers have offered some definitions of corporate enterprise and corporale entrepreneurial
ntensity, which they have derived from other rescarch papers. The reason for the study is to
determine the extent to which the banking risks can be explained by M&A as the entreprencurial
entry mode selection of commercial banks in Vietnam from 2007 to 2018 with the measurement of
Z-score bankrupicy propensity and the particular reference to corporate entreprencurship.

This section has the following four areas: M&A in the banking sector, the theoretical
framework, different bankruptey propensity, M&A as entreprencurial entry mode selection, and the
factors that help 1o explain a significant amount of variance in bankruptey. Such writing audit helps
in identifving a knowledge gap that will prompt a way forward for the study, The exploration study
will seek to determine if the listed & unlisted banks in general and M&A in particular as the
entreprencurial entry mode selection of commercial banks in Vietmam explain the possibility of
banking bankruptey risks. The research critically examines corporate entreprencurship intensity and
bank risk propensities. In Vietnam, adequate research has not been performed to test the relationship
between corporate entreprencurship intensity and bank risk propensities in the banking sector
empirically. Thus, the current study relies on the collected data from the banking industry.

2.1 Existing literature gap

There is a great literature gap for the topic of the research, The effectiveness of mergers and
acquisitions as a strategy for the growth of corporate entreprencurship and the moderation of
bankruptcy has not been investigated enough. There are still numerous answers and issues for the
future researches. In particular, there is still no clear answer to the reasons for the poor performance
of banks in Vietnam. Many players in the banking sector find it difficult to understand why financial
institutions continue to work poorly. The project will help financial institutions understand various
strategies for expanding mergers and acquisitions, thereby increasing their effectiveness. Mergers
and acquisitions have become a key strategy for many banks.

The researchers conducted considerable amount of studies to investigate the correlation

between mergers and acquisitions and the further success of banks. However, only some of these
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research cases at the same time focused on the impact of M&A on the nuances of strategic growth
and bankruptcy. In addition, it is hardly possible 0 find any specific study, which in the leading
study of the market scenario of Vietnamese banks from a critical angle. Since the banking business
in Vietnam 15 guite diverse and depends on customer satisfaction, it 15 necessary to study the topic.
Therefore, the current study will provide information on the impact of M&A on the following
performance results, so that it becomes possible to qualify the nuances and points that need o be

improved in order to improve banking services, customer satisfaction and customer loyalty.

2.2 Commercial Banks

Commuercial banks in any economy are perceived as vital building blocks, which represent
economic development that is mainly based on two main reasons (Focarelli ¢t al. 2002). Firsy, it is
expected that they will assume a critical role in supporting major projects financially. Secondly,
they expected to meet the requirements of its current customer base, Concerning the functions, the
commercial banks anticipated increasing the capacity of the marketplace by motivating more
financial activities.

Scveral definitions provided in the literature concerning the participants of the study. in the
case, the commercial banks. According to Alhadab and Alsahawneh (2016), commercial bank 15
seen as a financial firm that takes up the role of a facilitator between two different categonies of
customers. These classes include those individuals who have money and want to increase their
investment while the second type includes people who need funds for development (Alhadab and
Alsahawneh 2016). On the other hand, Fiordelisi and Marques-lbanez (2013) eluded the
commercial bank as an institution, which relies on acquiring access o deposits for funds within a
given penod. Fiordelisi and Marques-Ibancz (20013) further added that the commercial bank
performs two functions, which include converting money from one currency to another void of
losses and provide equity to facilitate development and growth in an economy. Chen Goh (2005)
also provided a definition of a commercial bank, which suggested that these firms deal with debts
or where account holders are given with a high return based on their deposits and assume the role
of paving interest on loans they have been awarded.

From these definitions, which been given concerning commercial banks, the study contends
that the commercial banks are innovative firms, which accept deposits from cither persons or other
entities and in turn provide interest based on the level of their deposits. The deposits considered

useful in the development of the economy with loans due to paying back with interest after 2 given
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period. However, when they fail to pay back the loans, considered bad debis, reduces the growth of
the economy. Too many bad debts incurred by commercials lead w0 bankruptey or its total collapse.
The only options available for reviving these commercial banks are through mergers or acquisition

as directed by law.

2.3 M&A in the Banking Sector

A search on the journal articles quickly reveals that most of the studies in the banking M&A
mainly focused on the examination of what are the motives in M&A and 115 advantages. For
instance, Focarelli et al. (2002) in their study examined 359 ltalian commercial banks towards the
end of 1984, and 135 mergers, 66 acquisitions, and 253 banks towards the end of 19%6. They found
out that after M&A, there was an increase in labor and operation costs compared to the gross profit
due to an increment in the pay rates to motivate employees of the passive banks. Furthermore, an
increase in the operating expenses prompted a reduction in return on assets (ROA) for the initial
three vears from M&A., yet the bank productivity stayed unaltered in the long run. Despite what
might be expected, ROE (returm on equity) stayed unaltered for the imitial four vears, but it increased
eventually. Higher operating costs post-M&A diminished bank profitability in the long term.
However, it was repaid by a decrease in equity.

There are vanous reasons why banks opt for M&A as cited by different researchers, As
indicated by Mountis (2012). pay rates and cost-cutting are critical issues of concern and are the
motivators for M&A. Another reason for M&A among banks 15 an advantage of “cost synergy and
revenue synergy” (Comett et al. 2006, p. 45). Furthermore, their research on a large sample of bank
mergers during 1900 - 2000 discovered there is an increase in bank profmability (ROA, ROE, and
MIR). The study concluded that these profitability indicators are different not only in the scale of
the bank mergers (large versus small banks) but also the activities of mergers (focusing versus
diversifyving mergers), For example, larger bank mergers would have a larger increase in ROE,
Besides, the bank mergers enable cost reduction leading to higher operating efficiency and revenue
improvement. However, the liquidity ratio remained unchanged before and after bank merger.

Caiazza et al, (2012) also alluded that M&A in the banking sector during the 1980s, a
massive wave of mergers and acquisitions {M&A) were enlisted in the United States (followed by
Europe, cultivated by the 11 EU Directive on Single Market) increased the effectiveness of the credit
allocation. They further added that bigger and more productive banks usually procure weaker and

smaller banks, with the expectation to restructure and build on its efficiency. The managenial
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effectiveness (Cost, ROA, and ROE) of commercial banks” domestic and cross-border
consolidations from 14 Europe countries from 1998 to 2004 claimed there was the effectivencess of
Europe bank mergers from 1998-2004, In addition, commercial banks in cross-border M&A were
more efficient than those in domestic M&A, so “cross-border M&A in the new environment has
the higher survival rate in the long run due to its better performance {Lozano-Vivas et al, 2011, p.
56). ROE declines due to decreased investment in securities that implies “bank profitability s

mereased iF assets are shifted from securities to loan™ (Lozano-Vivas et al, 2011, p. 56).

2.4 Theoretical Backgrownd of Banking Risks
Many studies are present on the banking risks, which can be viewed from different levels

within a company. They are discussed as follows:

2.4.1 Risk identification at multi-level

Banking risks endured by a bank can adversely impact on the management of a banking
system as well as the entire economy. Therefore, the recognizable proof of nsks for managing
banking operations in general and credit activities specifically assumes a critical role pan in
enhancing the effective performance of a commercial bank, the banking system and the entire
economy {Focarelli et al. 2002). Risk can be viewed as unforeseen occasions if it will prompt the
loss of property, profit decrease than anticipated or bring about an increase in extra cost 1o
accomplizsh financial functionalitics in banking exercises.

According to Roy (2008), the banks' key activity 15 to oversee risks in "their intermediate
process”™ with a specific end goal to create value for their products, The banking nisks can be
classified into three hierarchical levels, including:

o  Operational nisk at micro level: operational expenses, fraud, corruption, business

operations, efficiency, supply chain, business cycles, among others;

o Credit risk at meso level: the nisk of capital, credit, liquidity, leverage, among others;

o Market nsk at macro level: exchange rates, interest rates, fluctuations in bond,

commuodity prices, and equity among others.

In addition, banks are confronted with several other key risks amidst M&A and the current
risks stemming from asymmetric information and conflict of interest among members as depicted

in Figure 2,

28



Contribution of M&A to Corporate Entrepreneurship 29

Ak S Pl
o sy«

=1 Wmmm ratign (LEV)

i
Loan lots provision raton (LLPY
i
Loan loas reserve ratio (LLA)

< Lnlnmu-pnl:.mmn.nm

T Liuid ASats to Geposi raso (LAD)

Fieure 2: All the risks anticipated by the firm categorized into three organizational fevels.
Sowrce: Roy (2IN08).

2.4.1.1 Operational risk at the micro level

Berger and Humphrey { 1992) and Wheelock and Wilson (1995) demonstrated that insolvent
banks operate inefficiently. In their research, they claimed that bad debts and cost-effectiveness of
banks were indirectly related. It stems from the bank's weak administration in obseérving expenses
as well as credits for bormowers. Moreover, the non-performing loans brought about by external
factors, { for example, regional economic delay) led to extra cosis related to an increase in bad debis
producing low-cost efficiency. Sufian and Abdul Mapd (2005) also obtained the same result while
utilizing "Stochastic cost frontier” to quantify cost-effectiveness and "Tobit model” to decide the
comrelation between bad debts and cost-effectiveness of commercial banks in Singapore and
Malaysia. Their study also demonstrated that the relationship between cost-effectiveness and bad
debis 15 contrary. Moreover, Tsat and Huang { 1999) utilized the cost function to test the association
between quality management and cost efficiency in the banking industry of Taiwan. They found
out that the association between asset quality and profitability was not directly related.

By ascertaining the risk elements and quality in measuring the cost-effectiveness of the

Bank of Japan in the period from 1993 to 1996, Altunbas et al. (2000) exhibited the level of bad
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debis have the positive association with the bank's inefficiencies. As such, if the bad debis increase,
the cost-effectiveness also increases. Truth be wld, when administrators notice an increase in credit
risk, they tend to increase the expenses and designate more assets 1o monitor quality control for
loans and bad debts. It tends to bring about a reduction in the productivity of the bank, but 1t also
makes the NPL proportion diminished.

As indicated by research on the role of siate ownership in numerous nations around the
globe, the state ownership has a tendency 1o decrease working proficiency while increasing risk.
Thus, banking administrators need to fortify their supervision on loans and provisions, and firmly
controlled interest expense, stafl expenses, and capital expenses.

The operational nisk information is specific, as there exist as random events that cause
extreme losses any financial insttution. Banks, in particular, must be mindful of these losses as
they have huge financial ramifications for the organization {Chemobai et al, 2008). High recurrence
portrays most of the loss events with low severity. These events are not vital for a bank and can be

averted by utilizing mitigation methods.,

2.4.1.2 Credit risk at meso level

Crednt 15 the key acuvity of commercial banks. Income gained by the credi operations
always occupy a significant proportion of total banking revenue and provides the most part of profit
for the bank. However, the credit activity is the riskiest and complex activity. Credit activity is
related to all arcas of the economy. All the nsks are potential ones in credit operations of
commercial banks. Therefore, commercial banks are to maximize profits and minimize the risks,
In any case, it requires commercial banks o respond appropriately 10 manage and prevent credit
nisks,

The consequences of the credit risk are usually substantial since it is the primary activity of
banks. When credit risk occours and the bank that is not able to recoup the debt, it will be prompted
with an imbalance of incomes and expenditures (Focarelli et al. 2002). Such a case tends 1o lessen
liquidity leading to bankruptecy. Besides, with the relationship among banks today, the spreading
effect will prompt the insolvency of the bank lines and another budgetary system can cause the
economy (o collapse. When a bank encounters unreasonable credit risk or bankrupicy, its
customers/depositors would be frenzy and withdraw cash in the bank. The majonty of withdrawal

will create related financial challenges for banks, as it cannot complete it transactions consequently
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giving way to a collapsing financial system. In addition, it leads to an economic crisis, far-reaching
unemployment, and social instability.

The study of Angbazo (1997) showed that credit risk could affect the Net Interest Revenue
(NIR) of the bank. The bank giving many loans may be niskier, and thereby they have to make loss
provision correlatively to the given loans. Accordingly, they must calculate the higher retumns to

compensate for the expected risk amounts.

2.4.1.3 Relation between credit visk and figuidity

Lintil now, there was a great amount of concepts of Liquidity risk. Howewver, Liquidity risk is
understood as the nsk if banks cannot afford to pay its debts or to raise funds with high costs o
satisfy the urgent demand for cash payment. There are subjective reasons, which result in the
solvency of the banks. The conditions are required to adhere, but they are not followed resulting in
unwanted consequences and thus reduces Net Interest Revenue (NIR) (Angbazo 1997; Rose ct al.
2009; Duttweiler 201 1),

According to Duttwerler (2011), for commercial banks to maintain hquidity they have to
ensure that, the entire asset value is greater than the debts at all time. If the loan business is
irrecoverable and trading securities are sold at a loss, the asset values will reduce greatly leading 1o
bank solvency, Otherwise, they will be forced o liquidate their fixed assets 1o continue with their
financial operations.

Taking into account the data from the balance sheet report and income statement in the
period 1983-2003, the study of Aspachs et al. (2005) provided a comprehensive look at the
determinants of liquidity pelicy of the Bank of England. Furthermore, they provided an association
between macroeconomic policies within the central bank and the economic cycle for supporting
liguidity buffer. The Central Bank assumes an extremely critical role 1o maintain liquidity and can
give financial assistance if there should anise an occurrence of business bank's liquidity emergency.

Another research performed by Valla et al. (2006) also showed that macroeconomic factors
and decisive factors might affect the liquidity of the Banks in England. The researchers assume that
the liguidity ratio is dependent on the factors like short-term interest rates, loan growth, the growth
of the total gross domestic product, and bank profits negatively correlated with liquidity. However,
the size of the banks is considered to be a negatively correlated with liquidity.

Rather than concentrating on financial support from the Central Bank or the macroeconomic

palicies, Lucchetta (2007) utilizing panel data from the accounting report and income statement of
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5066 European banks during the periods 1998 - 2004 to determine the relationship between banks
and interbank market. It was not consistent with Aspachs et al. (2005). This study alluded to the
process of inter-bank lending in the light of changes in financing costs. The study highlighted there
was a statistically important relationship between the normal interest rate in inter-bank and the risks
and liquidity of the banks. The risks and liquidity were perceived in term of the conduct of banks
on the interbank market, interbank financing cost, the basic rate of government loans to aggregate
assets and non-performing loans, and the extent of the bank.

If the size of the bank has a positive relationship with the liquidity of the banks. it
demonstrates that more banks are scaling the bar increase their Lquidity and create new
opportunities for the banks to mobilize other capital sources together to enhance its liquidity,
Conversely, if the case seemed 1o demonstrate a negative relationship, then further scaling can make
increasing costs and the improvement of the management and human resources cannot keep up
development of the regulations implying that the bank's risk increases tremendously including
liquidity risk. Previous research by various researchers such as Aspachs et al. (2005), Lucchetta
{2007}, Vodova (2011), and Humg (2013) identified that the discovered there is no relationship
between the size of the bank and 1ts liquidity. In the case of Vietnam, the study anticipates a positive

correlation between size variable of the bank and the liquidity of banks,

2.5 Causes of the Credir Risk in the Banking Syvstem

Many studies have been carried out regarding the causes for the credit risk are diverse, but
the study will tend to adopt credit risk that stems from the accompanying reasons:

a) The agency problems in banking

Jensen and Meckling (1976) suggested that the theory of agency problem plays a critical
role in ownership structure in controlling risk-taking behavior. In fact, in the banking industry, the
agency problem happens mainly between the management and the sharcholders whenever the bank
managers have the risk-taking incentives to satisfy their needs at expenses of bank sharcholders
{(Agrawal and Knoeber 1996). Thus, it can be said that the consequence stems from the poor bank
governance.

Bank managers have specific skills in human capital and benefits of control that tend to
have less risk-taking incentives than the stockholders with fewer liabilitics and interests. In other
words, the bank managers tend to accelerate their risk-taking incentives io obtain the reward for

high return investments if they hold significant equity or stock options in the bank. Alteratively,
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the managers holding less bank stock tend to be the less perceived risk-taking incentive. Thus, to
control the ownership structure between manager and sharcholder toward rights and responsibilities
of the stockholder is problematic and dilemmatic for effective bank governance,

Besides, Demsetz et al. (1997) claimed that the agency problem and moral risks might be
interrelated as they share common characteristics of asymmetry information and lack of actual
monitor svstem leading to uncontrolled loan growth, which results in bank risks. In other words,
Moral risks tend to arise in a pnncipal-agent problem when they pursue their self-interest, and the
agent knows stuff that the principal does not.

Taking (2008} conducted a study to examine investors' response (o changes in bank risks as
proxies by their fundamentals in Nigeria utilizing panel data from the Deposit Money Banks. In his
study, two-stage structures namely (observing and impact), and a two-channel approach (gquantity
channel and financing cost channel) was wsed. The outcomes acquired results recommend that
deposit development be moderately sensitive to bank risks. However, the interest rate of the
contributors was not ¢lear. The inter-bank deposit rates shown concerning the bank essentials. The
total deposit interest rate and time deposit rates are considered to be less than the required levels of
the bank essentials. Besides, there 15 no proof that banks do react to signs from the contributors as
proposed by market discipline hypothesis.

i) Adverse-selection and maoral hazard

For credit markets, due to asymmetric information, if the bank deals with the situation of
demand for loans by ouisiders excessing the lending capacity by the banks, the banks might raise
nterest rates to reduce the demand for loans, The action might lead them to problems from the
operating, financial, and market risks in the future. These problems of risks are known as adverse
selection and moral hazard, For Gnancial risks of the banks at mesa level and the market risks at
the macro level, the banking moral hazard is denved from information asymmetrics. Normally
banks want information about their customers. but the information 18 often incomplete and
IMprecise,

There are two common types of risks. The first is the selecting the wrong customers for
loans leading to high-risk of recoverable capital. The second category is the moral hazard: the risks
for those who give loans are the cause of borrowers™ moral. In fact, the borrowers deliberately

provided incorrect information, false information to convinee people with loans to misappropriate
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the loans or using for improper purposes with initial commitments. Consequently, the debt becomes
imecoverable for repayment to the bank.

Besides, after finishing the loan, if the interest rate is higher than the interest rate they want,
customers can change the purpose of the loan to inerease profit returns and to compensate for the
higher interest rates. If the purpose of the loan is more profitable than the anticipated risks, then the
repayment capacity of the customer will be adversely affected. Therefore, the market price of credit
15 not always possible to restrict the lending needs of the customers, However, the problem of
financial risk resulting from moral hazard can be solved if banks are sufficiently capitalised { Brusco
and Castiglionesi 2007). In support of this, Mverson (2012) suggested that to solve the financial,
moral hazard, and the bankers must build “some long-term relationship with communities of
mnvestors.” Besides, the rate of deposit insurance and other government interventions for the banks
also play a critical role in controlling moral hazard (Boyd and Graham 1986}, Similar vision was
represented in the study by Marques, Correa, and Sapriza (2013) on the government support of bank
nisk taking and the measures and sources of support.

For operational risks of the banks at the micro level, if there is a cut in salary payment for
banking staffs to deal with excessive labor, the banks might also encounter two problems mentioned
above: the morally upright individual will quit the job, while immorally straight people will stay,
As a result, the accumulated bad labor in the organization (adverse selection). Moreover, it 15 riskier
when bad employees could make an advantage on their own without considering the rights of
employers to make up for low wages (moral hazard). As a result, the banks might encounter the

nskier and the harder fraud, corruption, while the quality of their working has been taken worse.

2.6 Marker Risk ar Macro Level

The bank cught to have a structure with defined skills and responsibilities for managing the
market risk, which correlates to its size, and complexity of its operations undertaken by the bank.
The operational unit performs the functional performance of market-risk management. The market-
risk is planned out in advance 1o anticipate the problems it can cause the operations. The bank needs

to comply with the standards set for market-risk management and provides a plan thereunder ( Zahra
1991, p. 321). The procedure of developing a market-risk plan is an isolated activity from its usual

trading activity and back-office operations. Therefore, the study did not consider it an important

source of banking risk.
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2.7 Measuring Bankrupicy Propensity Using Z-score

Business failures are common ¢vents that take place in the economic system while the
companies entering and leaving as an element of general business activity and desires (Altman and
Lons 1976). Diverse factors cause the failure of most ventures. The literature supports the ratio
analysis as a determinant of bankruptcy propensity,

Smith (2015) cited that bankrupicy propensity anticipabion 18 fundamental for the
anticipation or relief of negative financial cyeles in a national economy. It is especially applicable
after the collapse of banks amid the financial crisis. The significance of bankruptcy anticipation has
tumed nlo a critical concern for the corporate administration.

Altman in 1968 envisaged rescarch into bankruptcy propensity determination. He utilized
multivariate analysis 1o conduct an investigation of 33 organizations that entered into bankrupicy
amid the period 1946-1965. He looked at 22 proportions of five different classifications in
particular: liquidity, profitability, financial, solvency and activity of the organization. Altman
developed an indicator that is the Z-score, which depends on five financial proportions.

Deakin { 1972) also utilized multivanate analysis to study 97 insolvent organizations and 97
organizations data utilizing 14 financial proportions for three years. The findings of the survey
demonstrated that the model could explain 94% of the bankruptcy propensity among organisations
a year before bankruptcy. According to Lacven and Levine (2009), the Z-score considered an
indicator that utilised to cvaluate risks from a cross-national banking perspective. It i1s obtained by
the getting the aggregate of the return on assets (ROA) and the capital asset ratio (CAR) of the
individual commercial banks divided by the deviation of ROA (Lacven and Levine, 2009}, Lacven
and Levine also added that the Z-score used to measure the extent of liquidity of the various
commercial banks (Laeven and Levine, 2009). When the value of Z-score 15 higher, 1t is expected
that the commercial banks perceived to be less nisky.

saunders and Cornett (2003) used diverse forms of indicator to evaluate credit nsks such as
the problem-loans proportion, the risk resources proportion, the solvency proportion, and the capital
proportion. In the study, the Z-score considered useful in evaluating risk-taking among commercial
banks. It is considered a useful wol for measuring eredit risks as well as marketplace risk. It also
provides a concise, brief description of the findings based on Saunders and Comett (2003). From
the literature, the wse of the problem-loans proportion and the risk resources proportion in

measuring credit risks has been associated with their inability to provide a comparison across
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nations of regulatory variation (Beaver 1966). On the other hand, the solvency proportion
completely not been utilized in evaluating risk-taking. Lastly, the capital proportion considered a
key factor of the Z-score. Saunders and Comen (2003) used the capital proportion to measure the
influence of governmental support on the risk-taking propensities of commercial banks and its
strength.

As per Altman (1968), the Z-score 13 a weighted normal of five financial proportions with
independent coefficient values, Based on the model, an organization with a Z-score < 18] 15
categorized with a high level of bankruptcy propensity, or they are confronting serious issues with
a great inclination to fall into bankrupt while organizations with a £-score = 2,67 are perceived as
successful and safe from bankruptcy. The financial strength of an organization with a £-score
around .81 and 2.67 15 considered indeterminate and should be carefully observed 1o diminish odds
of it going bankrupt.

This study evaluates the entreZ-score model application and examines its predictive power
to the listed and unlisted banks in Vietnam. According to Altman {1968), the z-score model and
its boundary values are represented as follows:

ZS5core= 1.2X1+1.4X2+3.3X3+0.6X4+ 1.0Xs

Where:

_ Waorking Capital

T Total Assets

X = Retamed rarnings
2= T Total Assets

¥ om Earnings Before Interest&Tax
3= Total Assels

x Ti- Market Fﬂﬂ.l!-l."ﬂrﬂ.'l.lff}'
™ Book value of Total labilities

_ __ Sales

" Total Assets

Based on Altman { 1968) the boundary values are:
e 7> 2499: Safe Zone (Financially healthy)
o 181 <Z<29% Grey £one (Could go either way)

Ay

As

o F< | 81: Distress Zone (Risk that company will go bankrupt within two yvears)
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2.7.1 The empirical analvsis of bank risks based on Z-score index

Although the Z-score is widely known for evaluating bank risks, it is still affected by many
unresolved concerns. One of the inguiries left unanswered in most research related to a method in
which the nsk portfolio of the commercial banks can transform over time and subsequently, the
relative strength of measuring risks, The inquiry partially elucidates the technigues in which the £-
score has been developed in vartous prior studies. From these studies, it can be noted there are no
mnquinies on the different methods could affect the evaluation of the Z-score and its efficiency in
determining bank risks.

There is a general shortage of consensus concerning the methods developing a time-
dependent score to represent the £-score. The techniques of calculating the factors of Z-score, in a
time-dependent scenario, the entire period sample, or the combination can significantly influence
the outcome of Z-score. On the contrary, Lepetit and Strobel (2013) claborated that the factors
calculated from the entire period sample can develop consistent results of Z-score and give
outcomes for extended durations. The method perceived not to ignore the oniginal clanfications. [T
longer durations are used, it is expected that the risk portfolio of commercial banks can sigmficantly
adapt and so will the commercial bank's approach and loaning trends. Previous studies have
advocated for the use of time-dependent scenano while considering the length of time ranging from
five quarters to four years (Zhang et al. 2016).

Despite its increased use in evaluating banks, there has been no conclusion, which has been
attained on how to develop a time-dependent scenario for Z-score. Some aspects which have been
attributed to the include determination of the necessary elements, the wdentification of the time-
dependent scenano, and evaluation of the systematic risks which can be used in determining the Z-
SCOTC.

Following the successful insolvency prediction of the Z-score index in the manufacturing
sector, the researchers in the banking sector are also working to invesugate the model of Z-score
index which can predict the potential failure of the banks, and Boyd and Graham (1986) were one
of the first having launched Z-score index for the banking groups which have investmenis outside
the banking sector. Afterwards, the index was utilised and changed by Hannan and Hanweck

{1988), Bovd and Rankle { 1993), and Cihak and Hesse ( 2008) to evaleate the ability of bankruptcy
of the banks, which was further supplemented by Foos et al. (2010). The studies of Hannan and
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Hanweck (198%); Nguyen Thanh Duong (2013), Boyd and Graham (1986) and Chiaramonte et al.
(2015} applied the latest Z-score model for banking analysis:

Despite the adoption of a different calculation formula, the meaning of indicators Z-score
has not changed. In fact, the nature of the Z-score index 1s that the higher Z-score claims for, the
lower ability of bankruptcy and vice versa. The research pioneered by Boyd and Graham ( 1986)
focused on the bank holding company for the period from 1971 10 1983 1o explore whether the
expansion of operation and investment outside the banking sector increase or reduce bank risk. The
result of the full data for 13 vears showed that the banks® investments cutside the banking sector
did not sigmficantly affect the nsk of banks.

Beck et al. (2009) studied the stability of the German banking system by collecting data
from 3X10 banks from 1995 to 2007. The research methodology adopted random-efTects (RE) and
the estimated model including vanables related to charactenstics of the banks, macro vanables,
dummy variables representing the saving banks and dummy variables representing cooperative
banks. The results generated an extremely low R-squared but could be a basis for the adoption of
these varables in the model for further bank nisk analysis.

A different approach by Altman (2000) is also significant by using Z-score index to study
the factors that affect the risk of 155 commercial banks in Europe from 2005 to 200 1. The £-score
calculation of Altman (2000) was formulated in the study of Beck et al. (2009} applying for German
banks. However, Altman (2004)) used logarithmic regression methods to estimate the factors that
affect the Z-score. The factors are classified into two groups: a group of individual variables of
banks and groups of macro variables, From the estimated results, the authors found that the ratio of
equity to assets (capitalization), profitability increasing Z-score resulting in reducing the possibility
of bankruptey. Meanwhile, the proportion of cost 1o income reduces the Z-score; consequently,
increases the ability of the bank failure. They also found that less competitive markets, low-interest
rates, high inflaton combined with economic cnsis might increase the nsks for the banks. It can be
noted that these results of their research complyving with the financial rules should contribute much
valuable experience for future studies.

Another study of Z-score index, also worth for reference, is the study of Nguyven Thanh
Duong (2013) collecting data from 2006 to 2011 with 144 observers from 24 banks of the
Philippines, 1 10 observers from 22 banks in Thailand and 180 observers from 36 banks in Vietnam.

The author used the same two model, which compnsed seven kev variables, These variables
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included the loan loss reserves (LLR), loan loss provisions (LLP), leverage (LEV), Net Interest
Revenue (NIR), cost to income and income diversity (CI), loan to deposits ratio (LDR) and liguid
assets-short term to total deposits (LAD), However, the Z-score index was calculated differently
and tested for all three countries to choose the mode] relevant to the conditions of each country. It
was done 1o find the factors affecting the ability of the bank bankruptcy. The results showed that
the percentage of the cost of credit risk provisions, the rate of wages and pension cosis were
positively related to the nisk of a banking failure, while the ratio of loans and liquid assets ratio of
impomant systems posit against risks.

Through the empirical study of risk analysis of the banking system based on Z-score index,
the model adopted in this study 15 the Z-score model of Nguyen Thanh Duwong (2013} and
Chiaramonte, Croct & Poli (2015) w0 evaluate the possibility of bankrupicy of Vietnamese banking
system. However, the research has modified the model to suit the current situation and the equations
of the model are as follows:

Zpr = Po + P1LLRy + B2LLPy + BaLEVy + BaNIRy + BsClITy + BsLDRp + BrLADy,

+ Bpy
Where:
ROAA+
- Dependent vaniable: Zgy (£ Score Altman) = ZScore = HE-—-E
ROAA

- Independent variables:
®  LLRps:Loan Loss Reserves ratio of bank b at year “17
®  LLPye: Loan Loss Provisions ratio of bank “b™ at year 1"
*  LEVy:: Leverage ratio of bank “b™ at year “t”
= NIMpe: Net Interest Margin ratio of bank “b™ at vear “t™
®  CfThe: Cost to Income and Income Diversity ratio of bank “b™ at year “t”
*  LDRye: Loan to Deposits Ratio of bank “b™ at vear “t™
®  LADg:: Liquid Assets-short term to total Deposits ratio of bank “b"™ at year “t”
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2.7.2 Dependent variables for analysis:

nmm%
Dependent variable: Z5: = —
ependent variable: ZScore =

Where:

Al Net incomne
Average Total Assets

" ROAA = : 15 Return on average assets of the bank “b™ at vear “t™

- E”-: The ratio of average equity on average assets of the bank “*b" at ume "
o

" ﬁgwm: The standard deviation of return on average assets of the bank “b™ at time "
Note: The annual net income = income remaiming after tax in the income statement of the bank,
The ROA and ROE are usually used the bank managers, investors when evaluating
business performance of the bank.
The ROA and ROE are usually used the bank managers, investors when evaluating
business performance of the bank. They are critically examined as follows:
a) Retwrn on average assets (ROA)

Met Operating Income
Total Assets
ROA is the measurement of the efficiency of the banking assets because all property of the

ROA =

bank 15 considered investments. ROA 15 a result of an unprofitable investment policy, mefficient
loans or excessive operating costs of the bank. In contrast, high level of ROA reflects a reasonable
assel structure, business policy and efficient property investment used by the bank

In other words, profitability ratio to total assets (ROA) shows the bank's ability to use its
assets o generate eanings. The higher the ROA illustrates the ability of the bank's management
board to manage the transfer of funds into the bank’s net profit. However, too high ROA 15 not a
good signal for the banks because, in that situation, banks are at the high risk due w positive
relationships between the expected retums and nisks.

Brown and Davis (2009) claimed that capital management affects the business results of the
Australian banks period 1991-2004. In fact, the research’s results show that the higher capital
adequacy ratio demonstrates, the larger soundness of the banks, the higher return on assets (ROA)
asserts that the financial capacity of the banks would be better, efficient capital management will
make the bank more efficient, leading to better financial development.

The study of Wagner (2007) on the liquidity of bank asseis in England from 1999 1o 2004
conducted at the higher liquidity of bank assets might make the banks stably develop and attract
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more deposits; as a result, the profitability and financial viability for banks increase. The author
also provides a solution for banks to raise liquidity by selling nisky for debt buying companies.

ROA indicator indicates the efficiency of the bank's assets as a measure of bank efficiency

because the bank's all of the properties stems from investments. It 15 commonly used to compare a
bank's ROA to other banks to evaluate how efficient use of total assets or total hiabilitics of a bank
8.

o The low value of ROA night be the result of a productive investment & policy for a
loan or excessive operating costs of the bank.

o Conversely, the high value of ROA often reflects good results of effective business
operations, bank’s stable asset structure and flexible mobilization of the asset portfolios
before the fluctuations of the economy.

o However, if ROA 15 too large, the banks might also face the significant risks by
implementing risky investment too or reducing the loss reserves below the threshold of
safety.

o At the same time, if the bank does not have the status of such nsks over, the high value
of ROA is an opportunity for banks needs to take advantage, exploit the advantage
through financial leverage, increasing ROE as the value. Indeed, the objective of the

bank 15 to maxumize assel value for the owners.

b Retwrn on eguity {ROE)

Net Income

s Stokholder Equity

ROE is a profitability indicator for the bank, reflecting the effective governance of banks in
the use of equity. The higher the matio shows the use of bank capital in investment, lending 15 more
efficient. The bank management always wants to increase ROE to meet the satisfaction of
shareholders through the measures of controlling risk efficiently and limiting bad loans...

The studies of Bonfim and Kim (2014), Bunda and Desquylbet (2008), Bryant ( 1980), and
Diamond and Dybvig ( 1983) found a positive correlation between the rate of return and the liquidity
of banks. However, other studies also found the opposite effect of the rate of return on the banking
liquidity (Aspachs et al. 2005; Rauch et al. 2009; Vodava 2011; Lucchetta 2007).

Bames and Lopez (2006) focused on the effect of the cost of equity, the return on equity
and payment systems on the financial performance of French banks from 1990 to 2003, The study
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found out that the greater the cost of capital would adversely affect the financial viability of the
bank. In addition, the study discovered that higher return on equity (ROE) of the banks showed
their efficiency. concurrently representing the better financial capacity of the banks and payment
system.

Through this, the study can sce that the core factors affecting ROE include the ability to
raise revenue, expense management, assel management, and hinancial leverage. Splining the value
of ROA and ROE are two most important values in not only evaluating business performance of
banks but also depending on the objective of the bank on its business operations.

Based on these empincal results, the research uses the ratio of ROE for not only evaluating
the possibility of using equity but also considering the impact of the factor on the liquidity of banks,
Besides, the study expected the rate of ROE 1o be affected the same direction with the liquidity of
the bank. Relationships of the formula between ROA and ROE indicate that the bank's carming
INCOMES are very sensitive to the asset financing methods by using more debt (including deposits)
or by more equity of owners, Even low ROA banks can achieve relatively high ROE with multiple
debts (financial leverage) and miNIRal use of capital holders. The relationship between ROA and
ROE reflected a fundamental trade-off between nsk and eaming an income of the bank as the results
of the bank's decision on its selection.

According to the Moody's standards, the profitability indicators were evaluated in the
following frame; ROAZ 1percentage; =12-15percentage ROE. In Vietnam, there have been recently
some studies of Z-score to estimate the probability of default. The research results are only
preliminary but confirm that the application of the model Z-score completely can be applied in
Vietnam. There is an opportunity for commercial banks to research and successfully implement the
criterion of Basel 11. It is worth noting that a bank invests in its assets (loans granted). To do at, 1t
uses the equity (capital) and debt and deposits that are the interest-bearing liabilities. Therefore,

maore capital is needed 1o finance the assets and 1o control the level of leverage (Gilbert et al. 2002).

2
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2.7.3 Independent vartables for analysis
After studying the empirical studies on the risks of the bank, Nguyen Thanh Duong (2013)
suggests there are seven factors representing the nsks of banks, They incorporate LLR, LLP, LEV,
NIR, CTI, LDR and LAD. They represent the different types of nsks: credit nsk, interest rate risk,
and liqguidity risk.
o Credit nsk related to asset portfolio LLE, LLP.
o Liguidity risk 15 represented by two vanables: LDR and LAD. LDR response vanable
demand and supply liquidity plans and reflect LAD variable supply liquidity to banks.
o Leverage risk LEV represents the nsk to the bank capital in term of mobilization
structure. Two variables LLP and CIT represent the cost, LLP represents bad debt cosis
and can be combined with LLR vanables 1o assess credit nsk.
o Operational risk: LLP and CIT
o Market nisk: Interest rate risk expressed through the vanable NIR.

Expectation related to Expectation related
Independent variables Abr
L=Score to Risk
Loan Loss Reserves ratio LLR Negative Posilive
Loan Loss Provisions ratio LLP Megative Paositive
Leverage ratio LEY Positive Megative
MNet Interest Revenue ratio NIR Positive Mepative
Cost to Income ratio or efficiency _ »
! CIR Megative Positive
Talio
Loan to Deposits Ratio LDR Megative Positive
Liquid Assets-short term to total - )
_ ) LAD Positive Megative
Deposits ratio

Table 1: Independent variables for Z-Score model as bankruptcy propensity
Source: (Author 2018)
Each of the independent vaniables is discussed as follows;

a) Loan foss reserves ratio of bank (LLR):

Loan Loss Reserves

LLR =
Net Loans

§3
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The provision for loss is the amount of money set aside in reserve for losses that might occur
due to the small scale of the customer's financial institution leading to being unable 1o fulfil the
obligations toward the loan commitment. Ng and Rovehowdhury (2013) cited that the loan loss
reserves (LLR) permits financial organizations to take some measures so that it can avoid nisks.
From their study, they suggested that the gap lefi by the loan loss reserves tends to decrease the
level of risk in which the commercial banks confront while simultaneously reducing the amount of
net income expected. Also, loan loss reserve 15 recorded on the balance sheet, it is seen as asset
deduction (contra-asset) reduces the total assets of the banks.

The proportion of loan loss reserves to net loans {LLR) shows that the higher bad debt, the
higher loan loss reserve. In other words, the higher ratio, the more difficult the bank gets the loan
back. It was supported by Ng and Roychowdhury (2013) when they indicated that banks with a
greater value of loan loss reserves suggest that they are more probably to suffer from liquidity losses
in the immediate future, especially during a financial crisis. Empirical evidence from the literature
suggests commercial banks are supposed to reserve a large percentage of their loan loss provisions
{LLP) to strengthen the loan loss reserves, make their operations economically feasible and
mereased the business performance (Floro 201; Balla et al. 2002). According to the research of
Halling (2006), the results showed that the loan loss reserve ratio was negative with the nsk becaunse
the banks with the sound financial condition often actively increase reserve and reduce risks.
However, the banks experienced financial difficultics which lowered the level of reserve and
consequently face the hgher risks.

Moreover, another aspect of previous studies by the Lucchetta (2007}, Sufian and Chong
(2008), Vong and Chan (2009), and Growe et al. (2014) showed a negative correlation between the
rate of credit nisk reserve and liquidity of bank. The research 1s expected to find the inverse
relationship between LLR and the bank's liquidity.

When higher LLR is, the higher the credit risk of the loan portfolio becomes. As a result,
there is a decrease in the quality of assets based on the assumption that the board’s policy of solving
bad debt is unchanged in the business strategy. Expectations related to Z: (-); related to nisks: (+).
As usual, provision for loan loss reserve (LLR) of banks requires the safe threshold above 100%,

but the majority of banks in Vietnam have not yet reached to half of the criterion.
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b Loan foss provisions (LLP) af the bank fallowance for bad debis)

Loan loss expense
LLF = - =
net interest income

This variable represents the business performance rather than credn nsk assessment.
Analysis of LLP supports the better cxplanation of the effect of credit nsk on banking activities.
The results might improve the prior studies. To explain the positive relationship between the LLP
and bank risk, the loan loss expense raises an important implication that the guality of asset-based
lending declines, and bad debt increases. To repay the bad debt by using the loan loss provision
might significantly affect earning income. In other words, an increase in costs brings about a drop-
in banking income and increase in LLP. Some studies have provided evidence to the effect that
commercial banks tend to use their inclination wowards the loan loss provisions (LLF) to manage
their capital ratios (Fernando and Ekanayake 2015; Bouvatier and Lepetit 2008; Bouvatier and
Lepetit 20012; Floro 2010). Two previous studies of Whallen (1988) does not reflect the effect of
bad debt on total caming assets to the banking risks, and Halling (2006) could not denote the bad
debt might affect interest income on the bank and revenues from other sources.

Results can overcome such weakness. LLP implies the use of loan loss reserves might
handle the bad debts of the banks. Ng and Roychowdhury (2013) supported the when they alluded
the loan loss provision (LLP) to an indication of sirength that minimizes the probability of a
financial institution going into bankruptcy, In fact, bad debt comes from credit nsks because it s
assumeed that the bank has established risk levels. Results showed credit risk driving banking profit
to the opposite direction reduces profits. Alhadab and Alsahawneh (2016) revealed there was an
adverse correlation between loan loss provisions (LLFP) and the financial performance of financial
mstitutions. Bad debt is considered a decline in bank asset quality. Loan loss expense directly
reflects the process of solving bad debt duning the operation,

According to Vong and Chan (2009) and Olokove (201 1) discovered that commercial banks
which had no capability to deal with risky loans mainly enhanced their necessities for bad debts
while at the same time diminishing their earnings significantly. Vong and Chan {2009} supported
these findings when they discovered the LLP and the level of loans offered substantially related to
the bank’s performance. On the contrary, Dong et al. (2012) found out that the necessities for bad
debts were significantly correlated 1o the commercial bank’s NIR, which suggested there was a

need for more provisions to be made for bad debts among the commercial banks. It was used to
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safeguard the bank against extreme shocks from the environment. Alkassim {2005) indicated that
the proportion representing the provision for bad debts had less influence the commercial bank’s
retums,

Prior studies have examined the influence of LLP on the productivity of the commercial
banks. For instance, Caporale ct al. (2015) scrutiniscd the factors of LLP among 400 ltalian
commercial banks during the period 2001-2012 and discovered that the elements of LLP are
considered inflexible, and the management’s anticipation concerning future losses did not have a
significant effect on LLP. In addition, Caporale et al. (2015) discovered that the relationship
between the level of loans that paid in full and had muNIRised the degree of credit risks in the ltalian
economy and bad debts incurred was statistically insignificant. On the hand. Fernando and
Ekanayake (2015) investigated the usage of LLP to increase revenue among commercial banks in
Sn Lankan during the peniod 2003 — 2012, Their findings indicated a statistically significant
relationship between the loan losses provision (LLP) and the retums expected before the levy was
imposed, The study also discovered that the publicly listed commercial banks did not completely
utilize the LLP in overseeing their revenues.

Tahir et al. (2004) in Alhadab and Alsahawneh (20016) also inspected the influence of the
LLP on the bank’s performance in Pakistan and strategic control of other recognised bank-specific
factors. In their study, they adopted the use of the ROA and ROE to represent the bank's
performance. The analysis from the study indicated there were several outcomes as follows. First,
they discovered there was a statistically insignificant aszociation between LLP and bank's
performance regarding ROA and ROE. It suggests that a higher LLP could sigmficantly reduce
bank's performance and economic stability of the commercial bank and also implies that a higher
LLP reduces the retuns expected from investments. Secondly, the study found out there was a
statistically insignificant link between deposits made and the effectiveness of commercial banks,
Thirdly, the study discovered there was a significant association between the size of the commercial
bank and ROA. Lastly, the study examined the association between the loans awarded and the
profits obtained by the bank regarding ROA. The study found there was a positive relationship. In
a separate study, Tahir et al. (2014) in Alhadab and Alsahawneh (2016) discovered there was an
adverse association that existed between the absence of legal framework, which can guide the

commercial banks in bankruptey propensities, and the productivity of the commercial banks.
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Hussein (2010) looked at the impact of LLP on the productivity of 15 commercial banks in
Pakistan during the period 2001 - 2009 using pane] data, The results obtained were consistent with
the results of Tahir et al. (2014) in Alhadab and Alsahawneh (2016), that is, there is a statistically
uNIRportant correlation between LLP and bank's performance.

Most of these results have shown there is augmented awareness on the role of LLP on
bankrupicy propensities, bank performance and its determinanis among commercial banks.
Unfortunately, there have been attempts to examine the effect of LLP and its relationship with other
elements for Vietnamese banks.

LLP has shown both asset qualitics, keeping a track on how bad debt is processed, affecting
the income. When income is not enough to offset the risk, then the bank is given away to replace

the goal of generating profit. Expectations related 1o Z-score (-); associated nsks.

¢l Leverage (LEV)

Stockholders Equity

V=
LB Average Total Assets

1 tier Equity

LEV =
Exposure measure

Enterprises in general and banks in particular have used the debt to supplement the capital
with the aim of serving production and business processes. However, using financial leverage has
two sides:

o If used correctly and efficiently, it has benefits for banks, such as the tax shield.

increasing profitability ratios for owners of capital and diversify investment portfolios;

o If used inappropriate or ineffective financial leverage have the opposite effect such as

reducing the rate of profitability on equity and especially increasing the nisk of
hankruptcy for banks

It can be seen that equity in commercial banks 18 usually much lower than total assets, so
the degree of benefit in the banking sector is extremely high, In fact, some banks are raising great
advantage than the stipulated standards. if the leverage is too large, it might lead to a risk of the loss
of hquidity as well as the collapse of the bank.

It is simply defined that the leverage is how much total loan is mobilized from the structure
of equity and assets. By collecting data from B0 countries over the period 1988-1995, the swudy of
Demirguc-Kunt and Huizinga (1999) show that an effect of the bank 15 affected by many factors
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such as “the characteristics of the banking business, macroeconomic conditions, the size of bank
assets.” Especially, the greater equity scale of the bank proves its strength and capacity in
diversifving the banking activities to increase profits for the banks,

Moreover, Heid (2007) applied the Basel 1l rating system for measuring the financial
capability of the Norwegian credit institution during 1998-2002, According to Heid (2007), the
capital adequacy ratio (CAR), equity of banks, and venture capital (total assets) might affect the
business financial performance and operation of the banks, It suggests there is need to implement
the Basel [ and 11 rating system. The rating system could assist the banks with strategies to avoid
nsk. In Vietnam, the commercial banks leveraged, indicating that a minor variation in non-paid
loans could have a significant influence on the capital base of most banks (Tran et al. 2015).

The study by Logan (2001) found the leverage of the bank iz negative with the nsk of
bankruptcy the banks in the UK at the time before their failure. Morcover, the result claimed that a
leverage ratio is tier 1 capital total assets having an inverse relationship with risk of the bank. In
other words, the higher the leverage, the nsk of bankruptcy decreased. In contrast to Logan (2001)
and Montgomery et al. (2005), leverage is equity to the total assets positively correlated with the
banking risk. It means the higher leverage might result in a much greater nsk so that the weak banks
might go bankrupt. Equity playvs an essential role in the backup liquidity of capital to comply the
rule that the bank cannot mobilize capital for loans more than s current equity. However,

expectation of the research: Z-score (+); related to the risk: (-).

d)  Net Imterest Revenue (NIR)

Net Interest income
iR =

Average Earning Assets

Average caming assels = average loans

This indicator reflects the level of efficiency in the use of interest-earning assets of the bank.
An increase in the liquidity risk of the bank related to a reduction in the Net Interest Revenue (NIR).
Concerning the hquidity risks affecting a bank, it 15 determined using some of the necessary
conditions for determining a bank’s financial position based on CAMELS, which is a confidential
supervisory risk rating. CAMELS stands for the capital adequacy (C), asset quality (A).
management quality (M), eamings (E), and sensitivity to market risk (5). Jurk3as (201 7) also added
that the Net Interest Revenue (NIR) significantly influences the use and the safety of borrowers,
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The performance of the non-performing loans (NPLs) among individuals and firms greatly affected
the net interest revenue (JurkSas 2017). The higher net interest income reflects, the more active
bank using the earning assets (o generate net interest revenue and vice versa.

In the research of Logan (2001), the ratio of net interest income to caming assets positively
relates to the risk of banking bankruptcy. Reliance on net interest income might increase bank risk.
It means that the diversification of incomes, reducing interest income, can increase the possibility
of bank failures due 1o unable to retain market share and loyal customers. It is worth noting that the
ratio is not similar to NIR but excepts for the denominator of the NIR is the total interest-earning
assets (shown the ability of the bank to leverage cheap capital or a large difference between the
interest rate for lending and interest rate for deposit). An assumption of MIR is that asset quality is
unchanged for the trading period. However, the assumption is easy in violation of Vietnam law in
term of long-term loans and investments in debt securities due to their instability,

According to Reda et al. (2016), the Net Interest Revenue (NIR) been used to signify a
significant increase in the business performance concerning the financial ratios such as ROE, ROA,
and ROCE. The net interest margin utilised to evaluate the efficiency of the financial institution as
a result of significance in determining the size interest revenue and interest cost on interest. They
were considered the traditional functions of the commercial banks® activities and the operating
revenue (Reda et al. 2016).

Avaydin and Karakaya (2014) examined the relationship between bad debts incurred, the
capital of the commercial bank and their influence on the commercial bank’s performance. The
study examined various factors such as quality of resources in the firm, the solvency of the
company. sufficiency of capital available among others, which are utilised as bank-specific
elements. The study found out there 15 a negative relationship between the bad debts incurred and
their influence on the commercial bank’s performance.

The success of the commercial banks 18 purely dependent on ns capacity to make a profitl
within a given duration is over. According to Rose and Hudgins (2014), the Net Interest Revenue
(NIR) is considered essential in evaluating both the performance and efficiency of the bank by
sugpesting how the administration has done and the extent to which the workers have been able to
maintain the increase in the bank’s earning through loans and savings. For the commercial bank to
be considered profitable and attract significant investment, the administration ought to be able to

anticipate a certain level of risk, which they might confront.
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Angora and Roulet (201 1) demonstrated that there was a higher proportion representing the
liquid resources to aggregate deposits made implying that the inability of the commercial banks to
repay its debts was associated with the demand for its liquid assets. Decker (2000) also supported
these findings when he added that hiqudity of the commercial banks was significantly correlated to
the bank-specific components, which adversely led to the failure of the firm and probably being
merged or acquired by another commercial bank to stimulate growth. Thus, it vital for commercial
banks to take into account the solvency difference of its assets and habilities, which the bank has
incurred to measure the liguidity of the bank on examination amicably.

In addition, the valuation of assets according to fair value measurement 15 not popular, Thus,
to ensure the nsk of interest rate and its impact on operational risks in the bank. the best application
18 the use of NIR. Besides, the paper believes that NIR represent M&A because NIR indicator the
level of efficiency in the use of interest caming assets. Liquidity nsk of a bank is associated with
a reduction in NIR. In addition, liquidity is considered as one of the conditions for determining a
bank’s condition apart from capital adequacy (C), asset quality (A), management quality (M),
carnings (E). and sensitivity to market risk (8) based on the confidential supervisory nsk rating
(CAMELS). This suggests that most of the banks were considered to have less capital, more
problematic assets, and lower regulatory ratings. Thus, they were acquired by other banks.

In fact, this ratio increases due to higher net interest income {related to interest rate risk and
structure of asset-liability-cquity sensitive to interest rates). On the other hand, the ratio decreascs
in total assets (about the reduction in investment/loans and lower deposit activities) or because both

of them can reduce the risk for the bank. Expectations related to Z: (+); related to nsk: (-).

el The cost to income ratio or efficiency ratio (CIR)

Operating e nEes
CIR = E - Ll

Tatal income

CIR monitors the effectiveness of business operations of the bank, It is computed by the
determining the division between the aggregate operational expenditures incurred against the
aggregate operational income obtained (Phan 2015). It demonstrates the capacity of the commercial
bank to make returns from its revenue stream. The higher ratio of CIR reflects the low level of
efficiency in business operations of the bank, which requires the banks to use effective measures to

impact on either cost or income to improve business performance. The lower ratio reflects, the
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higher level of efficiency in the bank. According to Kim et al. (2016}, the high levels of the
proportion representing the cost-to-income ratio and loan loss provision (LLP) attributed 1o the
lower level of profitability among Vietnamese banks.

It should be noted that in Vietnam, banking income primarily from the interest rate. The rate
CIR might decrease due to an increase in banking income. The higher income stems from the higher
difference between interest rate for lending and interest for deposit bringing about the efficiency of
profitability. To use the CIR rate, the bank should avoad the mcomes from its affiliates, or from
investing activities in Short-term assets because it would distort the nature of the CIR. The lower,

the better. Expectations relations with the Z: (-); nsks related to; (+).

[} Loan to deposits ratio (LDR)
Net Loan

B Total deposits

The strategic studies by Montgomery et al. (2005) between the ratio of net loans to total
assets (LAR) and the ratio of net loans to total deposits (LDR) show that the rate of loans to total
deposits (LDR) is positively related to bankrupicy risk for both Japan and Indonesia. Explained that
the troubled banks tend to concentrate on the eredit growth to seek profits and tend to loan a higher
nisk at higher interest rates. According to Coopers (2006), net loan to total deposits (LDE) helps to
evaluate the liguidity of the bank at current and contribute to identifying the trend of s liquidity
dunng the operation, Tran et al. (2015) portrayed the LDR as a proportion represents the
commercial bank’s aggregate loans to the aggregate deposits. They further added that when the
proportion is tod high, it implies that the commercial banks do not have enough solvencies, which
can shield against any unanticipated needs (Tran et al. (2013). A high LDR also stop commercial
banks from accomplishing the wop targets, which have been set for credit development.

On the other hand, when the proportion low expected that, commercial banks are not making
a8 much as required. In 2015, the LDR. was 82 percent. which is too high suggesting that they had
liquidity problems.

Using to measure liquidity, the ratio increases, the risk of liquidity increases. Total short-
term deposits include deposits and shont-term bommowing from other banks. Expectations related to

£ score (=); risks associated with (+).
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g) Liguild assets-short term to total deposits (LAD)
Lap = RS

Along with the study of Montgomery et al. (2005), the ratio between liquid assets and total
deposits is positively related to the nisk of banking bankruptey but not statistically meaningful.
According to Coopers (2006), the ratio LAD helps to assess the short-term higuidity and contributes
to identifyving the trend of banking hiquidity during the operation,

Liquid assets are viewead as a reserve to deal the problem of people rush to banks to withdraw
maomey. The higher the ratio is; the better liquidity of the bank becomes, Furthermore, the measure
is an interesting ratio very in the Vietnamese reports of liquidity status. Expectations related to £
[+ related to risk: (-).

2.7 1.1 Psvehological characteristics af an entrepreneur

In fact, the psychological approach to entreprencurship has received not only the
considerable and growing interest due to its contribution to the understanding of the behavioral
intention of entreprencurs but also much-contradicting criticism due to its lack of recognized
defimition of entrepreneurship and an entrepreneur. In fact, the article of Shaver and Scott (1991)
maintains the following prominent points:

« The study of psychologisis is to explore the behavior of the person.

= The Ruture research for “the psychology of entreprencur™ should focus on “persons,

process, and choice.”

*  The motvational factors and the environmental determinants play important roles in

driving the behavioral choices,

In the regard, Chye Koh (1996) also briefly states that the psychological characteristics
school assumes that entreprencur is someone who has “unigue values, attitudes and needs” which
not only drive but also differentiate him or her from non-entrepreneurs. Adding up to the point, the
carly literature by Cunningham and Lischeron (1991), as discussed previously, also asserts that the
first stage of the entreprencurial process is estimating self whose sole purpose is to examine
mndividual psyvchological characteristics of entrepreneurs. However, at the juncture, there has
existed a debate over whether entrepreneurs are “born or made.”™ As shown above, the vast school
of thought believes that entrepreneur 18 born, but the psvchological characteristics are based on the

assumption that there are some prominent personal values. These values include the need for nisk-
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taking, achievement, and locus of control, which can drive his or her behavior to become an
entreprencur and these attributes can be “acquired by individuals through leaming and expenence™
(Gibb and Ritchie 1982; Chell 2001),

On the other hand, Chell (2001) maintains there 15 no universal agreement on which
entreprencurnial attributions can be used to explain entreprencurial intention to be entreprencur due
to lack of evidence 1o support the empirical research to become valid and reliable. In connection
with the perspective of Chell (2001) and Kirby (2006) have highlighted the following criticisms of
entreprencurial behavior:

= Mo standardized mstruments can be used to measure entrepreneurial traits

* Lack of definitional consistency of entreprencur and entreprencurship brings about the

difficulty in comparing findings from varous studies and failure 1w make a
generalization,

= Different types of entrepreneurs need different instruments for measurement

*  Under these circumstances, Hisrich et al. (2002) also argue there i5 no true

entreprencurial profile to typify the individual psychological characteristics of
entreprencur because entrepreneurs come from “a variety of educational backgrounds,
family situations, and work experiences.”

Despite the fact there 18 no single unified theory of learming which can be found in the
litcrature, there have existed commonly agreed psychological characteristics attributed to
enirepreneurs. These include the “need for achievement (Nach), locus of control, risk-laking
propensity, desire for autonomy, and innovation,” logically reviewed with hypothesis development
as follows:

a) Risk taking propensity

Having shown an awareness of the attnbute, the classical economic theory, as cited in the
early book of Knight (1921) refers entrepreneur as “a risk-taker” who makes innovation and bears
moderate risk or uncertainty, Indeed, there have been many studies such as Sexton and Bowman
(1985), Chye Koh (1996), Carland et al. (1999) and Markman and Baron (2003) indicating that
“risk-taking behavior™ of potential entrepreneur seems W be more than those of non-entreprencur.
Given the evidence, that would be consistent with the belief that “nisk aversion™ is considered one
of the psychological traits to distinguish entreprencurs from non-entrepreneurs (Knight 1921; Ray
1994; Chye Koh 1996; Hisrich et al. 2002). Nevertheless, the research by Brockhaus ( 1980) found
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that risk-taking ability between Brockhaus (1980) found that risk-taking ability between
entreprencur and manager has no significant discrepancy has no significant divergence. In addition,
another work by Busenitz { 1999) found a consistent result that entreprencurs take more risk but do
not have “higher risk propensity.” Simply stated, due to these contradicting views, whether nisk-
taking propensity is an attribute of entreprencurship is still an arguable issue, Some of the findings
from the literature are as follows:

Brockhaus ( 1980) provided a definition of the risk propensities, which implies that it is
associated with receiving awards related to the success of a particular situation. The alternative is
that they are given fewer returns or severe penalties. 1t is usually a prerequisite by a business entity
before they are exposed to the magnitudes of a failure. To understand the risk-taking propensitics
much bener, Nicholson et al. (2003) developed the prospect theory in ling with the banking sector.
They stated that nsk-taking was disproportionate around a particular point. Based on this, concluded
that individuals are more opposed 1o risk-taking when they recognize some degree of gain and tend
to pursue risks when confronted with losses, It implies the results concerning the nsk-taking and its
relation to an individual are full of mixed, inconsistent results.

In their study, Sitkin and Pablo (1992) postulated that depending on the environment in
which an individual is making a decision, the decision could assume or avoid risk. About the
position taken when making decision. The authors also referred risk propensity to the tendency of
an individual to take or avoid risks. It tends to affect their perception towards risk. Based on this,
there is a high probability that an individual who is opposed to risks to reflect on the undesirable
results can be instigated by overemphasizing the likelihood of the loss against the probability of
again. On the other hand, Sitkin and Weingart (1995) portrayed risk perception as the capacity of
an individual to evaluate nisks within a scenano using the hikelihood of unknown in a sitluation
combined with their ability to anticipate the unknown.

The relationship between risk propensity and corporate entrepreneurship was, established
by Aaby and Slater (1989). They suggested that a high-nsk propensity level is significantly
connected to an enhanced performance of the firm. The study of Aaby and Slater { 1989) was based
on the exports and its relation o the economy of the nation. Thus, the outcome obtained was
constrained regarding its applicability to the banking sector. Mitton {1989) extended these findings
by added that entreprencurs tend to assume both uncertainties and risks. Thus, by accommodating

nisks, entreprencurs have knowledge regarding how 1o reduce risks as well as avoid risks.
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Masters and Meier (1988) and Gasse (1982) in Carland et al. (1999) and Stewart and Roth
(2001} perceived entreprencurs as persons who can take more risks as compared to managers as
they are held responsible for their decisions, Stewan and Roth (2001) also discovered there was a
large difference among the numerous forms of entreprencurs. In their study, they classified
entreprencurs into two groups that are those who were after venture growth and those who were
concerned about their welfare.

Carland et al. (1999) accredited the differences to the various features, which are influenced
by the different commercial banks such as risk-taking. innovativeness, pro-acliveness among
others. Thus, their ability to assume more rnisks was indicative of the high disparity between risk-
taking propensity and responsible entrepreneurship.

Bakar and Y1 (2016) found out high-risk behavior portrayed by the investors while two
major factors mainly influenced trading in the stocks. These factors incorporate nisk-taking
propensity of the entrepreneur and their perception towards risk. Furthermore, investors in the stock
market are to participate in a risky venture of the anticipated retums expected and have a tendency
to portray riskier conducts regarding how they select their trading options. Based on the two types
of banks examined in the research, it implies that listed commercial banks are to enter into risky
agreements as opposed to unlisted commercial banks. Asker et al. (2011) specified that the
commercial banks, which listed on the stock exchange, have been charactenzed by enhanced nsk
behaviors particularly exhibited by its management, Concerning the commercial banks not listed in
the stock exchange, they have been unresponsive to the changes in the stock prices.

Carland 11 et al. (1995) clarified that entrepreneurs whose objectives consist of creating
returns for funds at hand and increasing the growth of the business are more to exhibit high levels
of risk-taking propensities. [t is contrasted to those who have a small capial base, they are unlisted
in the stock exchange and their primary goal is to fulfil their family needs or immediate needs. The
firms, not listed on the stock exchange, are usually not cautious about the activities of the stock
market as they are not entirely convinced that their financial position will improve in near future
because of the list. Regasa (2014) supported these findings when he cited that the passion for risk
among the unlisted firms seems o be moderated somehow,

The association between risk-taking and corporate entreprencurship considered signmificant
with higher intensities of entreprencurship portrayed by individuals with more inclination to assume

nisks (Douglas and Shepherd 2002). Aaby and Slater (1989) enhanced the association between
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individual propensitics and firm-related one by claborating that firms with a positive perception
towards business transactions and the readiness to assume nsks are more to stir the firm to greater
performance.

Although there is no universal agreement, there has been another perspective on the nisk-
taking propensity of entreprencur suggested by Ray (1994 and Delmar and Davidson {2000). They
indicated that the risk-taking behavior had been found to be influenced by entreprencur’s age,
experience, gender, cthnicity, motivation, and education (Ray 1994; Delmar and Davidson 2000).
In other words, due to the differences in “incentives and experience.” the entreprencurial risk is
context dependent and driven by environmental factors (Chell 2001). Palich and Bagby {1995)
advanced the findings of Brockhaus {1980} concemning risk-taking propensity. Palich and Baghy
(1993} adopted cognitive psychology 1o explain the difference of the entreprencurial nsk-taking
behavior between entreprencur and non-entreprencur. They concluded that the entreprencurs do not
perceive themselves as “having a greater propensity to bear risk™ than non-gntrepreneurs.

However, Lumpkin and Dess (1996) have asserted that the level of entreprencurnial risk
propensity might bring about a positive behavioral intention of the entreprenecur to start a new
venture. Furthermore, 1o demonstrate the degree of risk faced by entrepreneur, recent research by
Kuratko and Hodgetts (1995) believe that “the higher the rewards, the greater the risk entreprencur
will face.” Besides, they also believe that “successful entrepreneur 15 not a gambler.” In other words,
Entreprencur is someone who has confidence not only to confront but alse 1o enjoy the carcfully
caleulated risks (McClelland 1965). More 1o the point, the types of risks commonly confronted by
entreprencurs, according to Lumpkin and Dess (1996) and Hisnich et al, (2002), can be categorized
into groups: “financial risk. personal risks such as family and psychic risk and business nsk

mcluding social risk and career risk.™

b Locus of control

The locus of control, initially developed by Rotter (1966, p. 45), shows the comrelation
between individual behavior and the reinforcements including rewards and punishments. Simply
stated, people with an internal locus of control seem to believe that “their destiny or rewards is
controlled by themselves or their expectancy of suceess which might drive their behavior toward
their actions. By contrast, people with external locus of control might believe that their destiny or
the achievement of the poal is determined by fate, luck, or other external circumstances (Chell

2001). In general, within psychology, the attribute locus of control, one of the entreprencurial traits,
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refers to people’s perception of their lives to be contingent on internal and external control of
reinforcements (Sexton and Bowman 1985 and Hisrich et al. 2002). Additionally, in response to
support the correlation between psychological characteristics of entreprencurs and locus of control,
the article by Lumpkin and Dess (199%6) has asserted that the higher the subjective belief of
entreprencur, the greater the nisk-taking propensity and the proactive behavior of entrepreneur.
More to the point, Kuratko and Hodgents { 1995) also maintain that locus of control of entreprencur
i5 closely linked to “need for achievement, self-confidence, and desire to take personal
responsibility.” Besides these correlations, the study by Boone at al. (1996) has emphasized the role
of entreprenceur’s locus of control in explaining the orgamizational performance. More recently,
Lumpkin and Dess (1996), Kirby (2006), and Hisrich et al. {2002) all believe that behavioral
intention to become entreprencur seem 10 be associated with people with high internal locus of
control

It is evident from the above discussion that the entrepreneur should believe in himself or
herself and do not believe in external forces such as fate or luck (Kuratko and Hodgets 1995),
Based on the findings of Chen et al. (1998) and Chell (2001, p. 56), they maintained a contrasting
argument to those found in the previous research that “locus of control just appears 1o distinguish
entrepreneurs from general public. However, they failed to differentiate entreprencur from non-
entreprencur and manager due to their similar tendency toward internality. Thus, there 15 a different
perspective on whether the locus of control is “an essential entreprencurial attribute™ (Kirby 2006,
p. 56).

¢} Need for achievement {nAch)

The attribute “need for achievement™ is decply embedded in psychological traits of an
entrepreneur. Indeed. with the support of empirical research, McClelland (1965) notably learned
needs and achievement motivation theories have maintained the presence of a positive correlation
between behavioral intention of the entrepreneur to start a new venture due to entreprencurial
motive and a need for achievement. Furthermore, he has believed that the higher the necessity of
achievement, the greater the motive and the confidence of entreprencur to take and enjoy calculated
risks. From the unique perspective, the major implication is that the risk-taking behavior associated
with the need for achievement has been empirically documented in the literature (McClelland 1965;
Chye Koh 1996). Besides, there have been many studies focusing on the realization motivation such

as the following:
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o The study by Collinz et al. (2004) found the steadiness of the outcome in the association
between accomplishment motivation and entreprencurship and that it s comlext
dependent and influenced by environmental variables

o The study by Bateman and Crant (1993) has cliimed there 15 the positive correlation
between achievement motivation and entreprencurial proactive behavior to “manipulate
and control environment.”

o The study by Ward (1995) has maintained that entreprencunial motivation for
competitive advantages associated with the need for achievement is empirically
documented.

o The study by McClelland {1965), Hertzberg ( 1968) and Kirby (2006) have suggested
that the primary source of motivation o drive entrepreneurial behavior is “the prospect
of achievement™ rather than financial gain in money mstrument because money is just
considered “a measure of entreprencurial success.”™

Despite these findings and suggestions, Sexton and Bowman (1985) have argued that

McClelland’s motivation theories might weakly make a great generalization and validity because
he did not clearly point out the commelation between “a high need for achievement with the
behavioral intention of the entreprencur to establish a new venture,” (Chell 2006, p. 56). More
recently, the book of Chell (2001) argues that “when tested it did not demonstrate a direct
connection between the need for achievement with the decision to own and manage a business,”
Although the issue is still disputable, the literature believes that the attribute “nAch”™ is one of the
necessary psychological traits 1o become an entreprencur,

d) The desire for autonomy

The Inerature of previous research claims that the amtribution “entrepreneurial desire for

autonomy ™ 15 closely associated with locus of control of entreprencur { Lumpkin and Dess 19496, p.
56). In fact, people with high mternal belief in contral of their life have been found 1o have a high
need for autonomy (Kirby 2006), According to the article of Lumpkin and Dess (1994), the role of
need for autonomy is to stimulate behavioral intention of the entrepreneur 0 establish a new
venture. Moreover, they also explain the correlation between entreprencurial desire for autonomy
and orgamizational effectiveness that might result in competitive advantage. For simplicity, people
with high autonomy can put their best effort to work independently, efficiently, and effectively due

to clear authorities and responsibilities. As far as the attribution is concermed, according to Lumpkin
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and Dess (1996), “lack of coordination™ is suggested to be the result of considerable entreprencurial
aulonomy.

¢} Innovativeness

Besides the attnbution “nisk-taking behavior,” the “mnovativeness™ s attnbuted to the
entreprencur as an essential entreprencurial characteristic (Schumpeter 1934, p. 56; Pinchot 1985;
Baumol 1968; Brockhaus 1980). Okpara (2007) alluded innovativeness of an entrepreneur as an
approach something different is introduced 1o the current products or procedures, As noted carlier,
the attribution “innovativeness™ needs to be promoted due to its usefulness in entreprencurial
process at the stage of “recognizing opportunities,” so that Gartner (2007, p. 53) believes that
entrepreneur is someone whose innovativeness enables them to start a new business where there
was none before. More recently, the empirical study by Chye Koh (1996) on Hong Kong MBA
bank staffs found a consistent result with the previous research, indicating, "There 15 a close
relationship between innovativeness and entrepreneurship. Okpara (2007) emphasized there be a
need for entreprencurs to exhibit some form of innovation 1o be able to works in a dynamic
environment, which comprises of numerous aspects, risk, and prospects and ability to mobilize the
firm"s assets 1o influence the outcome of each process. There 15 also a need for the firms to be able

to anticipate future direction, and how to get there.

2.7.1.2 Entrepreneurial cognitive psychology

Without any doubt, the literature on psychological characteristics of entreprencur will be
deficient if the achievement models. engaged in the theory of cognitive psychology, are not
discussed. In fact, the cognitive models of entreprencunial behavior, mainly consisting of
“achievement models and attitude models,” play a substantial role in differentiating entreprencurnial
patterns of thought between entreprencurs and now- entrepreneurs (Baron 1998, p. 3: Kirby 2006).

a) Achievement models and psychological characteristics

The entreprencurial literature has questioned why people riskily behave with enjoyment to
become an entreprencur. There are many studies present on the achievement models including
“perceived self-efficacy and intninsic motivation™ (Kirby 2006) which explain the behavioral
intention of the entrepreneur to start a new business.

Despite the conflicting arguments discussed carlier, under the theory of cognitive
psvchology, the entreprencunal locus of control has been associated with perceived self-efficacy,
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which refers to the extent to which the people believe in their capability to accomplish the goals
(Delmar and Davidsson 20000). Indeed, individuals with high level of self-efficacy might have great
confidence and subjective belief in control of their life 1o take calculated risks (Chen 1998; Kirby
2006).

According to Kirby (2006), there are many empirical studies consistently claiming that
entrepreneurial intention 18 closely linked to percerved behavioral control as motivation 10 mainiain
a strong commitment to the challenging goals, [t takes place because “people will start a business
if they believe they have ability and knowledge to do it.” In contrast, people with low self-efficacy
shrink from difficult tasks, which are perceived as personal threats due to their doubt 1o their
capabilities leading to low aspirations and weak commitment to the predetermined goals.

According 1o Delmar and Davidsson (20000, the level of self-efTicacy might be driven by
the previous experiences of the successful or unsuccessful outcome. In fact, successes might bring
about a strong belief in their capabilines and failures lead to less confidence to retake risks.

The perceived self-efficacy of entreprencurs can affect the strategies pursued by
organizations and organizational performance such as “profitability, customer satisfaction, and
ahility to survive” (Krueger and Dhickson 1994, p. 56). Some studies highlighted a positive
cormrelation between high-perceived self-efficacy and higher business performance with a higher
probability of “establishing ventures and exploring new opportunities (Krueger and Dickson 1994,
Chen et al, 1998),

On the other hand, Bandura (1995, p. 45) believes that intrinsic motivation can be
considered both “an antecedent and consequence of self-efficacy.” The intrinsic motivation refers
to “interest and enjoyment” as sources of motivation intrinsically encouraging entrepreneurs to
successfully do what they want and enjov doing (Kirby 2006, p. 56). Conversely, the extrinsic
maotivation s when individual behavior is influenced by external factors such as financial reward
rather than “imerest and enjoyment”™ by themselves. In fact, there are statistical sudies that have
proven the existence of a positive link between the business performance and intrinsic motivation
(Delmar and Davidson, 2000, p. 34).

On that ground, the banking employees with high level of intrinsic motivation might
entreprencurially act because their prospect motivates them for achievement, which might bring
about the high need for achievement and make them feel enjoyable to take the calculated risks as
challenges.

&0
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As discussed earlier, the achievement models can be formed and distorted by the previous
experiences of the entreprencur or entreprencurial heuristics. In fact, the assumption of cognitive
psvchology, mentioned by Kirby (2006), is there is information asymmetry leading to unbalanced
knowledge among people who have different expeniences and see opportunities differently, so that
*“an entreprencurial opportunity for one person is a problem for another,”

According to Chen (1998), Baron (1998), Chell (2001), and Kirby (2006), the
entreprencurial literature believes that the likelhood of achieving certain outcomes or the prospect
for achievement might directly influence entrepreneurial decision to start a new business. The
reason is they will proceed to what they think they can successfully do. Hence, in support of an
attempt to develop best practice, cognitive psychology aims not only at explaining entreprencunial
behavior but also at advancing the psychological characteristics of the entrepreneur by taking

achievement models and entreprencurial heunistics into account.

) Awitwde models and entreprenenrial intention

The mtention of entreprencurs, according to Chell (20011, 15 govemed by their atitude
towards the predetermined action. In connection with the perspective, Krueger (1993) and Kirby
(2006) asserts that entrepreneurial attitude towards entrepreneurship might shape their behavioral
intention 1o act entreprencurially. However, Kirby (2006) has realized that the previous empirical
findings fail to establish the correlation between entreprencurial attitude and entrepreneurial
intention. Thus, although there are conflicting results, the study aims at examining how students’
attitudes toward entreprencurship influence their entreprencurial tendency to establish new

vieniures.

2.8 Theoretical Background of Entreprencurship at Multi Levels of Analysis

Research work cannot be completed without the in-depth study of the earlier researchers.
Moreover, the paper defines the entreprencurship as a scholarly examination of these themes at
multi-level of analysis. Entreprencurship takes place across five analysis levels: individual, group,
organization, industry, and society in the end. Furthermore, adapted from Veciana (2007) and
Galindo et al. (2009) the paper will categonize theorctical approaches to the study of
entrepreneurship into three levels of analyses: micro (individual level), meso (firm level). and

macro (country level).
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2.8.1 Micro fevel findividual entrepreneurship)

Adapted from the book of Daft (2006), micro level of entreprencurship might be related to
organizational behavior because of its concentration on the person within the organization.
Davidson and Wiklund (2001), Cuervo et al. (2007) and Cukier et al. (2011, p. 5) claimed that
entreprencurship rescarch is dominated by micro-level analysis aiming at psychological
charactenistics of “individual entrepreneur.” They further explammed the psychological
charactenstics by using the “great man theory™ of innovation and inspired by the psychological
theories such as traits and motivational factors to be entreprencurs. Adding to the points. Rauch et
al. (2004} believe that the concept of the psychological or sociological approaches at the micro level
of entreprencurship. viewed as intemal factors, might affect “the successfulness of his or her
entreprencurship.™

The article by Abuye (2009) not only e¢mphasizes these agreed perspectives but also
sugpests the supplementary view that the independent variables related to the micro level of
entreprencurship. It might include “psychological charactenstics, entreprencurial cognitive
psvchology (intrinsic motivational factors, working experience), and demographics (education,
gender, age)” (Abuye 2009, p. 34).

2.8.2 Meso fevel: corporate entreprencurship

Galindo et al. (2009, p. 34) claim that meso approach to entrepreneurship primanly focuses
on “objective of the whole firm rather than the personal interest of entreprencur.” Agreecing to the
perspective, Cukier et al. (2011) emphasize that the meso theories look at the entrepreneurial
process as “the way for innovation” and to analyze the process of organizational change for
achieving organizational goals. Additionally, the paper mainly focuses on the level for iis

application to the bankruptcy propensity.

2.8.2.1 Entreprenenrial process for corporate enfreprencursiip

“Giood science has to begin with the good definition™ {Bygrave and Hofer 1991, p. 45), but
currently, the concept of entreprencurship is an emerging and evolving field of inguiry without
acceptable universal definition. Currently, there is no theoretical framework which has been studied
and built from a variety of academic subjects or perspectives including sociology, economics,
psychology, and management (Gartner 2007; Bygrave and Hofer 1991; Virtanen 1997}, In addition,
economic point of view and behavior perspective are two controlling interests of entrepreneurship

research, but entreprencurship research has been surrendered by economic theorist 1o behavior

2



Contribution of M&A to Corporate Entrepreneurship 63

theorist because economic models seem to be “mechanistic™ and domineering in term of
“entreprencurship analysis™ (Baumol 1968, p. 34). Besides, to effectively understand academic
disciplines or subjects, we must approach them as systems of thought to see how they support or
conflict with each other. Based on the ground, there is another method to describe entreprencurship
by looking at schools recommended in the article of Cunningham and Lischeron (1991).

Besides, the concept of entreprencurship does not have an adequate definition because
entreprencurial behaviors and skills do not keep constant in each situation of the entreprencurnal
process. For specification, the approach, mainly consisting of the psychological characteristics
school, the great person school, leadership school, management school, classical school, and
intrapreneurship school, will be adopted as the framework to demonstrate each category in the

entreprencurial process penerally:
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Figure 3: Entreprencurial process and venture life cvele.

Source: Cunningham and Lischeron ({92}

a) Accessing the personal gualities

The literature of the part will only present the general focus and the assumptions of the two
schools but for further specific information on the aspect, see below. The article of Bygrave and
Hofer (1991, p. 34) stated the definition of the Entreprencurial Process which imvolves “all the
functions, activitics, and actions associated with the perceiving of opportunities and the creation of
organizations to pursue them™ and argued that the further research on entrepreneurship should direct

the focus on “the nature and charactenstics of entreprencurial process™ rather than on “patterns and
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functions of entrepreneur.” In contrast to the view, Cunningham and Lischeron (1991}, McClelland
(1965}, Gartner (2007), Shaver and Scott ( 1991), and Thompson (2004) believed that to understand
entrepreneurship, it is necessary and fruitful to look at the entreprencunial qualities of an
entreprencur. There are two schools of thought in accordance with the belief: “great person school
and psvchological characteristics school.” Thus, the research will also adopt the argument from
these two schools with the research assumptions suggested by Cunningham and Lischeron (1991)
as the following:
*«  The assumption of Great person school: he or she is naturally born with “an intuitive
ability, sixth senses, and traits as instinet” to bécome an éntreprencur;
*  The assumption of the psychological characteristics school: entreprencur’s personal
values including the need for risk-taking, achievement, and locus of control can drive

his or her behavior to become an entreprencur,

B Recagnizing opportunitics

Regardless the fact that the economic theory of the firm, as cited in the book of Knight
{1921}, the entreprencur is considered “a nisk bearer,” based on the economic theory of the firm.
Schumpeter ( 1934) considered an entrepreneur as one of the ploneers in highlightuing importance of
entreprencurship as a distinct field of economic study. It suggests that the entreprencur should not
be simply viewed as a risk taker but as an innovator who “actually carries out new combinations.
These include the development of a new product, process, and organization”™ through the process
of “creative destruction”™ of the existing combinations of resources (Krueger and Dickson 1994, p.
45). In other words, he believes that the entrepreneur is someone who engages in the entrepreneurnal
process as 4 combiner rather than just an owner of a venture because the entreprencur behaviors
will be differently required according to different situations of the entreprencurial process.
Referring to Schumpeter’s belief on the above assumption, its central focus of classical school of
thought about entrepreneurship is to examine the differences between “manager and entrepreneur.”
It does the by taking into account the “innovation, creativity, and discovery™ as “central
charactenstics of entreprencurial skills and behaviors”™ (Baumol 1968; Brockhaus 1980,
Cunningham and Lischeron 1991; Baumol 1993; Chell 2001; Kuratko and Hodgetts 1995). On the
other hand, the definition of Gartner (1985, p. 45) concisely stated that entreprencur is someone
*“who started a new business where there was none before.” The classical point of view highlights

the understanding of the entire entreprencunal process instead of the charactenstics of an
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entrepreneur.  The whole entreprencurial process contnbutes to the understanding of
entreprencurship, and it refers to it as “a process of creating or recognizing opportunities™ (Gartner
2007, p. 34). The result of the entreprencurship is an innovation of most of the process in the firm
(Schumpeter 1934; Cunmingham and Lischeron 1991; Bygrave and Hofer 1991, Baumaol 1993;
Kuratko and Hodgetts 1995; Gartner 2007),

ol Acting and managing

The literature of Klapper (2004) maintains that the management school and leadership
school are two representative schools of thought whose research interest emphasizes “the acting
and managing functions”™ in the entrepreneurial process. The management school of thought
assumes that entreprencurship can be “taught and trained in technical functions of management™
and views entrepreneur as a manager who “organizes, plans, controls and manages” an economic
venture (Chell 2001, p. 45). In addition, the perspective of an entreprencur from the leadership
school refers to a people manager or “leader of people™ who takes a variety of roles. It includes the
management of a new venture and the “motivation, directing and leading of people” (Timmons
1989; Bird 1988; Cunmingham and Lischeron 1991; Klapper 2004), On the other hand, the
leadership skills are also eritcized and viewed by Great Person School as intuitive and imstnctive
capabiliies. The literature of Thompson (2004) also indicates the distinctions between
“entrepreneur” and “leader entrepreneur.” It states that entrepreneurs are someone who set up and
manage a new venture o satisfy their own needs such as “freedom, and independence,” since they
do not like “burcaucratic and structured orgamization.” However, when the business is developed,
there are increases in the level of formalization and complexities in management. In the sense, some
entreprencurs, who can cope with changes and obstacles by applying their leadership skills in
flexible and innovative ways, are considered leaders. Others might decide to sell their business and
recognize other opportunities. On the other hand, the book of Fiedler (1966), as cited in
Cunningham and Lischeron { 1991), suggests that the leadership skills should be regulated to adapt
the requirements of each circumstance rather than the rigid and unfit leadership styles. Thus, since
the level of management becomes more complex at “the carly growth and maturity stages,” the
entreprencurs are required o obtain the sulficient management capabilities and adequate leadership
skills with the belief that everything can be trained and adjusted according to cach situation (Chell
2001, p. 45).

65
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d) Reassessing and adapting

A distinction between the entreprencurship and the intraprencurship exist in the literature.
For more details, the entrepreneurship is the term referring to the entreprencurs who start-up and
run their business on their own, but the intrapreneurship indicates to the intrapreneurs who have a
creative mind and are working within the organization. Furthermore, the concept is still arguable,
but all of the entrepreneurial theonsts agree that although the corporate entreprencurship is
inadequately  defined, both the entreprencurs and the intraprencurs all have the same
entrepreneurship characteristics known as a spirit of creativity and innovation to invent something
new by thinking out of the box.

Due to an essential role of “innovativeness and competitiveness™ in making organizational
success, the term “intrapreneurship™ or corporate entrepreneurship was initially highlighted by
Pinchot {1985, p. 45). Pinchot (1985, p. 45) argued intraprencurship as a useful concept enabling
the organization o adapt to the changing environment by “encouraging people” to work as
entrepreneurs who can create new business products or entrepreneunal opportunities. It eventually
continually contributes to the growth and improvement of an existing organization {Cunningham
and Lischeron 1991; Klapper 2004; Eesley and Longenecker 2006; Sharma and Chrisman 2007).
In other words, since intraprencurship is viewed as entreprencurship in an existing organization, it
can inherit entrepreneunal characteristics and attnibutions from both erganizational and individual
entreprencurships.

Based on that ground, the focus of Intrapreneurship School is to study on intrapreneurial
skills, behaviors, and activities of “the team™ regarding how they exploit entreprencunal
opportunitics together within the organization. what motivates them, and how intrapreneurs tum
entreprencurs, In fact, the main implication of Intrapreneurship School 15 that a successful company
15 a corporation whose employees with entreprencurial behaviors and skills can act as entreprencurs
and do not want 10 leave the organizanon for the purpose o become entreprencurs of their new
business venture. In other words, the company failing to create an entreprencurial climate and
entrepreneurial management within the organization might face the outcome of the entreprencurial
process, which s “organizational closure™ due w0 “brain-drain™ or lack of innovation for
development.

In addition, the “reassessing and adapting” stage of the firm 15 the stage of “firm

consolidation™ for a redefinition of its business concept (Veciana 1988, p. 23). Besides, the terms
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“organizational closure,” and “firm exist,” have been extensively been mentioned in the research
of Birley and Weasthead (1990). They used these terms to indicate the outcome of entreprencurial
process reflected in the decision of the owner-manager as an entrepreneur who chooses to exist
from “ownership of company™ by using some choices. These incorporate “sale to the third party,
sale to the management, public quotation to the stock exchange, or liquidation™ as the forms of

corporate entrepreneurship in the siage of “reassessing and adapting.”

2.8.2.2 Forms of corporate entreprencurship

The research of how to advance corporate entreprencurship in an organization is taken into
consideration by the muludisciplinary studies to create a competitive advantage. In addition, the
term corporate entreprencurship or intrapreneurship as cited by Zahra (1991 ) alludes to “the process
of creating new business within established firms to improve organizational profitability and
enhance a company’s competitive position or the strategic renewal of existing business.” In
addition, another research by Chang and Christensen (2004), maintains that the corporate
entreprencurship focuses not only on the innovation within the company but also on the innovation
to develop new venture outside the enterprise.

The swdies of Colling and Moore (1970) and Sharma and Chrisman (2007) present a
hierarchy of terminology in entreprencunal selection when they are at the stage of reassessing and
adapting:

*  Independent entreprencurship is “the process of individual or group of individuals

independently acting with an existing organization to create a new organization (Collins
and Moore 1970, p. 45)."

*  The corporate entreprencurship is “the process of individual or group of individuals in
association with an existing organization 0 create a new organization, or instigate
renewal, or innovation™ under the entrepreneurial forms of “corporate venturing,
Innovation, and strategic renewal { Collins and Moore 1970, p. 45).

The corporate venturing is categonzed into two types:

Sharma and Chrisman (2007) have described three types of corporate entreprencurship:

innovation, corporate venturing {external and internal corporate venturing), and strategic renewal.
For more details, internal corporate venturing 15 directed at entreprencurial activities to develop

business opportunity within an existed organization, and external corporate venturing focuses on
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corporate venture activities such as corporate venture capital, venture alliances, transformational
arrangements.

Instead of the three forms of corporate entreprencurship, Morris et al. (2010) have re-
categorized corporate  entreprencurship  into  two  different  forms in which corporate
entreprencurship can occur. These two ways include the “strategic entreprencurship and corporate
venturing and briefly redefined corporate venturing as entrepreneurial activities.” (Morris et al.
2010, p. 45). They have been several thoughts which have led to the creation of new business via
an equity investment and strategic entrepreneurship. These have been referred to as innovations in
the “company’s strategy, product offerings, served the market, internal organization (structure,
processes, and capabilities) or the business model™ to stimulate competitive advantage as shown in
figure 4 below (Collins and Moore 1970, p. 45).

Figure 4; Forms of corporate entreprencurship
Source: Colling and Moore (1970), Sharma and Chrisman (1999, 2007), Morris et af. {2011},
Hizrich et al. {2002}

In contrast to the concepts of corporate entreprencurship above, there are entreprencurial

venture's four organizational forms: sequisition of an existing organization through the franchise,
inheritance and development of family businesses, purchase of an existing company via buy-in or
buy-out, and corporate venturing. They are the one concept but different perspectives on equity and
management. According to Hisrich et al. (2002), Sharma and Chrisman (1999, 2007), and Bygrave
and Zacharakis (2008), franchise, joint venture, acquisition. merger, and leverage buyout are

entreprencunial forms of expanding a venture.
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It should be noted that leverage buyout (LBO) 13 a type of acquisition whereby a company
uses borrowed money 1o secure an acquisition. Additionally, a management buy-outl is also
considered an acquisition form where a company's sharcholder or managers receive a large part and
even all of the company either from the private owners or from the parent company. Corporate
venturing, bringing new businesses to the corporation, obviously connects with merger and
acquisiion {M& A ) considered another way “to position themselves in a new market™ (Bvgrave and
Zacharakis 2008; Morris et al. 2011). The merger is adopted as an entreprencurial form for venture
expansion in which two companies join into one, with one surviving and the other disappearing.
An acquisition 18 whereby one company takes control of another. M&A allow entrepreneunal
businesses to grow and expand quickly over time.

For the perceptive of corporation toward equity, the sources of equity are dissimlarly
mobilized for different business stages of a venture. It can be seen that in term of M&A in corporate
venturing, the corporation’s entreprencunal activities play the role of the bidder or the acquirer.

Furthermore, the highest level of mobilizing capital might be at stock market or “going
public” through the stock market exchange to access to the capital market. In fact, when going
public, the venture is at a mature stage of business whereby the entrepreneur and equity holder of
the venture “offer and sell some part of a company to the public™ (Hisnich etal. 2002). The research

shows that the bidder or acquirer banks are entreprencunial banks.

2.8.2.3. Corporate entreprencurship intensity

Covin and Slevin (1989 & 1991) have represented the scale of measurement including the
variables “innovativeness, risk-taking, and pro-activeness” used 1o explain  corporate
entreprencurship intensity, The study of Keh et al. (2007) show that corporate entreprencur
onentation (includes three building blocks: mnovativeness, proactiveness and risk-taking) has a
direct and indirect impact on business performance. Zahra et al. (1999, p. 45) show that
entrepreneurial orientation also has a direct influence on learning orientation. Moreover, business
with high entreprencurial onentation is the pioneer in monitoring the market and customer service

in response to competition and changing the macro environment (Lumpkin and Dess 1996), Thus,

the business orientation will receive a positive correlation with the market response.
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a) Innovativeness

The first dimension is organizational innovativeness in which innovative activity is
implemented not only in “product, market, or technology™ but also in “management, process or new
ways to accomplish the function.” Moms et al. (20011) mention the term “management of
innovation™ for the manager and believe that managing innovation simply means controlling the
unknown but traditional orgamization 12 unable 1w manage the unknown and only corporate
entreprencur ¢an accomplish innovation by breaking “rules of thinking and doing.” In fact,
Innovation works only in the entrepreneurial organization with a given “level of freedom,
autonomy, and discretion i term of rules, budgets, controls, and process, among others,” 1o
employees.

Schumpeter (1934) indicates that the relationship between the degree of innovation of the
enterprise and firm size 15 in the converse direction. It means the growing scale of the company
might hinder the innovative ability of onganization. In addition to firm size, organizational structure
elements, represented by two factors: centralization; and formalization, directly affects and limit
the level of business innovation. To increase the flexibility and keep the level of its innovative
ahility, Shane (2003) proposed two ways namely (1) decentralization™ and (2) de-formalization.
Decentralization was intended to reduce the concentration of decision rights, division of power
wmed at flatening the organizational structure. On the other hand, de-formalization was designed
to reduce the procedure, process, paperwork cumbersome to speed up communication and
information in the organization. Additionally, Morris et al. (2011, p. 45) believe that “more
honzontal and less vertical design™ along with “less formalization of roles and positions” within
the structure of a company might foster entreprencurial behavior.

In addition, the level of innovativeness of business (large or small) 15 influenced by
leadership style, but the most significant level i1s at CEO. Rescarch by Ling et al. (2008) showed
transformational leadership of CEO, as leadership style of openness and taking empowerment,
correlates with the ability and level of innovativeness of enterprise,

Many studies show that entrepreneurial orientation of business has, directly and indirectly,
the impact on the business performance. For example, according 1o the results of research of Hult
et al. (2004), the entreprencunal orientation and innovation of the business are two scparate

concepts, and both have the same direction on business performance.
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b Risk-taking

The second dimension s risk-taking. According to Momis et al. (2011), nsk-taking in
corporate entreprencurship can be viewed as both “an individual trait™ at the micro level, and
“organmzational concept” at meso level. Moreover, nisk-taking reflects in the decision making of
individual or organization toward “resource allocation,” and “the strategic choice of products,
services, and markets (Hisrich et al. 2002, p. 45). However, 1o compare the risk taken by the
traditional manager as “a carcful risk taker,” the nisk-taking in corporate entreprencurship is not a
reckless but a moderate risk taker (Hisrich et al. 2002; Morms et al. 2011).

From a general point of view, Dionne (2013) provided a synopsis of risk-taking based on
World War II. where engineers came up with several innovative risk administration models. He
further came up with several forms of nsks, which can be used as altermatives to commercial banks
as they are costly (Dionne 2013). Crowe and Hom (1%67) delineated that nsks could be the
probability that a business entity could incur losses. In their definition, they further explain that
losses imply that it is the methods used by the entity 10 increase their retums. On the other hand,
the terms incur emploved in the definition means that the business entity suffered from the losses
15 not aware of how it happened. Sitkin and Pable (1992) provided a defimition of nsk, which
sugpested that it is associated with a particular decision that classified based on the uncertainties
assoclated with it. In the case, the uncertanties refer to the likelihood of significant or unsatisfactory
outcomes that could be achieved (Sitkin and Pablo 1992). The definition was advanced around
various dimensions, which tend to enhance the understanding of risks. These dimensions comprise
of the likelihood of the result, prospects of the result and the possibility of the result. Tsai and Luan
{2016 also provided an improved definition of risk-taking when he portraved nisk as the likelihood
of obtaining the adverse result in a particular framework. In the case, the negative result is
considered the unexpected stemming from the framework with the risks of the contrary outcome.

On the other hand, Erasmus and Scheepers (2008) related nsk-taking with the purpose and
audacity to mobilize resources for a particular project, which is associated with uncertain resulis,
They further added there are efforts made towards the administration of these risks through
critically examining the market, soliciting and hiring trained workers, among other appropriate
strategies. From these definitions, it is easier to conclude that nsk-taking can be associated with
high probability of uncertainty pooled with many losses or correspondingly adverse consequences.
The loss suggested referring to a financial cost that spans a significant scope,
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Furthermore, Morales-Gualdron and Roig (2005) suggest that it is better to consider two
sides of risk: The perception of risk level when establishing a new firm and the perception of
bankruptey propensity. Conversely, their finding shows a negative correlation between the fear of
failure and a higher level of income with the intention of a start-up business. In addition, the study
suggests the financial expectation of the future of the family or the country might affect the new
venture decision in the positive direction. Moms et al. (2011) claim that the innovativeness and
nisk-taking are positively correlated. It implies the higher innovation of the firm is, the higher nisk

it will take.

o) Pro-activeness

In addition to three dimensions proposed by Covin and Slevin (1989, 1991) namely pro-
activeness, innovativeness, and competitive aggressiveness, Lumpkin and Dess {1996} added two
more dimensions namely:

#  The autonomy alludes to the extent of reliance on an individual or group to propose and
provides an idea or vision for the final success despite being binding.

e Competitive aggressiveness referred to the tendencies of a company to dincctly
challenge its rivals to join or iImprove 18 position 10 overcome the existing competiiors
in the market. Lumpkin and Dess (1996) supported the when they associated
competitive aggressiveness with the propensities to strongly contest against its
competitors o gain entry in the market or enhance their locus in the market. This point
wis consistent with Wang (2008), Lassen et al. (2006) and Antoncic and Hisrich (2003).
Antoncic and Hisrich (2003) claimed that the motive behind competitive aggressiveness
wiis to outdo its competitors in the market,

e Unlike the proactiveness as proactive action with market opportunities and the role of
strategic leadership in the market as well as future direction of the firm, competitive
aggressiveness alludes to the action with its competitors in the market at present. Covin
and Slevin (1991) support the view when they provide a distinction between
proactivencss and competitive aggressiveness derived from the work of Lumpkin and
Dress { 1996).

Additionally, dimensions of CE including innovativeness, nsk-taking, pro-activencss, and

competiive aggressiveness are statistically explored to have a positive correlation with the

companies’ financial performance (Zahra 1993, p. 319; Lumpkin and Dess 1996; Aktan and Bulut
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2008; Shamsuddin et al. 2012). It should be noted that the financial performance in these previous

investigated papers 1s “market share growth, return on sales, return on assets, profitability,”™

2.8.2.4 Entrepreneurial conduct

It was noted that corporate entrepreneurship attributed to the growth of most business
entities. According to Ireland et al. (2009), no consensus exists on the various dimensions of
corporate entreprencurship. Several scholars added that the association between the entreprencurial
onentation {EQ) of corporate entreprencurship and corporate entrepreneurship itself. Construct is
limited due to the amount of empirical evidence available (Covin and Slevin, 1991}, It has also
resulted in lower performance as well as the amount of empirical evidence available. Covin and
Lumkpin (2011) considered entreprencurial onentation as a significant aspect of corporate
entrepreneurship while Lumpkin and Dess (1996) postulated entrepreneurial orientation as a
necessary condition in which the organization has the desire to engage in effective corporate
entrepreneurship.

Phan et al. (2009) and Fayolle et al. (2010} classified corporate entrepreneurship into five
main dimensions namely development of new business entitics, innovations for services and
products, innovativeness, pro-activeness and adapting to change easily. Agea et al. (2012) also
considered nsk-taking as a key element of corporate entreprencurship. Some authors like Kuratko
and Audretsch (2009) eluded that risk-taking characteristic of corporate entreprencurship was
established at the strategic level of management. Among the corporate entreprencurship
dimensions, development of new business entities considered company venturing is regarded as the
significant element which results are easily displayed since it 15 linked with the development of the
present firm (Ahmad and Seymour 2008; Saez-Martinez and Gonzalez-Moreno 200 1).

Research suggests that both entrepreneurial conduct and outlook are required in the
organization irrespective of size to compete and succeed in the vibrant marketplace (Lumpkin and
Dess 1996; Zahra 1993). Literature has failed to establish a link between the management’s
approach towards propensities and its corporate entreprencurship intensity. On the contrary, most
studies have looked at the features enhance entrepreneurial conduct in a firm from a broader
perspective as opposed to the management’s position on entreprencunal intensity.

The study assumes that corporate entreprencurship is considered an entreprencurial conduct
in which the entire firm’s activities and processes are founded in a conceptual continuum, which 1s

within a very convenient to extremely risk-taking. From this, the position of the organization in the
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theoretical continuum is considered entreprencurial intensity. Thus, entreprenecurial firms are
charactenzed as risk-taking, pioncering, and practical. On the other hand, the conventional firm is
considered less inventive, avoid risk, assume a wait, and see attitude.

Based on this, the main aspect, which 15 an exhibit by the examination of the literature
related to corporate entreprencurship, is that the organization’s level of entreprencurial intensity is
determined by external and internal elements from the perspective of a corporate (Zahra 1991, p.
259), Organizations which have undergone a stff competition in the marketplace as opposed to
those who are operating in a stable environment tend to be extremely creative, risk-taking, and
practical (Naman and Slevin [1993), Literature has identified vanous qualities embodied in an
entrepreneurial organization that distinguishes them from firms displaying lower entreprencunal

ntensity (Grossmann 2009 Sxirmai et al. 2011).

2.8.2.5 Relationship between entrepreneurial intensity and bank propensities

The various scholars have attempted to define the term corporate entreprencurial intensity
{CEI) with the aim of increasing their understanding and its role in the growth of the business. For
instance, Dess et al. (2(03) cluded corporate entreprencurial intensity (CEI) to the extent of the
development of new, vibranl business concepts and prospects i a firm. He further added that
corporate entreprencurial intensity {CEI) tends to explain the entire process where the established
firm act in an innovative, rsk-taking and practical way (Zahra 1993, p. 324; Lumpkin et al. 1999;
Fayolle et al. 200107, while intraprencurship implies the conduct of an individual. Guth and Ginsberg
{194)) suggested that corporate entrepreneurial intensity (CEI) could refer to attempts made to
concentrale on some resources using innovative technigues to add value.

Despite the fact that corporate entreprencurship intensity (CEID) is considered o be
potentially sigmificant, it is considered volatile, messy and ambiguous entrepreneurial event which
cannot be managed that easily. Every entreprencurial activity is associated with different phases,
for example, the identification of new prospects, development of the business concept to guide the
process, evaluation of the resources needed, resource acquisition and monitoring of the results
(Momis and Kuratko 2002). Thus, the capacity to act entreprencunally is associated with the
perception of a new prospect.

To evaluate the extent to which corporate entreprencurship used in the Malaysian-banking
sector, Mahmood and Wahid (2012) used Covin and Slevin’s scale representing the entrepreneunal
conduct (Covin and Slevin, 1989}, The results indicated that the Malaysian banking sector was
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associated with statistically significant entrepreneurial intensity and the entrepreneurial behavior of
the commercial banks significantly contributed o enhanced competitions, effective performance of
the banks and sustainable growth of the sector,

The relationship between entreprenceunial intensity and bank propensities 1s still vague, and
little done to understand its effect on the entreprencurial orientation of a banking institution. Various
researchers have attempted 1o examine the relationship and have found mixed resulis. For instance,
Erasmus and Scheepers (2008) looked at the link between entreprencurial intensity and the value
creation among business entities for the period 2003 - 2005 from the shareholders’ perspective.
The study also sought to comprehend the relationship between entreprencurship and financial
performance.

The results indicated that banks with a higher level of entrepreneurship obtained improved
productivity within a longer perniod. It implies that firms with a higher standard of entreprencurship
developed a greater return from the shareholder's contnibution from the shares many tumes beyond
the market's value. The study also discovered that the leadership of the listed firms more inclined
to new opportunities, promotion of start-ups among the employees. increased competitiveness, and
enhanced service innovations. Despite discovering a positive relationship between entrepreneurnial
intensity and the value creation, the research found a negative association between the product
development and innovations indicating that some charges associated with the entreprenceunal
venture were relatively high,

According to MeGrath (1999) in Peng et al. (2010), there is a high probability that the
outcome of an entreprencurial venture is not always favorable, As long as it can be able to create
maore jobs and income for the nation and the society, they perceived to create value. From a finm's
perspective, the rationality indicates that managers can intelligently anticipate which
entreprencurial tendencies can stimulate financial growth (Birley and Westhead 1990); Lumpkin
and Dess 1996). When the same managers fail to perceive which entrepreneurial tendencies are not
favorable for the firm, they increase the nisks propensities of the firm and the possibility of going
bankrupt.

Dixon et al. (1993) discovered that bankruptey among banks adversely affected the
frequency of loans and lender liability conferred to borrowers. Lender liability noted 1o be an
essential element when awarding loans and it decreased the likelihood of an average loan from the

bank {Dixon et al. 1993), ECONOMY (2004) cited that inappropriate policies tend to promote
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bankruptcy propensities in such a way that they are inefficient and less accountable. By looking
beyond the relationship between bankruptecy propensities and risk-taking entrepreneurial activities,
there is a probability that the risks presented incurred from the debts can be corrected.

When the age of banks 15 examined about the bankruptey propensities, Fisman and Love
(2003) suggested that young firms are associated with attempting to reduce the flaws of the banking
framework while the old and established commercial banks tend to utilize their trade credit for
financing most operations,

When another firm acquires a firm, it is expected that the efforis of each firm during the
acquisition process merely add up to the combined effect among the firms especially for the
acquiring firms, which perform the reforms at a broader scope (Davies 2000; Greve and Zhang
201 6). According o Xia and Li (2013) and Savovic (201 6), the position of formerly acquired firms
based on the strategic decision of the business and provides support in adjusting the financial and
structural situation of the company. Research also offers various options, which could explain the
acquisition of the firms such as strategic role, fulfilling the requirements set for compliance,
improved productivity by eliminating the obstacles in the processes informed by prior acquisitions,
promote accountability and transparency among others (Maher and Andersson 2000; Eckbo and
Thorburn 2008). Damodaran (2008) indicated that firms are increasingly acquired based on the
restructuning of 1ts resources and recapitalization. Damodaran also added that most acquisitions are
attributed to increased debts and the managers of the organization initiated most of the negotiations
{Damodaran 2008),

Literature has examined the influence of restructuring actions on the productivity of
financial firms and has provided mixed results. According to Shin (2017), Harwood et al. (2016),
Swanepoel (2005), Robbie and Wrght (1995), Smart and Waldfogel (1994), Bowman and Singh
(1993) and Gibbs (1993), they discovered a statistically considerable correlation between
restructuring of the firm and the productivity of the company. On the contrary, Billett and Vijh
(2004) and Elder ct al. (2005) were of the contrary opinion regarding the relationship between
restructuring of the firm and productivity. The results were consistent with the outcomes of Savovié
(2016) when he discovered that the performance of the firm and restructuring adopted by the firm
were not statistically significant and it adversely affected post-acquisition productivity, The resulis

obtained by Savovic (2016) also suggested there is statistically significant variation concerning the
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firm restructuring activities among the service indusiry such as commercial banks and the
manufacturing seclor.

It is worth noting there has been increased productivity and performance of listed firms in
the stock market after merger activities over time, It would be the case when the primary motive
behind the acquisition or merger is undervaluation (Klonowski 2014), Nguyen (2017) provided
several reasons why most acquisitions are inclined towards an increased in debis. These incorporate
the inability of the commercial banks to comprehend and implement the restructuring changes as
directed by the legal framework, partial compliance while ignoring other sections entirely and
constraints related to the nsks have been set as mandatory requirements. These reasons suggest that
the reforms on the restructuring of the commercial banks and its management by various Siate
agencies indicated there was partial adherence o or there have been entirely ignored by the
commercial banks (Nguyen 200 7).

Numerous researchers have examined the influence of take-over on a firm’s worth from the
context of the targeting and bidding firm (Mallikarjunappa and Nayak 2013; Méhlmann 2012;
Fuller et al. 2002). Results suggest that investors of the target firm are victors in a take-over
{(Mihlmann 2002). It was supported by the fact that they obtained significant carmings during the
declaration of the acquisition activity. These results are more inclined towards listed firms as
opposed to unlisted companies in the stock market. According to Fuller et al. (2002), some take-
overs completely flop for two main reasons, These incorporate pulling out of the intended proposal
on the side of the bidding firm and the defiance by the target firm concerning the proposal provided.
Mallikarjunappa and Nayak (2013), Filipovi¢ (2012) and Neuhauser et al, (2011) examined the
impact of take-overs failed on the perception of shareholders of the targeting firm and discovered
that the primary response (o the declaration was statistically insignificant.

Angbazo (1997) and Altunbas et al. (2000) found a positive association between the level
of bad debtis and the bank’s inefhiciencies. 1t 1s expected that as bad debis increase exponentially,
the cost of bankruptcy statistically increases significantly. According to Duttweiler (2001}, the
valuation of the firm’s assets should be higher than the incurred debts for the commercial banks to
maintain a higher level of liquidity at all imes. From the perspective of listed firms in the stock
market, the obligation of resolving bad debts incurred taken over by the agency in charge of asset
management and the bank-restructuring agency guided by the directive of assuming the specific

responsibility of the non-performing resources of the distressed commercial bank (Amin et al,
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2014). Amin et al. (2014) also added that the commercial banks are left with the responsibility of
resolving the accumulated bad debts based on the flow approach. It suggests that the asset
management and the bank restructuring agencies will expect the commercial bank o depend on the
efficient admimistration of the balance sheet and its income comes forth it w clear the bad debis. To
increase the incentives obtained by the bank, there is a need for assistance to be given to banks to
remove their losses which increase bad debis. There is also a need for the flow approach adopied
that complements with legal reforms and accounting values (Amin et al. 2014).

According to Ghasemi and Rostami (2016), variations in the interest rate attributed to some
financial ratios, which are essential for any financial institution. These financial ratios incorporate
proportions representing the net resources and the aggregate resources as well as the percentage of
the loans awarded 10 the aggregate resources. In addition, there is the size of the commercial bank
estimated using the aggregate commercial bank resources, the percentage of the operating charge
to aggregate resources of a firm, the inflation rate, and the imerim interest rates among others.
Cihasemi and Rostami also added that the ratio of net interest on revenue to the aggregate resources
is indirectly associated with the variations in the interest rate {Ghasemi and Rostami 2016). In a
separate study, Angbaeo (1997) discovered that credit risk could adversely affect the Net Interest
Revenue (NIR) of commercial banks,

Nguyen (2017) concluded that the activities of commercial banks should be safe and capable
of handling risks through the appropniate legislative framework in place. In addition, it is essential
for commercial banks to adopt an efficient internal evaluation and supervisory framework. Nguyen
{2017} also suggested the necessity to empower the assessment and monitoring framework such
that it can counter-check every action during and after the execution, in line with the rules and
regulations.

Mormis and Kuratko (2002), Barmnger and Ireland (2008) and Stevenson and Jarillo (2007)
eluded that entrepreneurship to the process of adding value by combining resources 1o take
advantage of an upcoming opportunity, From their definition, there are four aspects, can be noted.
Thus, incorporate entreprencurship differs concemning the degree and frequency of occurrence;
entreprencurship happens within a context, easy process that adds valuve. The corporate
entrepreneurship intensity connotes to three main forms of entreprencurship are considered
essential in evaluating the entrepreneurial conduct of financial institution. On the other hand, Moms

(1998) and Erasmus and Scheepers (2008) depicted the varying degree of entreprencurship as
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entrepreneurial intensity. Their study also established a linear association between the extent and

frequency of entreprencurship as indicated in Figure 5 below,

Frequency of entrepreneurship
{number of events)

Degree of entrepreneurship (innovativeness, risk-taking, pro-activeness)
Figure 8: A linear representation of entreprenenrial intensity.

Source: Erasmus and Scheepers (2008)

Based on figure 5 above, it noted that entreprencurial intensity is the resultant of the
supposition that the extent of entrepreneur orientation may vary concemning the need to achieve, the
desire for amtonomy, risk-taking propensity, the locus of control, and innovation. The conduct of
entreprencurial and non-entreprencunal differentiated concerning the nisk propensities at an
individual and the firm’s level. From the perspective of banks, the corporate entreprencurial
intensity depicted as the organizational conduct towards upcoming opportunities to attain more
significant benefits and growth through the reduction of possible loss (Wang et al. 2016; Chen et
al, 20015; Keh etal. 2002}, Increased competition from both intermational and local firms has created
a vibrant marketplace where only the best can survive. Therefore, these firms forced to assume new
positions such as mergers or acquisition to stay relevant. Besides, the extent of entrepreneur
onientation, the difference perceived as inverses on a theoretical scale between the conservative and
entreprencurial (Barringer and Ireland 2008; Ferguson et al. 2014).

Various rescarchers have established that the traditional, perilous attitudes portrayed by the
banking firms have resulted in a decline in the market share and competitiveness of the firm
{Barminger and Bluedom 1999). Rescarch has examined these forms of entreprencurship provided
divergent views concerning each (Gared et al. 2014; Vantilborgh et al. 2015). The section discusses
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how the entrepreneurial types could be used by the banks in Vietnam as a kind of post-M&A during
the period 2001 - 2015, They have also provided clues to the characteristics that could impact the
likelihood of a bank being acquired.

Research has provided mixed results regarding the association between the corporate
entreprencurship intensity and entreprencurship among financial institutions. For instance, £chir et
al. (2015) focused on the intermediating role of differentiation strategy and innovation performance
on the relationship between firm performance and entreprencurial orientation (EQ). Using
questionnaires as data collection instruments and subjecting the data 1o gualitative, the findings of
the study suggested that the innovation performance and differentiation strategy significantly on
the relationship between EO and business performance.

Wheelock and Wilson (2000} used the competing-nsk framework to evaluate the link that
exists amongst the banks and the features more acquired. The findings from their study indicated
that acquisition of the banks by several acquirers was based on a variety of elements such as the
acquirer's geographical location, size, and age, among others. From their study, they contributed
basic framework can assist in establishing the main factors of acquisitions and mergers considered
under risk-taking propensities by banks.

Licht and Siegel {2006) discovered a significant comrelation between entrepreneurship and
corporate entrepreneurial intensity. From their study, they were able to provide a precise elaborate
definition of the corporate entreprencurial entry. They added that when corporate entreprencurial
intensity considered high, it is anticipated there will be a strong association between
entreprencurship and corporate entreprencurship. It tends to affect the immediate members of the
firms such as the family members and the close associates. On the other hand. when the corporate
entreprencurial intensity is low, expected that the corporate entrepreneurship is limited and a weak
relation exists. Casson et al. (2008) and Liu et al. (2017) emphasized the need for network
uniformity by using a weak relationship to gain access o relevant information concerning the
market,

Urban and Nikolov (2013) examined corporate emtrepreneurship (CE) from the perspective
of a financially constrained business environment with the intent of determining the effect of
various intensities existed. The findings indicated that the critical attributes significantly affected

the decisions relating to the corporate entreprencurship and the likelihood of getting better resulis.
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Among the intensities that were examined included the work-related risks and the amount of money
received from the acquirer/owner during the corporate entrepreneurship invelvement.

A study conducted by Rosen et al. (2003) examined the reasons why firms go public and
provide great insights on factors considered by the acquirer influenced the possibility of an
acquisition. In their study, they examined samples of BHCs banks had initially gone public during
the period 1981 - 2002 and those who had not used logistic regressions. Resulis from their siudy
indicated that the bank’s size, ROA, the ratio of equity-to-assets and the bank’s age were not
associated with the probability of being acquired. Pasiouras et al. (201 1) expressly considered these
results as not applicable to the banking sector.

On the other hand, Njoroge (2016) conducted a study determine the influence of corporate
entreprencurship intensity on the economic performance of Kenyvan banking sector. In the swdy,
the variation of intensities of corporate entreprencurship was a test against the financial aspects of
the sectors banks. The results indicated that innovativeness, risk-taking, creativeness, competitive
aggressiveness, and autonomy found to be statistically significant to the economic efficiency of the
banking sector. When each of the dimensions of entrepreneurship was examined separately, it was
discovered that the innovativeness of the commercial banks was the most sigmficant than other
dimensions on the financial aspects of the commercial banks, On the other hand, risk-taking was
negatively related to the economic performance of the commercial banks. Concerming the other
three dimensions, that is, pro-activeness, competitivencss, and autonomy, the study found out that
competitiveness had the most significant influence on the economic performance of commercial
banks followed by the desire for independence and creativeness respectively.

Presently, there are heightened concerns the productivity of the commercial banks since it
15 frequently confronted with numerous challenges in a vibrant, compettive ecology. It has also
been noted that the survival rate of publicly listed firms is rapidly declining of multiple challenges
facing them (Fama and French, 2004). Vanous researchers on strategic governance have suggested
that corporate entreprencurship intensity (CEI) is the basis of higher productivity of the firm
{Antoncic and Hisrich, 2003). Although there is a vast amount of studies conducted concerning the
influence of bankruptey propensities on corporate entreprencurship intensity, there is restricted
empirical proof regarding public-listed firms and unlisted firms in Vietnamese banking sector.

Lawson (2014) examined the impact of nsk-taking propensities on  corporate
entreprencurship intensity with the primary objective of proposing organizational entreprencurship
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framework. From their study, he discovered there was the association between bankruptcy
propensitics and corporate entreprencurship intensity was statistically insignificant. The study also
emphasized the need to establish the firm’s boundary as one of the components of corporate
entreprencurship intensity.

The company’s market share in the sector has some significant challenges need to be
addressed. Research suggesis that the market share of the firm 18 the most eriical factor that is
considered during acquisition and mergers by acquirers (Hannan and Pilloff 2009). It is only
possible if the acquirers can take advantage of the firm"s market share better than the present owners
do. Research has also failed to explain why the market share of the firm being acquired would be
more atiractive as compared to the acquirers” market share (Hannan and Pilloff 2009), This school
of thought informed the acquirers required o pay for the damages, which the firm has current
incurred to gain from it.

In conclusion, the entrepreneurial intensities of the various commercial banks tend
significantly vary based on their business. The activities of the commercial banks perceived as
entrepreneurial if they concentrate on the new prospects add value to the firm’s resources. From the
review conducted regarding corporate entreprencurship imtensity and the financial performance of
the company, there seem to be limited results associated with entreprencurial intensities of the
commercial banks. The research 15 centered on evaluating corporate entrepreneunial strengths of
the commercial banks, merger and acquisition activities, financial performance and entreprencurial
conduct. The siudy focuses on establishing the extent of which corporate entrepreneurial intensity
could explain merger and acquisitions in commercial banks in Vietnam, and how it stimulates the

development of the commercial banks.

2.8.2.6 Punishing stimuli and the risk-taking propensity

From the perspective of an institution, entreprencurship comprises of several factors
affecting its success and failure ranging from various skills owned by the entrepreneur, for example,
the risk-taking propensities to punishment associated with entreprencurial failure. Rescarch has
shown these factors tend to vary depending on the type of firms that are either listed or unlisted in
the stock market. These institutional factors have played a significant role in companies or nation
over time when determining the various forms of punishing entreprencurial failure and the capacity
of the legal framework in promoting sufficient entrepreneurial intensity. Some of the institutional

factors atfecting entreprencurnial power are subject to reforms,
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Listed banks perceived to have a huge capital base that can shield them from losses while
the unlisted banks have a low capital base and problematic assets, makes them increase their
loans/borrowings to grow, Their weaker condition leads to the lower efficiency and profitability, If
they cannot pay their loans (high hqudity risks or NIR 15 great), they attract a lot of regulatory
penaltics or fines. Brusco and Castiglionesi (2007) found owt that financial nsk atributed to moral
hazard can be resolved 1if banks are sufliciently capitalised. Myerson (2012) and Lee et al. (2007)
separately provided numbers can be used as punishing stimuli. Myerson (2012) recommended the
development of a long-lasting association among banks and its borrowers to solve the financial,
moral hazard 15 continually developing. On the other hand, Lee ¢t al. (2007) came up with a
framework for real options that could comprehend the vanious bankruptey propensity regulations
affecting the growth of entrepreneurship from the perspective of society. In their sudy, they
exclusively highlighted the fact that perilous entreprencurs exceedingly chastised for their inability
to recognize potential opportunities, though associated with a high level of risks, can provide very
handsome rewards. Lee et al. (2007) recommended the enactment of bankruptcy propensity laws
cognizant of the real options to stimulate less risky, positive entrepreneurial skills in the financial
sector as well as the society level.

Research suggests that the bankruptey laws and regulations mainly concentrate on the
process of liquidation through several activities. Some of the activities include forcefully taking
ownership of the organisation, re-selling of firm's resources to restitute its creditors as a form of
punishing stimuli with the hope of discouraging risk-taking propensity among enirepreneurs
{Boddewyn 2004; Peng et al. 2010; Armour and Cumming 2008; Kuratko and Hodgetts 1995), In
some nations, there are more friendly forms of punishing stimuli, which are used to lessen the risk-
taking propensities. Examples include organisational restructuring that provides firms with some
legitimate protection while at the same time, giving them the possibility to repay their debts and
restruciuring options (o participate in the market more efficiently (Boddewyn 2014; Peng et al.
2010,

Furthermore, the variation from one nation to another concerning the bankruptcy law is
probably the main reason for the banking predisposition towards mergers and acquisition as a form
of entreprencurial activity. Although there were few tests, there 15 a link between the reprieve of a
debt incurred in a bankruptcy administration and the degree to which the current regime wants to

stimulate entreprencurial activities. Nations that encourage entreprencurship seem to have used the
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reprieve from debts incurred provided in the bankruptey regulations to give encouragements.
Entreprencurs are confronted with a high level of risks related to financial aspects, but the
bankruptey law seems to have offered suppont to against many financial liabilities.

There are some efforts by the vanous governments; financing institutions among firms
increasingly provide options for firms adversely affected by risk-taking propensitics to restructure
themselves as a way of promoting responsible entrepreneurship rather than forcefully liquidating
the firms (Peng et al, 2010}, Some nations have also adjusted their regulations on bankruptey with
a view of promoting entreprencurial tendencies and at the same time decreasing the fee charged on
firms that assume high nsk-taking propensities and eventually end up bankrupt (Armour and
Cumming 2008). It indicates there is a deviation from the interpretation of the rules and regulations
of bankruptey laws, which are normally punitive, to discourage irresponsible entrepreneurship.

The reforms in the bankruptcy framework tend to stimulate increased entreprencurial
activities. It also influences the risk-taking propensities of firms or individuals to create successful
entrepreneurs as opposed to the institutional factors, which tend to reduce the entreprencurial
intensities (Peng et al. 2010). For firms charactenzed as high-risk propensities, the bankrupicy
regulations will raise the charges for entreprencurial failure. On the other hand, firms associated
with fewer risk propensities are more probability of bearing with fewer costs for entreprencurial
failure because of the bankruptey rules and regulations (Lee et al. 2007).

The bankruptey laws from the perspective of a firm suggest that individuals who are
considered risk-seeking tend to portray high risk-taking entrepreneurial conduct. As the fees
associated with futile entreprencurial intensity are lessened, the quantity and multiplicity of
individuals venturing into entrepreneurship increase exponentially, which is beneficial for the firm.
Research suggests that entreprencurial intensity among firms tend (o the greater innovativeness of
the company (Ireland et al. 2001; Erasmus and Scheepers 2008; Urban and Scfalafala 2015). In
tum, they develop constructive externalities, which have a sigmificant impact on the organization’s
activity {Katz and Shapiro 1986; Birley and Westhead 1990; Schilling 2002).

Peng et al. (2010) were opposed to the concept that bankruptcy laws could assist in reducing
the bankruptey propensitics and encourage less risky entrepreneurial skills among firms. They
perceived the bankmpicy as punitive. They based the outcome on two main findings. First, they

found out the bankruptey laws increased the exit hurdles of a firm. Secondly, the bankruptey laws
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did not encourage new entrants into the sector by creating a list of requirements, which acted as
entry-level obstacles for entreprencurs (Armour and Cumming 2008).

To comprehend the critical role played by the bankruptey laws and its relation to punishing
stimuli for nsk-taking propensities, Peng et al. (2010} came up with six leading dimensions, which
outlined the punishing incentives for risk-taking propensitics among entreprencurs and methods of
stimulating entrepreneunial growth. They incorporated (1) the possibility of an organizational
restructuring bankruptcy selection, (2) the amount of time used by the firm on the bankrupicy
procedures, (3) the fee incurred by the company during the time used for bankmpicy proceedings,
(4) the possibility of restarting within the liquidation , (5) the possibility of hquidating the firm's
fixed assets during the organizational restructuring bankruptcy, and (6) the opportunity to nisk-
taking entrepreneurs to stay on the job or business.

Concerming the fee incumed by the firm for bankruptey, Bris et al. (2006) and Peng et al.
{2010} found out that it is positively correlated to the amount of time taken on the bankruptcy
procedures, On the other hand, the possibility of a new start within the process of liquidation permits
the restructuning of the various resources owned by the bankmuept firm to reducing losses. It also
provides the entrepreneurs with an opportunity 1o restart their business venture with a better
understanding.

As mentioned earlier, most entrepreneurs are usually concerned with investments associated
with the firm (Peng et al. 2010; Lee et al, 201 1; Clacssens and Klapper 2005). The investments tend
te play a critical role when the firm is confronted with a financial crisis. Research suggests that
entreprencurs react to incentives and restnictions reasonably within the legal restructunng
framework that enforces the bankruptcy laws and promote entrepreneurial intensities among firms
{Peng et al. 20010; Lee et al. 2011). When entrepreneurs perceived to be high risk-taker, they select
options to use up most of their finances such that they eventually void of the necessary incentives
for investments (Peng et al. 2010). They further added that 1f entrepreneurs are aware of the fact
that they will not be replaced in an ex-ante scenario, they will assume the responsibility of coming
up with various options for restructuring the firm.

Restructuring of the firms provides an opportunity for financial growth. Literature suggests
that as innovative actions increase in a firm, the ability of the firm to survive adversely reduces. It
implies that those that survive significantly enhance their financial position and competitiveness

{Godfrey et al, 20009 Huber ¢t al. 2015). 1t also suggests that innovation promotes efficiency among
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firms by allowing the best to survive (Delmar et al. 2013). It implies that high competition caused
by low nisk and lower bankruptey fee cost can lead to the collapse of firms (Spréic et al. 2008) or
to reorganize to improve its operations. When bankruptcy fees are high, there is a tendency for

bankrupt firms 1o be hesitant o accept the punishment.

2.8 3 Macro level fexternal forces)

To link the concept of entreprencurship at the macro level, Covin and Slevi(1991) outline
four dimensions of external environment, which include the “technological sophistication,
environmental dynamism, environmental hostility, and industry life cvele stage.™ They concluded
that these environmental characteristics should not be isolated from entreprencur process because
they can drive entreprencurial behavior, On the other hand, Van de Ven (1993) and Kirby (2006)
asserted that the entreprencurship study would be incomplete if it emphasizes the behaviors and
charactenstics of entreprencurs. There is a need to take into account the social, economic, and
political factors which play two contradicting roles, which are to support and to retard
entreprencurship development. In a simular standpoint, Krueger (1993, p. 45) believes that
“perceived desirability, propensity to act, and perceived feasibility™ shaped by the environmental
conditions can directly motivate behavioral intention of the entrepreneur to start a new venture. In
contrast to Krueger (1993), Gnyawali and Fogel (199%) and Kirby (2006) do not use the terms
“perceived desirability and perceived feasibility,” but they maintain that the attractiveness of
environmental conditions, which can be ereated by government, might bring a higher likelihood of
establishing new business start-up. In addition, they also claim the crucial role of public policy is
o create an entreprencurial environment o foster entreprencurship development in a country.

Additionally, Palamida (2016, p. 32) emphasizes, “psvchological approach does not
preclude the recognition that the environment is a joint determinanmt of the behavior of
entreprencurs,” As a whole, Palamida (2016), Van De Ven (1993), Krueger (1993), Gnyawali and
Fogel (1994), and Kirby (2006) all have a similar judgment that the environmental determinants
can influence the entreprencunial process in general and entreprencurial characteristics and
behaviors in particular.

Besides, the study of macro analysis will be deficient if it exclusively focuses on an
application of “resource dependence theory and population ecology theory™ due to their
coniribution to explain why environmental factors and history matters influencing the development

of banking policy in Vietnam and hazard of banking.
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2.9 Resowrce Dependency Theory in the Context of M&A

According to Carroll and Hannan (2000), building and sustaining organizations depend on
the availability of resources both human and material. Due to their interlocking relationship,
respurce dependence theory claims that the goal of the organization is to minimize resource
dependencies 1o adapt to the environment as a source of uncertainty and constraint. In fact, the
theory, firstly published in the book of Pleffer and Salancik (2003), also argues that organizational
behavior is influenced and shaped by “the demand and pressures of organizations and groups in its
environment.” To deal with the changes in the political-economi¢ environment, the organizations
might change their inter-organizational strategics for managing resource dependencies under one
of the new forms. These forms include joint ventures, alliances, interlocks, and mergers and
acquisitions with the purpose of minimizing cnvironmental dependency and increase an
omganizational legitimacy and autonomy.

Specifically, Pfeffer and Nowak (1976) describe three reasons for organizations involved in
the M&A as follows:

= M&A might moderate competition by “acquiring a major competitor.”™

«  M&A enables new organization “managing input imter-dependency appropriately.”

« M&A mught “reduce dependency on other orgamizations by its diversification of

operations”,

210 Popularion Ecology Theory

In conmtrast to the resource dependence theory and nstitution theory above, the
organizational ecology theory, firstly promoted by Hannan and Freeman (1977) in the article of
“The population ecology of organizations,” began by asking, “Why are there so many kinds of
organizations?” However, there was no unified answer to the question due to “the dynamics of the
organizational world™ (Hannan et al. 2007), p. 34. Moreover, population ecology theory views that
environment might determine the rates of formation, growth or survival, and death of the firms. In
other words, the organizational ecology theorists aim a1 explaining the rates of organizational
population change by the organizational life cvele: growth, change of organizations, and especially
focusing on founding, mortality of agencies with an assumption that environments sclect

organizations.
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The theory fragments to examine organizational morality are summarized in the book of
Hannan et al. (2007, p. 34) such as “organizational form and population, structural inertia and
change, age dependence, dynamics of social movements, density dependence, niche structure,
resource partitioning, and diversity of the organization.” For example, the relationship between
bank’s age and its risk of mortality as the fragments of age dependence theory is the matter in one
of the research questions. To explore, the book of Carroll and Hannan (2000) have questioned that
“are young firm more fragile than old ones™ The theory of age dependence tends to investigate
how an organization’s risk of mortality relates to the organizational age. The theory fragments are
the followings:
= Liability of newness: Younger organization has the higher hazard of mortality {Age—
Hazard—s)

* Liability of smallness: the larger organization has a lower nisk of morality (Size
—+Hazard —)

= Liability of aging: Here, the nsk of failure increases with organizational age (Age—
Hazard—)

= Liahility of adolescence: The risk of monality will be low at founding but high later (a

growing external mismatch with the environment— more risk of mortality) (Age —

Hazard —=

@) Responsible entreprenenrship for sustainable development

The term responsible entreprencurship, defined by Palazzi and Starcher { 1997), is a process
and a concept where entrepreneurial organieations incorporate the environmental and social
concems into their interactions with their stakeholders and operations. The research is focusing on
the terminology concerning the corporate governance for better accountability and control. In other
words, the entreprencurial governance aims at balancing between the corporate governance and
corporate entrepreneurship toward risk management in an organization. The paper believes that
responsible entreprencurship also works in close collaboration with the concept of corporate social
responsibility. Furthermore, Austin et al, (2004, p. 34) claim that the idea of corporate social
entreprencurship (CSE), consisting of “three conceptual concepls: entreprencurship, corporate
entreprencurship, and social entreprencurship, is aimed at providing an advanced approach that will
accelerate the journey 1o corporate social responsibility.” It implies that responsible

entreprencurship can bolster sustainable development efficiently, which does not harm nature,
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general health or the social fabric of society and permits all the nation to be educated about the
social and ecological effects of their practices.

According to Erasmus and Scheepers (2008), the leadership of the listed commercial banks
15 more to be accustomed to venture into new markets. It 15 associated with high level of uncertainty,
high rewards from the taking the new upcoming opportunities, support for possible start-ups in a
firm, enhanced competition, and service innovation. The commercial firms selected for the smdy
consisted of both hsted and unlisted banks. The listed banks expected to be answerable to its
shareholders while the unlisted banks are not. Based on this, it anticipated that the management of
the commercial banks has to be more careful when approaching propensities concerning
invesiments associated with high nisk. Farninds et al. (2011) postulated the listing status effect,
provided s link to the unlisted commercial banks characterized as small in size, a firm with no
reputation, and more than often agonized from non-competitiveness in the marketplace.

Besides, a vital role of the banking sector is promoting the stability of the whole of society.
The banks also need to be responsible for their stakeholders, customers, and sharcholders in a
socially responsible way by taking into account the followings: *risk management, strengthen ethics
in the banking business, effective and efficiemt internal audit process with value added to
stakeholders™ (Yeung 2011, p. 104). There are numbers of studies on the issue such as the positive
correlation between customers® satisfaction in the bank and CSE. Thus, banks’ invesiment in CSE

does not promote any cconomic benefits (Soana 2011),

B Corporate povermance and instinutional theory

According to the Organization for Economic Co-operation and Development (1994), the
corporate govemnance is defined merely as "the system by which companies are directed and
controlled.” There are two kinds of governance systems: internal and external governances. For the
micro context of internal governance, according to the Organisation for Economic Co-operation
and Development (1999), the corporate governance is defined as “the system by which companies
are directed and controlled.™ In other words, corporate governance is a set of mechanisms of how
the companies are governed and operated. Moreover, the OECD Principles of Corporate
Governance also highlight that corporate governance provides the structure to set the abjectives and
the means to achieve those objectives and monitor performance.

More to the point, the structure of the corporate governance highlights the distribution of
rights and responsibilities in the corporation between managers, board, sharcholders and other
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participants. [t should be noted that “internal corporate governance™ is also related to Informal
institutions which are socially shared rules and normally unwritten such as “the structures, cultures,
and systems” to ¢reate an efficient operation of the organizations (Keasy and Wright 1993; North
2005). In general, the internal governance mechanism aims to ensure the managers have o act in
the best interests of getting a returm on money for the sharcholders (Vives 2000).

From the macro context, the external corporate governance 15 more associated with formal
institutions defined as those officially published. They are perceived w0 be writien bylaws,
principles, and regulations play “law on the books™ in boosting public investors, market, and FDI
confidence leading to higher economic performance (Sauverwald and Peng 2013, p. 34).

According to North (2005) and Saverwald and Peng (2013), informal institutions for
governance 15 more persistent and more essential than formal institutions for management in the
case of official institutions weak or absent. In general, institutions are simply considered “the rules
of the game” and “the patterned behavior” for collective action organizations or society. It is done
to maintain “order, stability and predictability” such as beliefs, practices, rules & norms in the
banks, and contracts, the rule of law, protection of property rights, financial markeis, and
government burcaucracies in the macro context of the banking system. The main subject of “order,
stability, and predictability™ in the banking sector should be in focus as “the rules of games™ for
controlling nisk-taking propensity toward the level of debt.

Undoubtedly, the state banking legal reforms in Vietnam is considered critical institutional
dimensions for banking development associated with international integration. In fact. Vietnamese
banking reforms have expenienced three significant periods of institutional changes, These
comprise of the period from one tier to the two-tier system (1975-1989), the period international
integration (2000 — 2010), the term of equalization and global imtegration {2000 to 2010), and the
period of Mergers & Acquisitions for consolidation (2010 to Mow). Besides, the resource
dependence theory, presented above, alzo shares the perspective with the mstiutional approach
which emphasizes that their institutional environments actively regulate organizations with “laws,
regulations, customs, social and professional norms, culture, and ethics™ established as authoritative
schemes influencing three levels.

In addition, the research will investigate whether the passage of governmental regulations
in 2005 might efficiently push the tendency of banking behavior toward M&A for banking

consolidation. Moreover, it should be noted that the regulatory changes toward banking
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consolidation in Vietnam were only taking place afier the year of 2005. It was after the passages of
several laws, acts, and decree. Examples of these laws and statutes include “the enterprise law 20035,
investment law 2005, competitions act 2004, securities act 2006, 88/ 2009/QD-TTG Decision dated
18/6/2009, and 5520009/0P-TTG Decision dated 15/4/2009 among others.” The laws and acts were
passed in accordance with the policy of restructuring and banking consolidation. In other words, a
change in these regulations leads 10 a change in the social struciure of banks for managing survival
and balancing expectations of stakeholders. Thus, from the statement, the study observation time
falls between 2005 to current, and the event of interest is merger among banks as a response to a

regulatory change.

¢) The model af entreprenenrial management

Li et al. (2006) believed that traditional entrepreneurship cannot comprehend the challenges
and the ¢fforts that many founders of enterprises in emerging market economies face. It is based on
the fact that an emerging market economy might result in an imperfect market environment where
the entreprencunal founders of firms created inefficient institutions. These institutions are
constantly in conflict with their current operation and their actions of shaping institutions might

help establish “market-onented institutions.™

211 Corporate Entrepreneurship

MNumerous rescarchers have examined the entreprencurship and have attempted to provide
its definition. For example, Guth and Ginsberg (1990) categonized corporate entrepreneurship into
two main categories when they developed a model for corporate entrepreneurship. It classifies
incorporate new venture development in the present firm and the renovation of existing firm’s
process promoted by the strategic change. Sharma and Chrsman (1999) proposed the other
definition, which has widely been acknowledged. They stated that corporate entreprencurship could
be viewed a process where an individual or group created with a common goal, within a firm could
develop a new organization or promote change in the present firm. From Sharma and Chrisman
(1999}, other researchers that are Antoncic and Hisrich (2001} formulated a broader definition of
corporate entrepreneurship, which considered the overall impact of entreprencurship in the present
firm. On the other hand, Moris (2007) characterized firms which portrayed corporate
entreprencurship as self-motivated and flexable business entities that can exploit upcoming

openings. In the organization, there are increased risks and comprehension in which the expected
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results of the venture are uncertain (Bloodgood et al. 2015; Kuratko et al. 2015). Thus, corporate
entreprencurship introduces some forms, which are considered new in the firm such as renewal of
the firm, technology, and launching new business entities). The tvpes of corporate entreprencurship
also significantly affect various aspects of the company such as s survival, development, and
productivity (Zahra 1991, p. 261, 2015; Zahra et al. 1999, p, 47; Dess et al, 2003),

This research has concentrated on the critical factors that have an impact on bank
propensities because of mergers and acquisitions among banks in Vietnam. An ability of the
acquirers to develop the acquired business unit better than its current owner is considered under the
intrapreneurial intiatives. Literature has categonzed the factors, which affected corporate
entrepreneurship into three diverse types namely the ecological, individual, and film-related factors.
From the model proposed by Guth and Ginsberg (1990), they examined the effect of corporate
entrepreneurship on the environment, firm and strategic leadership. Concerning the environment,
they discussed vartous aspects of the corporate entrepreneurship such as the competitiveness of the
firm, the innovativeness of the company 1o take advamage of new opportunities and the
sociopolitical issues. Regarding the firm, they examined four main areas, which incorporated the
strategy adopted, the organization structure, and firm’s processes, and how they added value to the
products. On a similar note, Antoncic and Hisrich (2001) examined the effect of corporate
entreprencurship but segregated the difference between the ecological and firm-related elements.
Various models, which have been postulated, for example, by Zahra et al, (2009) and Zahra ct al,
{2014) had a similar methodology by combining the determining elemenis at different levels of
examination.

The association between corporate entrepreneurship and the ability of a firm to assume
specific risks through mergers and acquisitions has drawn a wide range of interest from various
researchers to understand how it can lead to better productivity. It 15 widely agreed among
researchers that corporate entrepreneurship can renovate the firm’s abilities and capability 1o
acquire and utilize their newfound skills and entitics to enhance productivity (Gerasymenko et al.,
2013). Antoncic and Hisrich (2001) added that organizations, which are more involved in corporate
entreprencurship ventures, are to realize greater ntensities of development and performance as
opposed to firms, which do not.

Based on this, there are various reasons as to why firms are entangled in corporate

entreprencurship, which is put forward in research (Zahra 1991, p. 262). Some of the ideas



Contribution of M&A to Corporate Entrepreneurship 93

suggested were: (1) to grab new opportunities, which add value to the business or extend the
lifespan of the present company, (2) to use the available resources more efficiently and
appropriately and {3) to inspire the workers of the firm as well as enhance their self-esteem in order
to preserve the existing talent in the firm or attract new talents (Pinchot 1985; Zahra 1991, p. 263).
These reasons have been considered to result in the development of new businesses, which can act
as an additon to existing revenue sireams to promote the company’s performance, competition, and
better financial position (Guth and Ginsberg, 1990).

Research suggests that corporate entrepreneurship intensity has the potential to influence
the strategic goals while others significantly are aligned with the financial goals {Dushnitsky and
Lenox 2005). From the policy perspective, organizations may embrace corporate entreprencurship
based on five key benefits that can derive from it. These include acquinng new skills, effective
assimilation of the firm’s processes, enhanced competitivencss, adherence to the globally
recognized standards and adoption of innovation and the services and procedures (Dushnitsky and
Lenox 2005). However, most researchers have concentrated on the financial ramifications of
adopting various corporate entrepreneurial actions that are measurable such as ROA, ROE among
others without the consideration of bank propensities. Therefore, there 15 a need to examing the
relationship between bank propensities and the attainment of financial objectives in corporate
entreprencurship inibatives through mergers and acquisitions.

Earlier noted, there is a consensus within literature that corporate entreprencurship has a
significant impact on the productivity of the organization through enhanced firm’s pro-activeness,
nsk-taking, and innovations (Zahra 1991; Lumpkin and Dess 2001). Zahra and Garvis (2000)
argued that these abilities of a firm could empower it to develop extensively increasing iis
competitiveness and pursue new areas to énhance its performance and development. In fact,
corporate entrepreneurship is considered to influence the capability of a company to contend,
acclimatize and accomplish in a vibrant environment empowernng them to renovation existing iems
for sale, adjust marketing and strategic objectives to achieve their goals, and the regenerate their
intellectual capital (Zahra et al. 1999). Thus, the bank propensities in the study are considered n

construct to distinguish the various banks involved (Heavey and Simsek 201 3).

212 Carporate Entrepreneurship Models
There are different models from the literature, which proposed by different researchers in

an attempt to explain mergers and acquisitions as a corporate entreprencurship form or strategic
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development and bank propensities. The section of the discussion concentrates on the inter-
association exists amongst the bank propensities, strategic development, banks experiences, and the
consequences of the entreprencurial practice. Most of them failed in one way or another as they
could not achieve its intended mission or lack some of the necessary elements. The following

segment provides a synopsis of the various existing corporate entreprencurship concepts and
maoddels.

2021 Guth and Ginsherg corporate entreprencurship model

As carlier noted carlier, Guth and Ginsberg { 199)) theorized that corporate entreprencurship
includes two kinds of features. The process includes the new business venture development in an
existing business and the ability to change the existing processes in an organisation, The model

depicted corporate entreprencurship from the perspective of the strategic level of management as
shown in Figure 6 below.

Fitting Corporate Entrepreneurship into
Stratégic Management
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Figure 6; Corporate entrepreneurship model according to Guth and Ginsherg
Source: Cruth and Ginsherg (1990}

This model considers several factors in trying to represent the intensitics of corporate
entrepreneurship. They include innovation or competition, the status of the firm, and the strategic
level of management. Examples that were considered at the strategic level represented values and
conduct. In the status of the firm, the model finds the organizational structure and processes
invalved. On the other hand, the productivity of the company 15 affected by the effectiveness of the
company and job satisfaction among employees.
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The critics of the model associated it with the similarities to a flowchart, which is a historical
association between the corporate entreprencurial ¢lements and corporate  entreprencurship
intensity. The model has managed to elaborate the correlation between the financial performance
of the firm and corporate entrepreneurship but has failed in two other areas. However, it has been
unable to develop the relationship between corporate entreprencurship and its elements as well as
the possibility of getting feedback on the correlation between them. The model also was unable to
highlight any meaningful information associated with propensities associated with mergers and
acquisitions.

2122 Covin and Slevin s corporate entrepreneurship model

According to Covin and Slevin { 1991), corporate entreprencurship 15 solely responsible for
prolonging the sphere of capabilities of the firm and ns prospect by combining all the available
resources. The model was an improvement of Guth and Ginsberg (1990) as shown in Figure 11
below. As opposed to the model developed by Guth and Ginsberg (1990), the model had feedback
loops, which existed between the corporate entreprencurship clements and  corporate
entrepreneurship itself. The model also considered suitable for any corporate entrepreneurship.

From the model, it was noted that entreprencurial orientation is significantly affected both
internal and external elements in an organization. Thus, entreprencurial orientation was weakly
assoclated with the productivity of the firm. The model also highlighted the regulating influence of
three key clements namely the ecology, the strategic and internal factors in the association between
enirepreneurial orientation and productivity of the firm.

The conceptual Model of Entrepreneurship as
Firm Behaviour
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Figure 7: Corporate entreprencurship model according to Covin and Slevin
Source: Covin amd Slevin (1991,
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Critics of the model such as Zahra's one (1991, p. 271; 1993, p. 332) agreed it was weak
and relied on the model proposed by Guth and Ginsberg (1990). There is a fact that it could not
explain some of the critical elements such as the entreprencurial posture concept. As a result of the
disapprovals presented by Zahra (1991, p. 273; 1993, p. 334), enhancements to the model were
introduced, which lead to the development of the Zahra corporate entreprencurship model, which

15 discussed in the next section.

2123 Zalra carporate entrepreneurship model

According to Zahra (1996), corporate entreprencurship entails the blending of the firm’s
abilities regarding technology, change, and venturing. Zahra (1996) also expressly defines the three
ahilities of the company as follows: technology is perceived as the development of new products
and services, processes, and frameworks. On the other hand, venturing entails the increasing ils
present activities or moving into new markets. Lastly, change involves the invigorating the firm's
corporate model as shown in Figure 11 below,

As noted earlier from the cnticism from Zahra (1993, p. 337), the Covin & Slevin model
was revised such that the innovation and environmental clements extensively modified. Zahra
(19493, p. 338) also added a vaniable termed as the munificence to emphasize 115 relationship to the
opportunity-secking variable, From the model, the entreprencurial conduct segregated between the
variable, for example, the corporate entrepreneurship intensity, the essence of entrepreneurial
actions, the various kinds of entrepreneurial conduct and the amount of time for each.

Zahra (1993, p. 340) was also aware of the likelihood that the different tyvpes of
entreprencurial posture could significantly affect the diverse elements of productivity. Based on the
locus of entreprencurship, Zahra (1993, p. 341) contends that corporate entreprencurship can occur
at various levels in a firm. However, the model fails to provide a strategy on how the uncertainties
and inconsistencies dealt with, It also fails to provide a method in which the corporate
entrepreneurship process adopted at the firm level, for example, product innovation or marketing
growth. Another shortcoming of the model involves s inability to recognize the variations of

attributes, which must be present during the entreprencurial activity.
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The conceptual Model of Entrepreneurship as
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Figure 8: Zahra’s model of corporate entrepremeurship.
Sowrce: Zahva (1993, p. 339)

2.12.4 Lumpkin and Dess corporate entrepreneurship mode!

Lumpkin and Dess (1996) suggested an alternate model used to elaborate entreprencunal
omientation concerning the five dimensions proposed by numerous researchers such as Zahra (1991,
p- 241) as shown in Figure 13 below. Some of the dimensions included the desire for independence,
innovativeness; nsk-taking; pro-activeness; and competitiveness, Lumpkin and Dess (1996) in the
model depicted the entrepreneurial orientation as the various methods, practices and the decision-
making actions are central for ventunng into unexploited markets with the present or new
innovative services, Based on this, expected that a new entrant to the market needs to understand
the notion of corporate entreprencurship o succeed (Adonisi 2005; Holt et al. 2007). In the model,
the main factors, which illustrated entreprencurial orientation, incorporated the propensitics to
assume responsibility independently and the readiness to modernize and take advantage of any
opportunitics might result from it (Lumpkin and Dess 1996). The model fails to provide the extent
to which the forms of entreprencurship could lead to bankruptey in a venture. They also fail to
acknowledge the mutual effect that existed between the firm’s strategy, the variables from the

internal environment and productivity of the company.
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Figure 9 Lumpkin and Dess " model of corporate entreprencurship
Source: Lumpkin and Dess (199%6)

2125 Barrett and Weinstein s dvnamic model of corporate entrepreneurship

Barrett and Weinstein (1998) developed the business entreprencurship model to find an
explanation on how the organizational strategy function from the context of corporate
entreprencurship, its elasticity, how it is oriented to the market and organization productivity. From
their model, they acknowledge the mutual effect that existed between the firm's strategy, the
vanables from the iternal environment and productivity of the business as shown in Figure 14
below.

The model envisaged that the onentation of the market was directly related to the linked
between advertising and corporate  entreprencurship and formed the foundation of viable
competitive advantage (Barrett et al. 2000). The onientation of the market has enabled the firms to
articulate the information faster, which has, in tum, has increased the level of flexibility in the
enterprise. Thus, flexible firms developed for workers who desire autonomy (Adonisi 2005). Barreit
et al, (2000) dynamic model is shown in Figure 14 below,
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Figure 10: Barrett and Weinstein s dynamic model of corporate entreprencurship.,

Source: Barreit and Weinstein (1995)

Based on the model, it is expected that the administration of the firms has an enormous duty
to maintain and develop the firm and sustain the performance levels. However, the management of
the company usually fails to recognize the main elements, which could lead 10 business
productivity. The management tends to promote their interest in the firm’s interest,

2.12.6 Several ather integrative corporate entrepreneursiip models

The study also examined other integrative models related o corporate entrepreneurship
intensity. They include the entreprencurship model (Hisnch and Peters 2002), the integrative model
of entrepreneurship ( Breton-Miller et al. 2004), the interactive model (Homsby et al. 1993) and the
strategic integration of entreprencurship (Momis and Kuratko 2002). These models suggest that
corporate entrepreneurship is an enommous concept encompasses several factors, The researchers
of the models specified that the factors selected categorized into three main groups namely the
individual factors, firm-related eclements and the ecological clements factors that related to
corporate entrepreneurship intensity (Covin and Slevin, 1991; Homsby et al., 1993).

Based on the individual-related clements, McClelland et al. (1976) contend that the
inclination to perform an entreprencurial activity builds on the motivation of an individual, which
determined by a person’s inherent traits in the context of the ecology and firms in when the action

happens. From the perspective of the firm, Morns and Kuratko (2002) supported that the notion
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that corporate entrepreneurship must view from a wide angle to understand its contribution to the
company. It entails the administrative and social aspects put in place 0 model the conduct of
individuals in the firm the strategic management oversee, The firm-related elements incorporated
the commitment by the management, reward schemes, structures of the firm and its administrations,

enhanced availability of resources, and the autonomy to performance and model the conduct of
individuals. Based on these factors, the study examined the following four models.

21261 Integrated approach to corporate entrepreneurship

The integrated model of corporate entreprencurship postulated by Hisrich et al. (2002) when
they suggested corporate entrepreneurship decomposed into several steps and stages, represented
in a series of events in an innovation sequence. It can be in tum be applied to the context of the firm
wholly depended on various factors such as the ecological elements in which the events occur. The

integrated approach model is shown in Figure 11 below.
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Figure 11 A representation of the integrated approach fo corporate entreprenenrship.
Source: Hisrich et al, (2002)
The integrated model also highlights various key aspects such as firm related,

environmental, personal, and sociological elements attributed 10 initiating or regulating the
entreprencurial actions. Up to now, the model has failed to be integrated into firm-level
entreprencurship. It 15 based on the difficulty of which it was difficult w integrate all the elements

together such as innovativeness, human resource aspects, and corporate entreprencurship.
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2.12.6.2 Integrative model of entreprencurship

According 1o Breton-Miller et

(2004), the

integrative  maodel

of corporate

entrepreneurship depicted a model based on the concept of inputs, the process of entreprencurial

and the results expected from the process as shown in Figure 12 below.
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Figure 12: Integrative model of corporate entrepreneurship.

Source: Bretan-Miller ef af, ¢ 2004).

In the case, the input ¢lement comprised of five main sub-clements that add to the process

of entrepreneurship such as the ecological options, firm-related factors and related to the individual

entrepreneurs, The factors considered under the results expected include the elements pointed

towards the entrepreneurial intensity, for example, the level of risk-taking, pro-activeness and

technological advancement, the kind of output expected from the entreprencunial actions.

2.12.6.3 The imtevactive model of corporate entreprenenrship

Presented by Homsby et al. (1993) interactive corporate entrepreneurship model

concentrated on combining of firm-related ¢lements and the individual features imtiated by the

trigger as shown in Figure 13 below,
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Figure 13; A representation of the interactive model for corporate entrepreneursiip
Source: Hornshy et al, {1993)

The analysis was based on the integrated model of corporate entreprencurship pursued

sequential steps using various organizational resources and elimination of various potential

challenges during the entical process (Momis and Kuratko 2002),

2.12.6.4 The strategic integration model of corporate emtrepreneurship

In the strategic integration framework of corporate entrepreneurship, entrepreneurship

perceived to concentrate on the overall orientation in the firm by broadly seeing entreprencurship

as an act, conduct, or event (Morris and Kuratko 2002) as shown in Figure 18 below.
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Strategic Integration of Entrepreneurship
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Figure 14 The strategic integration model of corporate entreprencurship.
Sowrce: Morris and Kuratko (2002), adapied from Covin and Slevin (1991,

When the framework 15 compared to the other models, the model theorizes that the corporate
entreprencunial intensity is a fundamental element in the firm's vision and mission, which can
significantly affect the productivity of the firm. Morris and Kuratko (2002} suggested that the most
important aspects surrounding the integrative model are the guantity of the management’s
involvement during the corporate entreprencurship process, which tends to minimize the negative

feedback that obtained from the corporate entrepreneurship process.

2.12.7 Relationship between corporate enfrepreneurship and corporate performance
From the corporate entreprencurship models which were put forward by various authors, it
can be noted there is an expansion of knowledge. The increase of knowledge tends to support the

notion that corporate entreprencurship intensity has significantly influenced the organizational
productivity, financial performance, and corporate change (Sebora et al. 2010; Zain and Hassan

2007; Gupta et al, 2004). Furthermore, rescarchers have held the view that greater levels of
productivity attributed to the entreprencurial intensities and the advancement of technology { Autio
et al, 2000; Kerr and Nanda 2009). Morris and Sexton (1996) also discovered that the quantity of

entrepreneurial intensity has significantly influenced the productivity output in a firm over time.
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According to Van der Post ( 1997), financial performance is a significant pointer of the
results towards the changing aspects of a firm. Zahra and Covin { 1995) supported the view when
they contended that the association between corporate entrepreneurship and financial performance
15 present for innovation and entrepreneurial activities. The entrepreneurial firms are considered
flexible and can be able to handle nsks anse. Therefore, corporate entreprencurship is regarded as
a requirement in a vibrant environment where there 1s enhanced compettion to increase its

performance (Kahkha et al. 2014; Kolakovi¢ et al. 2008),

2.13 Research Model: Applied Behavior Analysis in Entreprencnrship

Behavior demonstrated as the way in which an individual act (Allen and Gale 2000). Before
the definition, Skinner {1953, p. 34) also believes that “behavior is a primary characteristic of living
things. Moreover, poals of organizational behavior management (OBM) are to improve
performance and job satisfaction contributing to the overall development and higher efficiency of
the organization (Culig et al, 2005). Thus, the research of OBM has been being studied and built
from a vanety of academic subjects or muludisciplinary perspectives. These are drawn from a wide
domain of rescarch such as sociology, psychology, anthropology, social psychology, economics,
and political science among others. The psychology contributed 1ssues such as “the theory of
learning, motivation, stress, and personality,” (Culig et al. 2005, p. 34). The sociology contnbuted
aspects such as “theories of social structure, social status, and institutional relations™. On the other
hand, the Social psvehology dealt with issues such as “leadership, socialization™, The contribution
of anthropology includes theornies of symbaolism, cross-cultural studies, comparative analysis. The
contribution of ecomomics includes “theories of compettion and efliciency.” Lastly, the
contribution of political science includes “theories of power, conflict, bargaining, and control™,

From the managerial perspective, Wagner and Hollenbeck (2014) argued that the
contributing disciplines attach the behavioral analysis into three levels of the organization. They
cited disciplines such as the study of psychology, sociology and social psychology among others.
The study of psychology contributed to the standard of individual behavior (micro). On the other
hand, social psvehology and sociology focus on the degree of group behavior (Meso), Moreover,
lastly, the disciplines mentioned above with the other such as anthropology, economics, and
political science, among others dealt with the behaviors of entire organizations (macro)™,

In fact. if looking at the environmental aspects, the micro-organizational level aims at the

forces from the internal environment of the bank such as: “vision, mission, strategy, culture,
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motivation, leadership”™ directly affecting the risk-taking behaviors and working attitudes of
individuals or each division in the banks (Wagner and Hollenbeck 2014, p. 34). Moreover, the
macro level focuses on the global or national forces surrounding the banks such as “economic
developments, demographics, government structure, politics, and technological developments™ as
external environment influencing on the formations of the banks® processes and structure and
accordingly governing the nature and behaviors of banking employees. The meso level as the
middle-range between micro and macro levels deals with transactional forces for the banks such as
internal stakeholders (employees, managers. owners) and external stakeholders {investors, strategic
alhiances, the state banks, supervisory authonties, competitors, among others). Thus, it is fruitful 1o
maoderate the linkages among these interactive levels.

Apart from organizational behavior management (OBM), Bailey and Burch (2002) claimed
that applied behavior analysis (ABA) attempts to empinically develop the systematic application of
interventions. The main purpose is to improve employees’ behaviors and motivations to do the best
al their jobs and develop the organization, Similarly, to the levels of OBM, ABA's behavioral
interventions are also categonzed into three levels of analyses; “micro, meso, and macro
interventions.”

To support the idea of behavioral interventions, Skinner (1995) argued that the applied
behavior analysis 15 pimanly involved in the method of cause and effect by identifying a change.
He further added that the can be done creating a connection between dependent and independent
variables. Another method which can be used to create a functional relationship berween
antecedents and consequents is to establish the systematic operations for the proper interventions
to influence behaviors,

Moreover, Avey et al. (2011) review there are two best-known behavioristic theories
contributing to modification of the emplovee's behaviors and overcoming the restraining forces of
organizational change as the follows:

Classical conditioning was developed by Ivan Paviov, the Russian pioneer, and John B.
Watson as a stimuli-response formula (S-R) for reflexive or unlearned. automatic behavior. A
change from unconditioned 1o conditioned stimuli leads to a reflexive response.

Moreover, operant conditioning introduced by the Harvard psychologist B.F. Skinner
(1930} as response-stimuli (R-5) for leamed, not reflexive behavior. Its antecedents and

consequences of behaviors decide its voluntary responses. However, operant conditioning is more
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applicable and reasonable than classical conditioning in the field of Human resource management
because the employees” behaviors in workplaces are leamed through the previous experiences
rather than reflexive, Moreover, the application of operant conditioning can be understood as part
of reinforcement theory. Thus, employees will actively participate and learn to perform the expected

behavior to achieve the preferred consequence (or stimulus) (Chiva and Alegre 2005).

@) Risk-raking behavior toward banking loan

Due to the fruitful application of ABA 10 business management in general and operant
conditioning to human resource management in particular, the study looks at the perspective of a
micro-level behavioral intervention with special reference 1o operant conditioning to gain a better
understanding of risk-taking behaviors of banking emplovees, The previous part has eritically
summarized the literature reviews of behavioral intervention and operant conditioning, as the
foundation for the part will examine the literature of risk-taking behavior. Risk-taking behavior in
financial institutions has been examined from multidisciplinary perspectives: “agency problem and,

adverse-selection.™

b Agency problem and adverse-selection (moral hazard)

According to Roy (2008), the banks” key activity is to manage nisks in “their intermediation
process™ o make value. The main banking risks including operational risk at micro, credit risk at
meso and market risk at macro. Examples of operational risk at the micro include fraud, corruption,
business operations, efficiency, supply chain, business cycles among others. On the other hand,
credit risks at meso include the nsk of capital, credit, liquidity, and Insolvency. Lastly, the market
risks at macro level include exchange rates, interesi rates or from fluctuation in bond among others.

Besides, banks also face the strategic risks during M&A and the modern risks coming from
asymmetric information and conflict interest among participanis as follows as shown in Table 5
below. The paper aims at the risk-laking behaviors ol banking staffs at the micro level so that these
behaviors more appropriate to fraud and corruption of banking employees as parts of operational
risks.

- Antecedent—Behaviors—Consequence

- An antecedent is an environmental or physiological stimulus(3) that precedes behavior. In
the case, of moral hazard, a cut in salary of banking staffs is stimuli for their fraud or

comuption to make up the low wages.

106



Contribution of M&A to Corporate Entrepreneurship 107

Dependent variable: (behavior, also called response (R)), is the target behavior. The paper the
target response is proper risk-taking behavior with no frawd and no corruption.

- Independent variables: (A) antecedent environmental events and consequent events (Bailey
and Burch 2002}, Besides, when an antecedent stimulus influences the hkelihood that a

response will occur, the paper calls that a discriminative stimulus.

Independent | Dependent Indlependent Independent Diependent
varinhle virinble varible variable variahle
Discriminative & Dizcrinrinative &
Undesired i oL Desired Response
) Punishing Desired Fesponse Heinforcing
Stimulus Response o R (IR
Stirnaeli (R Stigniuli
{UR)
(P5) (R5)
Amecedent Behavior Consequence Target behavior Consequenios Target behavior
Fraud and Imipase a fine The proper risk-
Cut i salary [ : ) P ; The proper risk-
Cormuption taking behavior of
i g ; taking behavior
Drismass pob banking staffs with Rewards
of bankimng staffs
Prosecuting a no fraud aimd Bo !
with Pleasure
crimingl cose cormuption

Table 2: An antecedent stimulus influences the likelihood that a response will occur

214 Regularory Bodies and Key Legislation Regulating Md&A Activity

In commeon, transactions related to M&A are governed by the investment law, the law on
securities, the law on competition, the law on enterprises, and other related decrees and legislation.
In addition, there is also legislation that focuses on specific business sectors, Thus, any changes
made to the capital structures and relevant enterprises are generally governed by the State Securnifies
Commission in Victnam (Rao-Nicholson, Salaber, and Cao, 2016). Additionally, the Ministry of
Planning and Invesiment along with Vietnam Competition Autherity as well as specific strectures

manage the sectors.

215 Recent Changes in Kev Legislation and Regulaiory Bodies

In September 2015, Decree 60 was enacted that decreased the foreign ownership limits in
public enterprises. In fact, it was a positive regulatory act that allowed investors 1o be more
influencing in Vietmamese companies. At the beginning of 2017, the new Civil Code came into
effect and changed certain terms and conditions for M&A operations. For instance, the changes

were made to the late statute of limitations, payment rate, and the third-party rights { Rao-Nicholson,
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Salaber, and Cao, 2016). In addition, the changes in the government members related to the

Communist Party as well as the state ownership divestment plan can also affect M&A transactions

(Rao-Nicholson, Salaber, and Cao, 2016).

2.16 Predictions for the M&A Market

The government of Vietnam issued a list of the enterprises run by the state in January 2017,
The list will contain the companies retained entirely by the government. [n addition, the government
has represented the list of entities where 1t will decrease stakes during 2016-2020. In comparison
to the former plan of 2014, the government chose 137 SOEs for equitization during 2016-2020. In
the lisy, a state holds a more than 65% in four SOEs, while there is only 50-65% in 27 S0Es, and
less than 50% in 106 SOEs, Big firms like PV Oil, Saigon Trading Corp (Satra), Benthanh Group,
Binh Son Refining and Petrochemical Company, and PV Power were also in the list (Rao-
Micholson, Salaber, and Cao, 2006). In the way, the government expects to increase equitization in
the M&A market within the next years. Therefore, the legislation that implements equitization and

state ownership divestment should be amended 1in accordance with the recent market condition.

217 Recent Notable M&A Transactions for the M&A Market and the Structures

In 2015-2016, nine of the top ten M&A deals included foreign investors. In addition, they
were led by the acquisition of Big C Vietnam by Thailand's Central Group for $1.14 hillon (Rao-
Micholson, Salaber, and Cao, 201 6). Therefore, the consumer sector represents a great potential for
Vietnamese and Thai investors in the entire Vietnam marketplace. However, real estate is another
industry that is still very attractive for a great amount of the foreign M&A investors. Singaporean
and South Korean stand out of all the investors. In particular, Singaporeans were one of the most
active buyers in 2016 having purchased the Grade A Kumho Asiana Plaza Saigon for 5215 million.
In the M&A market, the Japanese investors are still active {Rao-Nicholson et al. 2016). Lots of
industry leaders like Beer Alcohol Beverage Corporation {Sabeco) and Saigon Vinamilk follow the

plan of state ownership. In future, they can be targets for foreign investors,

218 The Most Active Sectors for M&A Transactions in the M&A Marker

Particularly, 2016 has been a great year for Vietnamese M&A. The banks witnessed the
emergence of billion-dollar M&A deals, which, in their tum, influenced the great number of
industries. The main businesses were retail, consumer goods, and real estate sectors. Additionally,

the main driving forces for the M&A activities and development were the divestment of different
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state-owned enterprises like Vissan, Vietnam Airlines, and Petrolimex. In addition, there were
involvement and accession of the major players in the region. The most active players were
Singapore, Thailand, and Japan in the real estate market recovery (Rao-Nicholson, Salaber, and
Cao 2016).

219 M&A Deal Flaws in the Market and Comparison to the Previous Years

In general, M&A activity in 2015 showed a record result of $5.2 billion in comparison to
the results of 20012, The value of M&A deals was more than 33 billion has increased by 28% in
2015, Therefore, 2016 was a boom year for M&A transactions. Additionally, 2015, as well as the
first half of 2016, became prominent with the emergence of billion-dollar deals in M&A never
witnessed before, The fact had a particular influence on industries and economy in general.

In 2016, both public and private transactions in M&A have been conducted as well as the
private transactions with high value. One of the examples is the acquisition of Metro Cash & Carry
Vietnam and Big C Vietmam. In addition, public strategic sales in Vietnam Adrlines and Vissan also
had great impact. As of 2016, the greatest part of the public transactions outsourced from divestment
transactions. At the same time, the private transactions concentrated on real estate sectors, retail,

pharmaceuticals, and FMCG (Rao-Nicholson et al. 2016).
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Chapter 3: Research Design and Methodology

I Introduction

In theory, the research methodology should be consistent with the research interest, the
research goals, the assumptions, and the aims of the theories in order to formulate the logic and
coherent structure of the research paper (Gephart 2004, In other words, the rescarchers should give
clear explanation for research methodology, adequacy of research design, and satisfaction to
connecet  between conclusions and rescarch objectives. Hence, the study will take these
recommendations into account. Besides, in order to obtain the systematic and rigorous research,
Saunders et al. (2003) suggests using “the research process onion™ which 15 also utilized by the
study to demonstrate them as the guideline for its rescarch methodologies: Research philosophy,

Research approaches, and Research sirategies.

3.2 Research philosophy

Crotty (2012) characterized a theoretical perspective as a philosophical position of
enlightening the strategy and setting a connection to the procedure, 115 rationale, and critena for the
study. From literature, the rescarch methods have enlightened various rescarch philosophies that
researcher has utilized to influence the methodology, such as post-positivism, interpretivism, and
positivism. Thus, the difference in these philosophical points does not imply there is one standard
position superior o the others (Saunders et al. 2003). Saunders et al. (2003, p.83) also emphasizes
that the research philosophy categorized into three views: “positivism, interpretivism, and realism’
determines how the rescarcher formulates research approaches and research strategies. More to this
point, due 1w the fact that the research mterest just focuses on sk taking propensities,
responsible entreprencurship, punishing stimuli, and possibility of bankruptcy, the type of the
research might belong to the quantitative research with the aim of examining the impact of the risk-
taking propensity of listed & Unlisted banks in general and M&A banks in particular in Vietnam's
developing business sector. In fact, positivism philosophy refers to the scientific research method
guided by theories to explore the truth by testing the vanables.

Besides, to support philosophical position, various researchers have examined epistemology
in their studies in an attempt to comprehend it. According to Crotty (2012, p. 34), epistemology is
viewed as a method of comprehension and clanfying how we realize what we already know,”
Epistemology can also be seen to deal with giving a philosophical establishment from which one

can choose the knowledge, which i1s conceivable, and how we can guarantee legitimacy and
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accuracy of the study. Epistemology will seek to provide answers to the following inquiries of the
study:

® To what extent the banking risks can be explained by M&A as the entrepreneurial entry
mode selection of commercial banks in Vietnam from 2007 w 2018 with the
measurement of Z-score bankrupicy propensity and the reference to corporate
entrepreneurship? Whether the listed banks & Unlisted or M&A can moderate the
possibility of bankruptey?

o  What are the factors of banking risks (Credit sk, operation risk, leverage risk, liquidity
risk, and market nsk) of the banks? What would help to explain a significant amount of
variance in bankruptcy?

In sum, by embracing a positivism paradigm, the study will seek to understand the risk-

taking propensity of the listed & unlisted banks in general and the ¢ight alrcady M&A banks and
the possibility of them entering into M&A as a result of high bad debts. From the data gathered, the

researcher will have made elucidations from the statistics 1o serve the general goal of the study,

1.3 Theoretical Approach

Distinction of quantitative and gualitative evaluations 15 a methodological 1ssue. Thus, the
quantitative methodology was chosen due 1o its appropriateness to answer the rescarch inguiries
{Saunders, 2011). Particularly, the methodology gives an opporunity to associate data on a
formalized toolbar with the introduction of analysis. Based on the quantitative results and data of
all varietics and components, one can interact and make appropriate managerial conclusions. Thus,

the quantitative method 5 a great way to get the results and justfy or confirm the hypothesis.

Nicholls (2009) noted that the qualitative research underestimated the sigmificance of the
way social importance is built and focused on the correlation between the topic of interest and a
researcher. Nevertheless, the quantitative research is focused on the analysis of the causal-effect
relationship between variables and their estimation. In his turn, Alvesson et al. (2009) found the
differences between quantitative research and qualitative one stating that qualitative research
alluded to the definitions, implications, qualities, illustrations, ideas, portrayals of things, and their

symbols while quantitative research measures and counts the data provided.
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Quantitative and qualitative approaches are very different when it comes to the ingquiries
asked, analyvtical targets, and kinds of data collection technigues; the produced data, and the
adaptability level in design of a study.

The process of a research was started by finding the exploration issue and outlining the
targets of the study. Then the study created one main research inguiries, which assisted in the
development of the research variables and a theoretical framework for the study. The study also
performed a literature review guided by the rescarch goals and locating the missing gaps.

The development of hypotheses was done guided by the research questions to check certain
parts of the study. A research also selected the technique and the strategies which can provide
answers to the ingquiries. The collection of data was done using quantitative methods. A researcher
will try to understand the collected data, where a regression model for the inclination of risk-taking
for banks in Vietnam will be created keeping in mind the eventual goal is to secure banks against
potential risks derived from high bad debts and high probability of bank M&A.

In generally, based on the study’s philosophical and epistemological perspectives, the study
only utilizes quantitative approach to formulate the research hypothesis and propositions.

In particularly, the research approach, according 1o Saunders et al. (2003), in harmony with
the positivism philosophy. 15 the deductive approach which aims at promoting “the confirmation
to theories through predetermined goals”. In illusteating this perspective, the theories for
confirmation, as discussed previously in the literature, are the risk-taking propensities and the
prospects of M&A for bankruptey attached in the predetermined hypothesis which will be tested.
In other words, the study believes in the use of “Positivism Philosophy™ as the best fit for ns
deductive rescarch type usually adopting scientific method in order to formulate an objective and a

systematic study (Wagner, 2007).

3.4 Hypothesis Development

Since there are exceptionally constrained studies on the extent of which M&A can explain
the banking risks as the entreprencurial entry mode selection of commercial banks in Vietnam, the
study will adopt numerous variables as well as the hypotheses, The specific hyvpotheses adopted in

the study and its measurements are as follows:
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The M&A process can be boosted because of its interdependence. In a similar way, it can
be hindered by a power imbalance. Capital 15 one of the crucial resources for the survival of the
organization. The degree of bank reliance is characterized by the proportion of bank loan parities
to the aggregate linbilities with interest, Less dependent banks are more subject to security markets
that will enhance the market liabilities of the banks.

A high or low ROE should be seen concerning an organization’s debt-to-equity relationshap.
The return-on-capital-employed (ROCE) proportion, supplements the returm-on-equity proportion
as 1t includes the obligation liabilities 1o assess an organization’s aggregate capital used. Therefore,
the measure reduces the focus for a better understanding of a capacity of an organization to produce
returns from its open capital base.

According to the research done by Rao-Nicholson et al. (20016), by contrast, the net income
with the aggregate of an organization’s equity capital and debt, investors can get a clear picture of
how the utilization of leverage affects an organization’s performance. The authors state that
financial analysts utilize the ROCE cstimation to obtain a complete profitability index as it
determines the administration’s capacity (o generate imcome from its pool of capital. Earming of the
bank is the largest source of revenue (Rao-Nicholson et al. 2016). If it can be able to attract more
income, then it can be able to stop dependence on other financial institutions or the Central Bank
to be able to fulfill its obligation without going into bankruptey, 1f it 15 not the case, banks with
huge debts on its shoulders will close its operation or enter into M&A sooner than expected. A firm
with decliming earnings 15 more 1o be acquired by another firm to minimize its capital dependence.

Moore (1997) examined the probability of a bank merger or acquisition among financial
institutions during the period 1993 — 1996, Using the logic esumation process, Moore (1997)
scrutinized the association between the possibility of an acquisition and the factors involved that
can affect the market efficiency of the banks for increased profits. The technique employed in the
analysis was similar to Hannan and Rhoades (1997). The study also examined whether the acquinng
bank was significantly performing in the market as compared to the acquired bank. From results of
the study provided several outcomes. First, the study discovered that the market shares, ROA, and
CAR of the targeting bank were statistically insignificant to the possibility of the commercial bank
being acquired. Secondly, the researchers hypothesized that the resources of poor performing bank

transferred to better managed and performing bank to stimulate growth (Hannan and Rhoades
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1997). The resulis from the test of the hypothesis indicated a negative coefficient of performance
suggesting that it 15 appropriate to transfer resources o a performing bank.

Thirdly, the researches made by Hannan and Rhoades (1997) discovered a negative
coefficient of the CAR that was statistically significant suggesting that it mirrors the historical
performance of the banks. It also implies that the commercial banks with lower levels of
capitalization are to go into bankruptey and they acquired. The banks with low capitalization are
more to attract acquiring banks that have managers with vast experience in oversecing the greater
performance of the firm with higher levels of advantage (LEV).

Lastly, the research by Rauch et al. (2009) found out that the measure is representing market
focus suggesting the probability of acquisition between the two types of firms, which is publicly
listed and unlisted firm. Furthermore, a positive coeflicient for the market focus indicated there was
2 high probability of an unlisted firm being acquired while a negative coefficient suggested that
publicly listed firm in the stock exchange acquired due to the regulatory measures in place.

Therefore, based on the question *Whether M&A ay entrepreneurial entry mogde selection
can moderate the bankruprey propensity of commercial banks™ the hypothesis will be used to check
the correlation between performance and bad debis. For the hypothesis, capital employed, ROCE
and ROE will be utilized obtain a comparison between different banks selected for the study, the
banks will the weakest ratio will be deemed 1o be acquired by another firm to mimimize capital
dependence, the will also be tested using t-test comparing the variables in the study. A significance
level of 5% (p=0.05) has been set and will be measured with a 1-test test.

Hypothesis 2: Large banks en in many m and acquisitions, unlike small banks.

As per the hypothesis, the amount of time a bank has been operating is considered relevam
to the possibility of acquired. The regulatory framework of most nations has forbidden most
acquisitions of new commercial banks, to allow it to operate for some vears and gain entry into the
market. It attributed to the lack of consideration in determining the age of the acquired commercial
bank. Therefore, the age of the commercial bank remains an unmeasured factor of performance. It
is 10 anticipate there is a statistically insignificant relationship between the commercial bank's age
and the possibility of an acquisition.

On the other hand, the commercial bank ‘s size of the targeting is an cssential element that
needs to be considered. The correlation between the commercial bank’s size and the possibility of

acquired is considered complex, and there are very little empirical results. There is a high possibality
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that other factors also affect the relationship between the commercial bank’s size and the possibility
of acquiring such as the cost of acquisition, ROA, capitalization of the firm among others. The
distance between the targeting firm and acquiring firm can also enhance the possibility of acquired.
If the acquired firm 15 associated with the higher scale of economy regarding the cost of acquisition,
then the acgquiring firm might be inclined to acquiring the large commercial bank. However, there
is a higher possibility that the cost associated with the purchase of most firms could be misleading,
especially for smaller commercial banks, The relationship between the bank size of the acquinng
bank and the targeting bank are significant elements suggest that the large commercial banks target
other businesses. It points out to the likelihoods of acquired by a firm sigmificantly vary with size.
These deliberations indicate that the quantity of possible acquirers that could sufficiently acquire
some targets 15 essential in determining the possibility of being acquired.

According to Strahan and Weston ( 1998), there is evidence which suggests that older and
larger banks are ofien unresponsive towards the needs of other smaller banks which they have
acquired They added that larger commercial banks tend to deny offenng loans to small banks and
firms based on their size and capital base. Ali (2013) supporied these findings when he discovered
that older firms tend to augment their competitive position on the stock exchange while the young
firms tend to struggle to increase their market presence through investing in marketing and
promotions,

Maudos and Solis (2009) and Maudoes and Guevara (2004) found a positive dependence
between the size of the lending activities and Net Interest Revenue (NIR) of the bank. When market
nsk and credit nisk oceur, the greater scale of lending will reduce the losses, In the meanwhile, the
studies by Hawtrey and Liang (2008), Zhou and Wong (2008), and Kasman et al. (2010} identically
found a negative dependence between the size of the lending activities and Net Interest Revenue
(NIR). The large banks will lend more money at the lower interest rates than smaller banks and then
lower nel interest revenue.

Stiroh (2004 found out there is a high possibility of enhanced operating efficiency among
large commercial banks when they are involved in either mergers or acquisitions. Montoriol-
Garriga (2008) highlighted three key benefits derived obtained from a merger. These benefits
incorporate cost reductions, income growth, and improved bank size. Based on the benefits, the
commercial bank can be able to achieve the greater scale of cconomies and diversify their scope of

operation in the business,
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Montoriol-Garriga (2008) anticipated that the size of the commercial bank immediately
afler the merger or acquisition could assist the bank in a leading role, which can empower the bank
to significantly impact stock prices in the stock exchange in their favor. The size of the commercial
banks expected to promote the acquired bank to lessen its refinancing fees due to its newly acquired
status and size. Thus, it is vital for both the acquired and acquirer to evaluate their financial ratios
o deliver their indicative vield.

McMNulty ¢t al. (2013) also looked at the association between commercial banks, which are
small, and their lending capacity. The outcome of their study indicated that the bankruptcy
propensities o small entities slightly reduced as the commercial bank increased in size. They also
found that the development of these small entities was not in line with the actual development of
the commercial banks regarding size.

Hadlock et al. (1999 examined the relationship between some ¢amings obtained by the
banks and the likelihood of being acquired using a sample size of 84 acquired and 84 non-acquired
commercial banks during the penod 1982-1992. Their study concentrated on the organizational
structure of the firm after both firms have completed the acquisition. The result indicated there was
no association between some camings obtained by the commercial banks and the likelihood of
acquired. The study also found there is a low possibility of acquisition taking place if the manager
of the bank has a larger stake implying there 15 a high propensity for long-serving directors and
managers o prevent the acquisitions of the bank, which can be potential perform better under
different management.

On the contrary, Ashcraft et al. (2010) discovered that a significant percentage of the loans
awards to entitics were advanced from small commercial banks. They further added that the small
commercial banks during the period 1993 - 2006 accounted for below %1 billion indicating 14.1
percent of the aggregate deposits and 9.7 percent of the aggregate banking resources. It accounted
for 284 percent of small size lending among the commercial banks. Based on this, it can be argued
that the results be in ling with the lending propensities of small size commercial banks,

Thus, it is essential to consider the effect of fimm’s size on corporate entrepreneurship and
performance of the commercial bank. It is based on the uncertainty regarding the results of small
commercial banks and the possibility of generalized the resulis to larger commercial banks. In
addition, it contributes to the fact that smalls firms solicited to provide performance data used as

reference point,
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Therefore, based on the question " Whether a bank’s size and bank’s age is inverse to ils
likelihoods of being involved in a Mergers and Acguisitions {fazard),” the hypothesis will test the
association between bank's size, bank’s age, and M&A. For the hypothesis, a linear relationship
will be determined if it exists. Itwill be tested using regression analysis to determine the relationship

based on a significance level of 5% (p=0.05).

institutions.

MNumerous studies have concluded entreprencurs showed an essentially higher nisk-taking

propensity as compared to small-scale managers or business owners. One of the qualities of an
entrepreneur is risk-taking. According 1o Carland et al. (1995), risk-taking conduct continues to be
a notable part of entrepreneurship up to date. However, Brockhaus (1980) discredit the traditional
view with a study, which demonstrated no contrast between the risk-taking attributes of
entrepreneur or Manager.

According to Stewart Jr, Carland, and Carland, ( 1998), nisk taking has long been referred to
as a particular trait that distinguishes entreprencurs and small business owners as well as their
management colleagues in both small and large organisations, It is believed that entrepreneurs take
on more risks than managers do since any entreprencur actually has the pnmary responsibility for
making a decision. Nevertheless, contradictory results in numerous studies raise the question of
measuring the design of the propensity to risk the visa regime with entreprencurship. A number of
empirical studies of risk-related behavior have been camied out. However, these studies did not
provide any eventual precise results.

Brockhaus (1980) also analvzed the risk-taking propensity of entreprencur utilizing the
Choice Dilemma Questionnaire (CDOQ) of Wallach and Kogan (1964). Brockhaus characterized an
entreprencur as a person as one who is a proprietor as well as a supervisor of a business entity who
was not emploved somewhere else. Brockhaus ( 1980) analvzed three classifications of individual:
(1) entreprencurs who had started their business venture in 3 months preceding the study; (2)
managers who had changed positions in their organizations in 3 months before the study; and, (3)
managers who had changed employment in three months preceding the study. At last, he contrasted
the scores of the respondents with the regulating information reported by Kogan & Wallach (1964),
Respondents were drawn from employees who attended workshops.
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In particular, Brockhaus (1980) contemplated that utilizing entrepreneurs at the beginning
of their business would incorporate those that who failed, consequently removing a conceivable
predisposition  from the results. Comparing the entreprencurs who begun businesses with
managers/directors who had experienced late changes in their careers, they were more regular
people as opposed to beginning entreprencurs. Utilizing Analysis of Variance (ANOVA), the author
also found no factual contrasis among the three groups. Ulilizing a chi-square test with a 25
certamnty level, he found no contrast between the normative Kogan-Wallach information and the
respondents’ scores. In the manner, Brockhaus reasoned that the risk-taking affinity of an
entreprencur is the same as the inclusive community.

In another study, the Carland et al. {1995) analyzed the propensity of risk-taking of 114
business people, 387 supervisors, and 347 small entrepreneurs utilizing the Risk Scale of the
Jackson Personality Inventory, Entreprencurs showed fundamentally higher values of the nisk-
taking propensity than small-scale entreprencurs or supervisors represented. Distinction in scores
of beginning entreprencurs and their directors was not measurable.

The Carland study (1995) analyzed nsk-taking propensity as it was identified with
demographic contrasts, for example, sex, age, and education. The outcomes showed that more old
respondents showed a lower level of a propensity to risk-taking than younger participants. Masters
and Meier (1988) likewise looked at the nsk-taking among entreprencur utilizing the Questionnaire
of Kogan-Wallach Choice Dilemma recreated the Brockhaus study. They inspected fifty individuals
who were either beginning entrepreneurs or managers. The members were chosen from the list of
the beginning entreprencurs and managers that attended workshops. They had not revealed the span
of the different subsets of the example; however. they reported no distinctions in CDH) scores in
any of the examinations.

This study will present a practical consideration of nisk-taking propensity employing the
listed banks in Vietnam to explain if they enter into entrepreneur after M&A. The hypothesis 15
based on two broad ingquiries. These inguines include “What are the main factors including the
factor of the corporate entrepreneurial intensity of the banks™ and “what would help to explain a
significant amount of variance in bankruptey.”™ the hypothesis will be utilized 1o test the relationship
between risk-taking propensity and responsible entrepreneurship. For the hypothesis, a significance
level of 5% (p=0.05) has been set and will be measured with a correlation test.
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fraud and corrption.

From the literature, there are concerns about formal pay arrangements that have added to

nsk-taking duning the financial crisis. As economusts perceive for the environment and outside
imperatives, the performance and nisk decisions of firms depend on the motivations of firms’
officials. Sadly, as opposed to give motivating incentives to keep away from extreme risk-taking,
the arrangement of pay in banks encourage nisk-taking,

According to Larkin and Pierce (2015), compensation systems are fundamental for
organisations. In fact, motivating the efforts of employvees, attracting, and retaining emplovees with
skills are necessary to improve the productivity of the company. While financial and other external
incentives built into compensation systems are powerful wols for increasing productivity, they can
generate perverse economic incentives (Larkin and Pierce 2015). Due to lack of cooperation,
psychological and social responses motivate a wide class of counterproductive actions to clearly
illegal misconduct.

In addition, Lassen, Gentsen, and Riis (2006) suggest the holistic effects of multiple classes
of compensation systems increase the productivity and inappropriate behavior of employees. In any
case, a certain attention is paid to behavioral responses of non-executive workers and their impact
on improving performance. The consequences of compensating for both productivity and
misconduct tend to go in the same direction. Systems that encourage ¢ffort often motivate action,
According to Larkin and Pierce (2013), managers usually focus only on one dimension and ignore
the broader costs of the compensation system. An important consequence is that the optimal level
of misconduct is rarely zero, and the best compensation systems recognize a trade-off between
performance and ethics.

MNumerous resgarchers have also tried to examine the possible association between salary
reduction and nisk-taking propensities. Saini and Martin (2009) outlined a positive correlation
between risk-taking propensities and firm productivity amongst the privately owned firms as
opposed to publicly listed firms. Sitkin and Weingart (1995) and Hoskisson et al. (1991) advocated
for the management of the company in two ways, reward or punishment. According to Saini and
Martin (2009), nsk-taking propensities is considered part of strategic management ‘s function
where the ability of the firm to oversee risks diverges from its policy response. Dasgupta et al.

(2016) elaborated that companies with workers caming relatively high salaries or wages linked to
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low risk-taking propensities and tend to be involved in less risk-taking ventures and higher
advantage.

The major issues were examined analvzing the remuneration at Lehman Brothers and at
Bear Stearns. They reported that despite the financial crisis of the organizations in 2008, the primary
problems for 2000-2008 were considerable for the organization’s' main five officials. The top
officials routinely emptied altermatives and shares. Extensive reward remuneration further
expanded the top adninistrators’ setilements amid 2000-2007; while the profits provided the
premise to these rewards vanished in 2008, the organizations” compensation courses of action did
nol contain any recovery plans to empower recovering the rewards paid.

Kantsukov and Linnas {2013) looked at the risk propensities and patterns of senior bank
officials at the different working environment in a compare and contrast exercise. The semor bank
officials were selected from three nations that are Ukraine, Sweden, and Estonia, The senior bank
officials most considered pant of the strategic level of management such as CEOQ, CFO among
others. The results of the study indicated that the nisk propensities and patterns of the CEOs and
CFOs were in line with the strategic objectives and culture.

While Fahlenbrach and Stulz (2011) did not find proof supporting the hypothesis that
compensation structures have added to risk-taking, a considerable number of research studies give
such confirmation. A few studies observe that nsk-taking 15 connected with the sensiivity of the
CEO to return instability. Risk-taking was distinguished to be related to the sensitivity of the CEO's
pay to fransient income per offer. Besides, reliable with the perspective that the bonds of official
enthusiasm 1o results produced nsk-taking motivations for equity holders however not for
bondholders, risk-taking was observed to be adversely connected with inside debt possessions by
bank CEOs and correlated with CEOZ value-based remuneration. The extent to which the CEQ's
remuncration corresponds to the sharcholders’ welfare affected by the risk propensities they
regularly assume. The results from the literature remain inconclusive. There 15 a need w0 determine

the extent to which the reduction of employees” salary could affect risk-taking propensity,

taking propensity

Early studies on entreprencurship concentrated on mental attnbutes of entreprencurs, for
example, risk-taking propensity (Knight 2012), the locus of control. and the need for
accomplishment  (MeClelland  1965). Researchers  have proposed similar models of the
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entrepreneurial start-up procedure as in every one of these models concur with the depiction of an
interactive relationship between the individual and its surrounding. The risk-taking inclination is
identified with adverse performance. Successful entrepreneurs moderate the negative relationship
between the business performance and nsk-taking propensity.

Sakalauskaite (2018) conducted an outstanding investigation regarding bank misconduct
and stumuli for the proper conduct at the workplace. He used a fresh set of data on bank misconduct,
which led to the cost of holding a sample of 30 monetary institutions i 2000-2016. It demonstrates
the fact that the offense is frequent, and its tension varies depending on the business cycle. In
addition, the imtiation of misdemeanor is related to the schemes of bank fees, increasing with CEOQ
bonuses during periods of high financial recovery and at the highest level of leverage
(Sakalauskaite, 2018). Eventually, a theoretical model is constructed in the document in which
illegal behavior 1s associated with banking nisk provided a commentary on the observed dynamics.
Therefore, the implementation of lucrative but dangerous plans urgently requests more brutal
payment structures and increased incentives for the manager to play a role in other events that
promote short-term returns. The findings have results for regulation aimed at preventing abuse of
treasury posilions in monetary institutions,

MeClelland (19635) contended that people with high accomplishment inspiration tended to
take more nisk, while people with low levels of accomplishment demonstrated fewer reservations
toward risk-taking. In accordance with McClelland's inspiration theory, the study proposes the
following hypothesis to test the relationship between Punishing stimuli by imposing fine and the
proper nisk-taking propensity. An entreprencur's accomplishment motivation toward setting up their
new organisations might be a critical indicator of entrepreneur’s propensity to take or avoid risks
with vulnerability. In addition, stafl with higher motivations will how the larger amount of risk-
taking propensity since they seck self-fulfillment regardless of the fact that the circumstance at
which they are confronting 15 loaded with vulnerability and flightiness. The hypotheses under the
section will be tested using Pearson correlation to determine the relationship between the variables
being tested.

Alternative Hypothesis (H,0); There is a positive relationship between Punishing stimuli and

the proper risk-taking propensity.
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Chapier 4: Data and Methodology
4.1 Introduction

This section analyzes the methods used to collect data. It describes the methodology, data
collection procedure, sampling, and analysis of the data, Data was gathered with the help of
secondary online sources, which is a quantitative technique. The information was analyzed using
quantitative technigues to determine the distinctive ways in which list banks approach risk-taking
propensities through the listed & the unlisted status in general M&A status in particular. The section
ends with a discourse of issues identified with validity, reliability. and generation of the outcomes,
and tnangulation.

Particularly, for the study. quantitative methods were chosen. They are better than
qualitative since they give an opportunity 1o associate data on a formalized wolbar with the
introduction of analysis. Based on the quantitative resulis and data of all varicties and components,
one can interact and make appropriate managerial conclusions. Thus, the guantitative method is a
greal way to get the results and justify or confirm the hypothesis,

For many centuries, the method’s design has not changed and is considered appropriate in
many scientific disciplines. A quantitative method may be good for testing the results received in a
series of experiments, in fact, which allows concluding and narrowing the possible directions of the
formation of the study. Thus, the nght methods have been widely used to collect important data and
results for M&A in Asia. The data collection, tools, and selection procedurcs were one of the
leading methods to determine the specifics of M&As.

4.2 Data collection methody

4.2.1 Darabases

Whether the findings are credible or not depends on how validity and reliability of the data
collection are. In connection with this view, Saunders et al (2003) also believe that the appropriate
method of data collection plays a crucial role in enhancing credibility of the research finding. The
method of data collection must be closely and supportively related to the research methodology.
Besides, it is undoubted that the most common used sources of data of collection for the adopted
research methodology are historical data, official statistics, government reports, web information,
previous researches..... to answer 5 hypotheses and examine the Z£-score model as proposed by
Nguyen Thanh Duong (2013) and Chiara Monte et al. (2013). Especially, from these official

sources, the data is extracted from the balance sheets, income statement, other financial reports of
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40 commercial banks from 2007 to 2018, It will act as a basis for examining the extent to which the
possibility of M&A can explain the banking risks in the selected commercial banks in Vietnam.

Besides, the subject has been selected due to sufficient amount of unresolved issues and
unanswered questions on the topic. Thus, sufficient materials to investigate the subject allowed
conducting the rescarch and finding appropriate and justified answers. Several official databascs
were used to collect information 1o support the research hypothesizes. The sites stem from the state
bank, Duo blacboard— online library, OECD library, Econlit, Geogle scholar, IntelhiConnect, and
RePEC..... Keywords used to search for the information from these databases are Merger &
Acquisition, corporate entreprencurship, bankruptey, and nsk-taking propensity...... Afer
collecting data, the finding results, and the main related contents were conducted and distnbuted in
various forms before it was utilized.

For the analvsis of secondary sources, the rescarcher received a thematic evaluation which
again are used wo support or reject the results of testing hypotheses. Thus, all secondary data
received from the official online libraries are analyzed for historical and current data. Thus, the

literary research was conducted to achieve the resulis of various researchers.
4.2.2 Dara collection - sampling

The goal of the study was o empirically ¢xamine the nsk-laking propensity of 14 listed
banks and 21 unlisted banks having the possibility of entering into M&A with cach other or with
the other institutions because of high bad debts in Vietnam. For the purpose, the sampling procedure
has been chosen since it provides a widespread overview of the situation in the banks involved in
M&A procedures. Thus, simple random sampling procedure can make maximum use of and can be
considered one of the best sample selection methods. In common, it 15 not that cost effective to
gather all the available data on the topic, thus examination is possible due to sampling method to
draw a sample of information from the population.

For the study, 40 commercial banks have been elected. They were equally divided into two
categories: 14 listed banks on the current financial stock exchange and 26 unlisted banks for the
period from 2007 to 2018,
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BANK NAME Sticker | EXCHANGE | Stams | Ageyears “h":;‘l:_
Asa Commescaal Bank ACH HMX ACTIVE 2500 13
Bamk For bvestmeng Amd Developmernd OF Vacinam IANR] HEIsE ACTIVE L] 1957
Yictmam Joinl Sieck Commereaal Bank Tor Industry and Trade T HEYSE ACTIVE 3000 IFas
iemam Commercial Joint Siock Export Impont Bank | EIB HOSE ACTIVE 2900 5%
Hix Cha Manks Development Joinl Stock Commcronal Bank | HIKE HEISE ACTIVE 2R 1)
Niilimry Commsercisl Joms Siock Hank VBH HEisE ACTIVE 2406 I
Kational Citizen Commercial Jome Siock Bank | NCB HNX ACTIVE 2300 1995
Sapon Henoy Commsercisd Josst Siock Hank HHB HMX ALCTIVE 2500 I9%3
Aai Geon Thuong Tin Commencial fomt Siock Bank | STH HOSE ACTIVE 27400 19l
Vesinasn Technologieal sl Commsercisd Jesi Siock Hank TCH Hi¥sE ALCTIVE 2500 15945
Tien Phong Commeercial fomt Siock Bank | TFB HOSE ACTIVE 140 il
Rk Foi Fereiga Tremle of Vactnam VIR HOSE ACTIVIE S5O0 i
Wietnans Prosperity Joint Ssock Commercial Barnk | VIPB HIOSE ACTIVE 23500 Lo
Malwenal Cilicien Commsienciad Jomst Sick Bank NVHE HNY ACTIVE 2300 195
Table 3; 14 listed banks on the stock exchange
BANK NMAME Selcher EXCHANGE | Simbus MEADY | Age yrars ~ Year ol Wear of cline
eiahiishment
An Band Comeiireial bomi Slock Bank ARE UKLISTED | ACTIVE 24 0 IT
Vietnam Bank for Agricelere and Ruml Developmeni AR LR EsTEL ALTIVE oo IR
Bax A Commercial boim Siock Rank LY UMLISTED | ACTIVE 24 0o 1904
Eaen Long Comesercial Mo Siock Bank KLE LINLESTED ALTIVE 23 0 |5
Lien i Post Jomi Stock Commercial Bank LrR UKLISTED | ACTIVE 161640 20HI8
Viectnam Marhime Cosmmetaal Join Stock Fank ASE LINLIESTEDY ALTIVE 7.0 R
Ham A Comewercial Boint Siock Rank LR UNLISTED ACTIVE B oy 1Mz
Ohvient Comnereryial Roint Stk Kank MR UKLISTED | ACTIVE 1T 1994
Petenlimex Liroap Uenesserc sl Roin S0k Bank L LNLESTLED ALTIVE 100 2015
Vicinam Pubhc Jomi Siock Commercial Bank | FYOOMBANK UKLISTED ACTIVE 00 20}
Sapes Cossssercial Lam Sock Bank SCH LiNLISTED ALTIVE b0 202
Southeast Asia Commercial Moint Siock Bank Seabank UNLISTED ACTIVE 240} I
Saipon Hank For lndusiry And Teade SGH LINLESTED ACTIVE 31 0 19KT
¥ictnam Asis Commercial Soint Siock Bank VIETABANK UNLISTED ACTIVE 1500 20H1%
Vistnasn Thuang Tes Cossergial Mo Stock Rank YVirbask LUINLISTEDR ACTIVE 11 .0y 2007
Vied Capiml Bank Coesseercial Boint Siock Bank | ViebeaplialBank UNLISTEDR | ACTIVE Do Gl 1z
Vigtnam Intemational Conmercial brim Siock Bank Vil UNLISTED | ACTIVE padi ] 1994
Wearers Comstercial Moam Sieck Bank WEE UL ESTED Merped PV ombank I O 1z 201F
o Vict Joini Siock Commercial Bank | BADVIETBANK | UKLISTED | ACTIVE 1o 201K
Coastsucton Hank VRDCHE LUSLESTED Agquired Sints bank 9.0 19K9 s
Mekong Development Joint Siock Commercial Bank A UNLISTED Merged Misn 34 00 1902 201%
Hmming Hank (7 Mckong Dglia MHE LINLISTED Slerged RIDY 21 0 19497 2015
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First Jomnt Sock Commercial Bank FCi UKLISTED Merged =B 25 1) R0 2011

Rasik Cilohal Petro Commerczal Joint Saock Basi | GFRANK UNLISTEDY | Asqeired | Siatc bank IR0 a3 201E
Hanoi Buildsrg Commmercial Boim Siock Bank HEE UKLISTED Merged SHE 2900 1959 201k
thrwal Asia Comesereial bam Slock Tank DA UKLISTED Sevzed HETHikank D6 Iz 01}

Table 4: 26 Unlisted banks at risk of Merger & Acquisition (M&A).

Data sources related to the risks of banks according to Nguyen Thanh Duong (20013) such
as LLR, LLP, LEV, NIR, CTI, LDR, and LAD was sought after based on the different types of
nisks. Concerning the risk associated with banks, the study relied on accounting data and share price
data which are all published on internet. These data is also solicited from the State Bank of Vietnam.
Besides, the study uses the primary and secondary data collection methods. Information and data
are accessed from the reports of the State Bank, the official source of the banks, annual repornt of
commercial banks including balance sheets, profit and loss statements, and financial ratios from the
main links such as www,vietstock,vn. www,cophieu68.vn. and specially from the official site of
the state bank of Vietnam: www.shv.gov.vn, www. vietdata.com .....

Mevertheless, there are some limitations that can be faced. Time and cost limitations of
simple random sampling are quite frequent. In the chosen method, a statistical measure of that large
population can be gathered only with an available full list of the completely studied population,
Obtaining an access to the list can be quite complicated since some colleges, universities, or
companies choose not 1o share such information. Thus, when the list is unavailable, a researcher
has to gather information from some other resources, which takes time. In addition to cost and time-
related limitations, simple random sampling may have a bias occurred. The situation happens if sets
of the population are not inclusive, while full population representation requires additional complex

sampling methods.

4.2.4. Data amalysis
Data analysis is defined as a process bringing structure, order, and meaning of the data
collected. The study utilized quantitative techmiques to analyze the information collected. Several

statistical methods will be used in the research to outline the main characteristics of hypotheses and

variables based on the (SPSS) program, which is statistical package for the social sciences. Thus,
the Pearson’s Coefficient of Vanance, ANOVA, and regression analvsis will be conducted. In the

study, the information was analyzed using SPS5. The coefficient of correlation (r) will bz sought
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and used to outline the correlation between the dependent the independent variables. Through the
empirical study of rsk analysis of the banking system based on Z-score index, the model adopted
in the study is the Z-score model of Nguyen Thanh Duong (2013) and Chiaramonte et al. (2015) to
evaluate the possibility of the bankruptey of Vietnamese banking system.

As part of the analysis, the study drew inferences from a huge amount of data by using the
samples. 1deally, the sample i1s illustrative and permit a researcher to outline public opinions and its
conduct (Leedy and Ormrod 2005). To counter check the integnity of the data, it will be verified
with other sources where necessary and available. The collected data associated with risk-taking
propensity data concerning the listed & the unlisted banks in general and the already M&A banks
in particular will be gathered from the selected banks. as the financial information will be collected
from the firm’s financial statement, bad debts, and advances.

The ROA and ROE are usually used the bank managers, investors when evaluating business
performance of the bank. Through this, the study will seek o find the factors affecting ROE
includes the ability 10 raise revenue, expense management, assel management and financial
leverage. Based on the empirical results, the research will use the ratio of ROE for not only
evaluating the possibility of using equity but also considering the impact of the factor on the
ligquidity of banks. Besides, the study expects the rate of ROE to be affecting the same direction
with the hquidity of the bank. Relationships ol the formula between ROA and ROE will be
determined. According to the standards of Moody's financial capacity assessment, the profitability
indicators will be set in the frame of ROAZ1%; =212-15% ROE. Before determining the dependent
vanable, independent variables that are LLR, LLP, LEV, NIR, CTI, LDR, and LAD will be sought.

The regression analysis was utilized to understand the association between the vanables or
hypotheses for best results. 1t was based on Z-score model of Nguyen Thanh Duong (2013) and
Chiara Monte ¢t al. (2015). Pearson’s Coefficient of Vanance will be performed on the various sub-
variables used in the sudy to west its significance and the redefimiton of the different measurements
in the study, ANOVA will be applied to determine whether there is an impact of three independent
variables against the dependent variable. The researcher will perform regression assumption test
for multicollinearity, homoscedasticity, outhers, and exclusion restriction test. The results will be
also exhibited by frequency tables, percentages, pie charts, and diagrams where necessary and will

be used to get the conclusions forming the basis for the future rescarches.

126



Contribution of M&A to Corporate Entrepreneurship 127

Chapter 5: Results and Findings

5.1 Introduction

This section shows the empirical results from the analysis of 40 ¢commercial banks in
Vietnam's developing business sector economy from 2007 to 2018, Through these results, the study
will determine the extent to which M&A can explain the banking risks as an entreprencurial entry
mode selection of commercial banks in Vietnam using the measurement of corporate
entreprencurship intensity and Z-score bankruptey propensity, [t will be received with the help of
quantitative methods, which includes statistical analysis to measure corporate entrepreneurship
intensity. Thus, the section begins with a deseniptive data analysis received by an inferential data
analysis of the key aspects of the aspects, which includes the testing of the hypotheses that were

postulated in the previous chapter. Finally, a discussion of the main findings is presented.

5.2 Descriptive Analysis of SPSS Data

Descriptive Statistics
N Minimum Maximum  Mean  Std, Dieviation
MNIE 4 LI B.72 29307 1.59421
_ LLR 40 -1858 10792 416972  34.08620
LLP 40 -17.30 402.27 26.1652  61.90339
LEV A0 416 5016 125358 93ET44
CIE 40 T.00 T61.42 066257 11547241
LDR 40 4093 (3298 (702437 21.57513
LAD 40 2252 10432 529712 1630307
Z-Score 4D 450 5665 242744 11.94680
ROE Al K} 17.55  T.6580  4.50371
ROCE 40 A0 TRE3 63721 341R2R

Valid N (listwise) 40

Table 5: Descriptive statistics of the key variahles

The descriptive statistics of the key variables shown in table 5 demonstrates that The Z-
Score variable is at the maximum at 56.65 percent while it is lowest at 4.5 percent for the period
2007 to 2018. The LLR (Loan Loss Reserves mtio) variable is within a range of -18.58 percent of
NVB BANK to 107 percent of ACB BANK tor the same period with an average of 41.69 percent.
LLP {Loan Loss Provisions ratio) variable had the least value of -17.30 percent of GP
BANK and a maximum of 402 percent of PVCOMBANK during the period 2007 to 2018, In
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addition, the banks had a LEV (Leverage) against the credit of 4.16 percent. NIR (Net Interest
Revenue ratio) vanable varied from almost O percent of PYCOOMBANK 1w 8.72 percent of FCB
bank during the same period under study.

CIR vanable shifted from T % to 761 %, coupled with a mean of 66.6 percent. LDR. (Loan
to Deposits Ratio) variable also varied for 40.93 percent of GB Bank to 13298 percent of
PVCOMBANK with an average of 39 percent. Lastly, the LAD (Liquid Assets-short term to total
Deposits) vanable varied from 22,52 percent of BAB BANK to 104.52 percent of MDB BANK
with a mean of 52.97 percent.

Based on the above information, the data reveal that PVCOMBANK was the top most
ranked bank while NVB BANK has the lowest rate of z-score with 4.5 percent. ROE (Return on
equity ratio) variable was found to be between 0.61% and 17_55%., with a mean of 7.65 %. ROCE
{Returm on Capital Employed ratio) variable vaned from 0.4% to 18,83%, with an average of 6.57
%. Regarding ROE, Bank for foreign trade ¢ Vietnam (VCB Bank) was found 1o be the most
effective at 17.55 %5

Correlations
L-5core NIRE LLE LLP LEV CIE LDR LAD ROE ROCE
Z-5eore 1
MIR A35 |
LLR 51 <136 1
LLP 114 =283 002 |
LEY S66 BD2 -85 -053 1
CIR 091 <121 124 =050 017 |
LDR 35 A0n 04 509 340 -143
LAD L6060 247 268 089 526 210 -039 |

ROE -090 245 528 -147 - 148 -255 158 -084 |
ROCE .128 292 522 -237 -011 -119 -027 -077 819 1

Table 6 Pearson Corvrelalion matvix of the visk factors affecting banks

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

The study also sought to determine the significance standards of the nsk factors affecting
the Z score. It was determined using Pearson’s correlation test at a significance level of 0,05, and
the results are shown in Table 6 above. The results indicate that Z-score is positively correlated to
MIR, LLE, LEV, CIR, LDR, and LAD. On the contrary, it was noted there exist a negative
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relationship between £ score and LLP. It was also pointed out there exisis a negative correlation
between ROE and the risk elements with a coefficient of -0.090, while there was a positive
relationship between the risk factors and ROCE with a coefficient of 0,128, It suggests there is
evidence of high credit nsks, which are currently facing the banks. There 15 a need for the banks to
maintain a large number of asset tumovers so that it can shield them from high credit nisk. It was
also noted there 15 a possibility of mulucollinearity problems, which might occur among the nsk
factors such as LDR, LAD, and NIR with a coefficient of 0,210, 0,332 and 0.622 respectively, The
research will examine the error after evaluating the results of the regression analysis.

The study set oul 1o test some conditions using hypotheses regarding the effect of banking
rnisks on corporate entreprencurship and bankrupicy propensity in Vietnam banking sector. To test
these hypotheses, the study adopted quite some methods such as ANOVA, regression analvsis, 1-
test among others, The results of cach hypothesis are presented as follows:

5.3.1 Evalwaring Hvpothesis H0Ta and Hia

The researchers hyvpothesized that a bank with high debits 15 to be acquired by another bank
to overcome its capital dependency it has created. It was determined using t-test at a significance
level of 3% (p=0.03) to determine the variation between ROCE and ROE of the various selected
banks for the penod 2007 1o 2008, Initially, there was a need to examine the mean of the ROCE
and ROE, and they are presented in Table 7 below.

Variahles
ROE ROCE
___?'g"il:jﬂ_n B T.6580 | (5721
S1d. Error of
1200 Sad0dg
Mean

Sid. Devistion _ 4.50371 341828

Table 70 Mean score af ROE and ROCE

The results reveal that ROE had a higher mean of 7.6580 as compared to ROCE of 6.5721
suggesting that ROE it had a greater significance on the profitability and performance of the banks.
The study then determined the relationship between ROCE and ROE and the condition of a bank
with hagh debts can be acquired. The results are provided in Table B below.
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Test Value =
: ’ ; gl Conlfidence Interval of the Dhilerence
i df Sig. (2-tailed) Mean Dilference
Lower Upper
_ROE 10,754 39 000 T6SEO04 6. 2177 ! _9.05954
ROCE 12160 39 HMD B3 T2 34788 T.6653

Table 8: One sample t-test of ROE and ROCE

In fact. the higher ROE or ROEC, the better sharcholders of the banks to put less funds to
generate higher profits. However, ROE formula takes the aid of financial gearing into its calculation
rather than ROCE as a long term profitability ratio, so that high ROE might contnbute to the
financial risk by adopting too much debt. From that reasoning, the SPSS results indicated that both
variables were significant at p = 0,00 (< 0.05), However, the higher mean of ROE as compared to
ROCE (7.65>6.57) suggests that the management of these banks were restricted regarding
generating income for the banks. The research recommends there 15 a need for more funds 1o be
made available so that they can cushion themselves against some of the credit risks. Thus, banks
with high debits are to be acquired by another bank to overcome its capital dependency it has created.
Thus, the research supported the alternate hyvpothesis.

5.3.2 Evaluating Hvpothesis H02a and H2a

The researcher attributed the bank’s size, and age to the bank has increased chances ol being
involved in either a merger or acquisition. To test the assumption, the study wsed a regression
analysis to determine there exist a linear relationship between the bank’s age, size, and M&A.

Besides, the study believes that NIR ratio is used to represent M&A. In fact, M&A exist
among firms for number of reasons namely (1) to achieve economies of scale (2) enhance revenues
and cut costs (3) diversify their expanding business lines. NIR is used to represent an increase in
business performance apart from ROE, ROA, ROCE. The above results from the research indicated
that ROE and ROCE were significant at p < 0.001 suggested the M&A among the banks increased
their revenue, expansion of business and reduced nisks involved. This implies that NIR has
relatively the same effect as compared to ROE and ROCE. In other words, this suggests that most
of the banks were considered to have less capital, more problematic assets, and lower regulatory
ratings. Thus, they were acquired by other banks.

The result of the test shows some steps, which are critical for one to understand the

information. During the testing, some outcomes were discovered. The study received a model
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summary for the three variables and portrays the extent for the results to be explained. The results

are presented in Table 9 below,

Model Summary
Model R R Sguare Adjusted B Square Std. Error of the Estimate
I 476" 226 184 143964

a. Predictors: {Constant), Ln_Size, Ln_Age
Tabfe 9: Model Summary of the age, size, and M&A
= Bank size is natural log of average of total assets collected from 2007 fo 2018
*  Age= natural log of the difference between the year of establishment and the vear
2008 Or at the age of being ME&A,

Note: The size of the bank (SIZE) is determined by the natural logarithm of total property
of the bank. The size of the bank is an important factor because of its relationship with bank
ownership charactenistics and continuity access to equity. The ability to averd bankruptey, nsk
management physical,

The results represent that only 22.6 percent of the resulis can be explained by the data when
the bank’s size and age i1s compared to the chances of being either entering into 2 merger or being
acquired. The study also obtained the coefficients of the relationship between the bank’s size, age,
and the chances of being either entering into a merger or being acquired. The results are shown in
Table 10 below,

Caelflecienis®
Model Unstandardized Coefficients  Standordized Coefficients . Sig. Collineanty Statishics
& Sid. Error Beta Tolerance VIF
(Constant)  17.172 544610 2.ER] 007
| _LnAge 967 4% 3 28 33 9% 1083
Ln_Size -543 182 -418 -2 K28 (0R B59 1.043

a, Dependent Variable: NIR
Table 10 Coefiicients of size and age and the M&A of the various banks

VIFs of both Age (1.043) and Size (1.043) are smaller than 2, so there 15 no significant
influence resulted by multicollinearity problem. Moreover, the results from the regression analysis
suggesi that age were positively correlaied while the size were negatively corelated to the chances
of a bank being either acquired or entering into a merger with a coefficient of 0,967 and -.543
respectively. The study also found out that these variables were statistically significant to the
chances of a bank being either acquired or entering into a merger (p<0.05). This suggested that age
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and size might affect whether the chance of being invelved in either a merger or acquisition. Thus,
the research accepts the null hypothesis.

The study also utilizes the independent sample test to reaffirm whether the accepted the
above null hypothesis for age and size vanables have any correlation between two groups: 32
Banks still in active are called “the active bank™ and Eight banks merged and acquired
before the vear of 2015 are denoted as “the already M&A banks™.

Caroup Statistics

STATUS N Aesn  sid Desastion sid. Brror Meain

ACTIVE 312 30103 JEQREh ([EEETE
B L
MEA B 124 013z LIERS
ACTIVE 12 319972 | 83TS 12154
Ln_Size 1 ]
MEA E 3E|TH Thi ) 2T0RG

Table 11: Group siatistics of the Age and Size for the active banks and the alreadv M&A banks

The results also show that the F-values of variables (Size and Age) are greater than 0,035, It
means thai the variances of two groups between the still active banks and the already M&A Banks
are not equal,

The study also found out that the probability (Sig. = 0.010) of Age variable is lower than
0.05, hence used Sig. (2-tailed = 0.039) from the second row which s lower than 0.05 ¢laimed that
the age vanable has significant difference between groups (Sig — 2 tailed < 0.05) and the size
varable were statistically significant to the chances of a bank being either acquired or entering into
a merger (p=0.05), Moreover, most of the already eight M&A banks were faced with their size
problem as compared to the active banks. It suggests that the only key factor affecting the chances
of a bank being either acquired or entering into a merger (p<0.035) is the Size factor (the Sig-2 tailed
= 0,000 <0,05), which also demonstrates that there is statistically significant difference between the
active banks and the already M&A banks. Thus, the result reject the above null hypothesis.
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Independent Samples Test
Levene's Test

for Equaliiy i-fest for Equality of Means
of Vanances
Sig. 95% Confidence
y ; Mean Std. Error  Interval of the
F Sig. i df i2- ' ; :
tailed) Difference  Difference Drifference
Lower  Upper
Equal
vanances 7.254 010 I-l-lTl' iR 271 = 23756 21272 = 00819 19306
assumed
Ln_Age  Equal
i T 36451 039 223756 11092 -d46243 01270
i 2.142
Equal
vanances 2103 0 (155 4.114 ik ) 167934 AOR1T L5306 250563
mssumied
Ln_Size  Egual
‘""::”“ 5062 14913 000 167934 33176 97185 2.38683
mssimied

Table 12: Independent t-test results between Age and Size for The active banks and the already
MdeA hanks

5.3.4 Evaluating Hyvpothesis H03a and Hia

The research hvpothesized about the lack of association between risk-taking propensity and
responsible entreprencurship among the banks. The study adopts LLR, LLP, LEV, CIR, LDR, LAD
to represent the risk-taking propensities. In the hypothesis, the swdy sought 10 explain the key
factors, which influence the level of bankruptcics among the banks, The study utilized an
independent t-test to find the correlation between risk-taking propensity and responsible
entreprencurship at a significance level of 5%. Initially, the study looked at the group statistics of

the risk-taking propensities of the banks categorized on the two categories namely listed and
unlisted banks. The results of the group statistics are shown in Table 13 below.
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Group Statistics

EXCHANGE M hizan Std, Deviation  Std, FError Mean
LISTED 14 _ BLETIR M.72319 .28 16
L e UNLISTED . 26 @ 302935 @ 2RJITI33 35446
LISTED 14 198430 Red209 2 30RMR
i L LNLISTED 26 | 197R4R TARIZTO 1506421
LISTED 14 | B3IBX 2nHE 50077
=y UNLISTED M J4RME 093652 214483
_ LISTED 14 _ 9RO08S 19091075 5102308
or UNLISTED 2 | 402421 @ JOBMMS LELLEA
_LISTED 4| 0373 0 V70067 4.73070
e LUMLISTED ] | M2ITR 23,7347 4084354
_LISTED 4 | SISBM @ 947810 2000200 251979
LUSLISTED 2 537134 19, 13072 178506

Table 13: Group statistics of the risk-taking propensity based on the responsibile entrepreneiirship

The results highlighted that the listed banks had means for LLP, LEV, LAD lower while
means for LLE, CIR, LDR greater compared to the unlisted banks when it was examined against
the risk-taking propensities. 1t was also noted from the data obtained there was a high vanance
between risk-taking propensity and responsible entreprencurship among the banks, The study then
utilized the independent t-test 1o determine the relationship between risk-taking propensity and
responsible entreprencurship among the banks at a significance level of 5%. The resulis of the
independent t-test are shown in Table 14 below.

Independent Samples Test
Levene's Test
for Equality of t=test for Equality of Means
Variances
95% Confidence
g _ Bipg (2- Mean Sid. Enror Inderval of the
F Sip. i of . - ’
tailedy  Dafference  Difference Dfference
Lower Upgper
Equal
VAMANCES a9 558 3308 3R 03 3257637 D 15436 1200994 5313280
assumed
LLR Equal
Variances 3013 22450 006 3257637 I0R10E0  T0CI8320 54940954
il assumed

134



Contribution of M&A to Corporate Entrepreneurship 135

[.5320 | 225

239 Y

-_d."}? 3“'

- 6T 26.162

2183

A2l

D35

=10.34176

-1034176

2072123

1524028

B, RRHD 297168

A2 2R964

4165910

=12, 50444

360617

2097567

= ATLTH

3519 024

25.620
2917

1309 38

A98

b, AR R0 22MT

4966742 3703288

SR i

-27. 12368

=1 00595

12645853

967 13,366

e H

4966742 5138005

61,0235

164035884

33 340

007 33E54

ons

005

L4530 T.245358

L4530 63645

-14.6226]

-13.44373

147132

1353433

6 AT 008

-472 3TEN

=2 135005 S a6 10

-2 13505 452273

13.19654

1129219

R.92644

T.0200

Table 14: Independent t-test results between risk-taking propensities based on the responsible

entrepreneurship

All F-values are greater than 0,05, then the condition of homogeneity of variance has been
satisfied. The results also reveal that the sig of LLR, LLP. LDR are greater than 0.05, the equal
vananees assumed rows are adopted with the sig (2-taled) of 0.06, 0.5, and 0.9 respectively.
Besides, the sig. of LEV, CIR, LAD are all smaller than 0.05, the Equal variances not assumed row
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i5 utilized with their sig (2-tailed) of 0,035, 0.19, 0.69 respectively. Thus, all variables of risk taking
propensitics except LEV having sig (2-tailed) higher than 0.05 indicates that there were no
statistical difference in the risk taking propensities and the responsible entreprencurship between
listed banks and unlisted banks.

In other words, the study found that risk taking propensitics were comrelated to the
responsible entrepreneurship. It suggesis that the key factors affecting the credit nisks, operation
nsk, and leverage risk leading to bankruptcy nisk including LLR, LLP, LDR, CIR and LLP with the
Sig-2 tailed =0.05, which to explain that there is no statistically significant difference between listed
and unlisted for these vanables. In other words, the mean LLE, LLP, LDE, and LLP for the listed
banks and the unlisted banks are significantly different. Thus, the research accepted the null
hypothesis.

5.3.5 Evaluating Hvpothesis H0da and Hia

The research hypothesized that reduction of employees” salaries is negatively associated
with a risk-taking propensity, which relates to fraud and corruption in the banks. In the hyvpothesis,
the study sought to determine if there is an association between risk-taking propensities and cutting
the salary of employees. The study utilized one sample 1-test to determine if the mean of the between
nsk-taking propensities and cutting salary of employees are the same or different set at p = 0.
Initially, the study examined the average scores of the variables, and the results are presented in
Table 15 below.

One-Sample Statistics
B Mean  Sid. Deviation 5td. Ermor Mean

LLP 40 26.1652  £1.90339 9.78778
CIR 40 666257 11547241 1825779

Table 15: Mean scove of reduced salaries and some of the risk-taking propensities

The results revealed that risk-taking propensities had a higher mean as compared 1o the
reduction of employees” salares (66.6257>26.1652). It suggests that the decrease of staff salarnies
was comrelated to the nsk-taking propensities. The study also found out that § was greater than zero
implies that reducing the emplovees™ salary will lead o fraund and corruption among the
management as a form or nsk-taking propensity, The study then looked at the results obtained from
one-sample t-test between reduction of employees’ salaries and nsk-laking propensities with an
assumption that f > 0. The results are presented in Table 16 below,
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Tesi Value =0

93% Confide Interval of the DT
t | af| Sip. D-talled)! Meni Differense| o roen IERIVEES TR

Lower Upper
LLP 2673 39 011 2616519 BIb6YS 43,9610
CIR 3649 39 001 66.62571 29,6058 103.5556

Table 16: Ce sample i-test of reduction of emplovees " salaries and risk-taking propensities

The results demonstrated that reduction of employees’ salaries was sigmificant to nsk-taking
propensitics with a p=10.001 (p < 0,05). In other words, the reduction of staff salaries was correlated
to an increase in the risk-taking propensities.  Thus, the research supported the null hypothesis.

5.3.6 Evaluating Hyvporhesis HiS5a and H{5a

The research hypothesized there is a negative relationship between punishing stimuli by
imposing a hine and the proper risk-taking propensity. The study also examined the relationship
between punishing stimuli by prosecuting a cniminal case and the appropriate risk-taking
propensity. In the case, the reason why the study only considers three variables: "LAD, LDR, and
CIR" to represent the risk-taking propensitics is that punishing stimuli including regulatory
penalties or fines affect directly to operation costs of the bank. Moreover, The punishing
stimuli is used to represent the active banks and the already M&A banks.

In fact, the above literature claims that CIR reflects not only an operation risk as the
effectiveness of bank operation but also the leverage nsk 1o the bank capital in term of
mobilization and LAD & LDR reflect the liquidity risk of the bank 1o meet its short term financial
obligations. Thus, the studv believes that CIR, LAD, LDR are utilized to represent Risk taking
propensity.

Besides, the listed banks have been perceived to have a huge capital base that can shield
them from losses while the unlisted banks have low capital base and problematic assets, which
makes them likely that they will increase their loans/bormowing to grow, Their weaker condition is
consistent with their lower profitability and efficiency, since factors such as problem loans reduce
interest income and lead to higher costs as banks work them out. In the event that they cannot pay
their loans (high liquidity risks or NIR is high), they attract a lot to regulatory penalties or fines

s more punishing stimuli.
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Moreover, the above statistical results from the research also indicated that unlisted banks

were negatively correlated to responsible entrepreneurship. In general, the last results also
found out that the unlisted banks were associated with high bad debis, which increases the credit
nsks. In particular, the already M&A banks belong to the unlisted group, so that they must

inherit all of these above weak characteristics of unlisted group.

STATUS N Mean

Group Statistics
Sid. Deviation  Std. Error Mean

ACTIVE 32 706887
CIR

M&A B 50.3508

ACTIVE 32 680128

MEA B TSO6T4

ACTIVE 32 505013
MBA B 628508

126.40405
56. 13508
18.68248
31.63701
14.60213
18.92781

2234520
19.64E16
330262
11.18537
258132
704558

Table 17; Mean score of Risk-taking propensities and the punishing stimuli between the

active banks and the already M& A banks

The table 17 demonstrated that the listed banks had mean for CIR greater while means for

LAD and LDR are lower compared to the unlisted banks when it was examined against the risk-

taking propensities. Besides, using Independent T test, the study sought to determine the

relationship berween punishing stimuli and the proper risk-taking propensity vanables being tested

for two groups: the active banks and the already M&A banks. The results are shown below in Table

17 below.
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Independent Samples Test

Levene's
E::::i:::f t=test for Equality of Means
Vanances
Sig. 93% Confidence
§ ) Mean Std. Error Interval of the
F Sig. t Dr (2- i " :
iailed) Difference  Difference Difference
Lower Lipper
Equal :
variances 03 956 44 8 62 200301990 4612352 2305229 11369208
assumed
CIR  Equal
VAMAnCces -
ok HB0 26400 502 2031990 29.8RT48 4106837 B1.T0816
assumed
Egqual
variances 6968 012 -E36 1.3 A9 T 15464 B.30149 E 1177240
24 43648
assummed
LDR  Equal
VAMACES -
ot =613 8260 556 -T.15464  11.66275 3390260 19.59332
assumed
Equal ] )
variances 046 K32 | 987 ix 054 -12.34954 621363 2402837 22929
LAD  Equal
Variances .
o Y 6dE B0 134 1234954 750356 2533976 463368
assumed

Table 18; Independent t-test results between punishing stimuli and the proper risk-taking propensity

The table 18 alzso show that the sig of CIR and LAD are greater than 0.05, the equal vanances

assumed rows are accepted with the sig (2-tailed) of 0.956 and 0.832 respectively. Besides, the sig

of LDR are smaller than 0.05, the Equal variances not assumed row is utilized with their sig (2-

tailed) of 0.12. However, all vanables of nsk taking propensities all having sig (2-tailed) greater

than (.05 indicates that there were no statistical difference in the risk taking propensities and the
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punishing stimuli between the active banks and the already M&A banks. In other words, statistical
results claim that the active banks moderated their risk taking propensities by imposing punishing
stimuli as compared to the already M&A banks. Furthermonre, it should be noted that the results for
the punishing stimuli between the active banks and the already M&A banks match with the above
results for the responsible entreprencurship between the listed banks and the unlisted banks. Thus,

the research accepts the null hypothesis.

5.4 Relarionship between Corporate Entrepreneurship Intensity and Z-Score Bankrupicy
Prapensity

Lastly, the study sought to determine the relationship between corporate entrepreneurship
intensity and £-Score bankrupicy propensity among the selected banks in Vietnam. To determine
this, the study attempted to explain the coefficient of correlation (r), which will in tum used to
determine the correlation between the independent and the dependent vanables. In the analysis, the
study adopted a modified version of Z-score model (Nguven Thanh Duong 2013; Chiaramonte et
al. 2005} to evaluate the possibility of bankrupicy within the Vienamese banking system. Z-score
model is presented as follows:

Zur = Bo + B1LLRy + B:LLPy + B3LEViy + PsNIRp: + BsCITy + PoLDRyy + BrLAD:
+ By

The researcher started by examining the model summary of the nisk factors and the z-score

from 2007 to 2018 1o comprehend the extent of which the results can explain the impact. The resulis

are presented in Table 19 below,

Model Summary
Maodel R R Square Adjusted R Square  Std. Error of the Estimate
I 728 530 427 904478

a. Predictors: (Constant), LAD, LDR, CIR, LLE, NIE, LLPE, LEV

Table I9: Possibility of Bankrupicy

The value of (R*) showed that 0.53 of the change in z-score bankrupicy propensity
representing 53 % could be explained by the independent variables (LAD, CIR, LEV, LLFP, NIE,
LDR, and LLR). On the other hand, the value of significant F statistic greater than 0,05 suggested
that the model was applicable and could enlighten the risks factors affecting the banking by using

M&A as an entreprencurial entry mode selection of commercial banks in Vietnam, The study also
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looked at the significance of the dependent and independent variables using ANOVA. The results
are presented in Table 20 below.

ANOVA*
Model Sum of Squares Df Mean Square  F Sig,
Regression 2948460 7 421209 5149 001"
| Residual 2617860 32 81808

Total 566,310 39

a. Dependent Vaniable: Z-Score
Talle 20: ANOVA resulis for Z Score - Possibility af bankrupicy

The resulis showed a significant correlation between the independent and the dependent
vanzable with F = 5.149 and p < 0.05. The study obtained the cocfficient of correlation (r) of the

various risk-factors about the z-score. The coefficients of each risk-factor are presented in Table 21

below.
Cocflicients®
Unstandardized Standardized 95.0% Confidence Collineanity
Model CoefMicients Coefficients T Sig Interval for B Statistics
B Ai. Beta v | Ly Tolerance  YIF
Error Bound  Bound
(Constant) 18.007 9465 1903 066 -1.272 2 37.287 |
NIR  -L.765 1974 -.236 -R94 378 5787 2257 212 4923
LR 177 050 06 3562 01 076 279 72T 1375
LLP 022 039 14 558 S81 0S8 102 353 1830
1 LEV | 1434 352 127 4074 000 717 2152 192 5209
CIR 003 013 029 220 B8 -024 030 0 B6R 1152
LDE | =119 | A8 - =214 1,001 --1]4. = 360 - 23 | 321 | i l.?-.
LAD Y 121 | 27 165 -948 350 -3%0 139 487 2.082

a. Dependent Vaniable: Z-Score
Tahble 21: Coefficients of the autonomous vanahles and Z-Score

The results highlighted that Z score had a perpetual beta of 18.007, which suggest that
1800.7 percent of the results could only be explained without considering the corporale
entreprencurship intensity. The results also indicated that LLR, and LEV were positively correlated
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to the Z-Score bankruptcy propensity while NIR, LLP, CIR, LDR, and LAD were negatively
correlated to Z-Score bankruptcy propensity.

The data revealed that one-unit increase of LLR leads to an increase of Z-score bankruptcy
propensity by 17.7 percent other factors remaining cost. On the other hand, it was noted that a one-

umit increase of LEY also lead to an increase of Z-score bankruptcy propensity by 143.4 percent

while LLP resulted in 22 percent increase. Thus, the Z-score model can be represented as follows:

Zgr = 18.007 + 0.177(LLRy,) + 0.022(LLPy,) + 1. 434(LEVy,) — 1. 765(NIR )
+ 0.003(CIRp) = 0. 119(LDRy ) = 0. 121{LADg;) + e

The study also performed regression assumption test for multicollineanity and outliers and
concluded that VIF was between | and 5 while tolerance was within the range of 0 and one. Thus,
it suggested that the results were within the accepted limits,

By adopting the above z-score equation, the study computes the new variables (New LLR.
Mew LLP, Mew LEV, New NIR, New CIR, New LDR, New LAD) to find New_Zcore which
can forecast the prospects of bankrupicy for the banks.

Prospects (M Bankruptey
Frequency Percent Walid Percent Cumulative Percent

~ Safe . 235 61D 625 62.5
i 3 5
Valid High bankruptcy 14 341 350 57,5
On Alert 1 | za | as | 1400
Total Ji 97.6 RN

Table 22: Frequency table for the prospects of Bankruptcy

Based on the study of Atman {1968) to determine the prospects of bankruptey occurmng
among financial institutions, this study found that there are 14 banks having Z-score < 1.81{high
level of bankruptcy propensity), 1 bank having Z-score between 181 and 2.67 (On alent:
indeterminate and should be careful) and 25 banks having Z-score > 2.67 (successful and safe from
bankruptey).
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Chapter 6: Discussion

. 0 Introduction

The primary purpose of the research was to establish the effect of M&A on the corporate
entreprencurship, the risk-taking propensity, and Z-Score bankruptey propensity among Vietnam's
banks. Several banks were random to increase their chances of being selected after which the
researcher administered questions to them. During the research, the quantitative study adopted
several statistical tools of analysis o test the hypothesis and the relationship between corporate
entreprencurship intensity and Z-score bankruptey propensity. The research is heavily dependent
on primary data that were obtained. Consistent with prior research concerning nisk-taking

propensities, there were some possible outcomes, which are discussed as follows:

6.1 Levels of bankruptcy propensity

The study hypothesized that a bank with high debts acquired by another bank to minimize
its capital dependency it has created. Dixon et al. (1993) found that bankruptcy among financial
institutions adversely affected the number of loans and lender Lhability, which was awarded to its
bomrowers, Lender liability discovered to be a significant element when granting loans and it lowers
the likelihood of an average loan from a financial institution (Dixon et al. 1993). It was further
mfluenced by the rule and regulations in place, Thus, older banks which have increased awarded
loans without any repayment, are not awarded as lender liability increases. Fisman and Love (2003)
indicated that the start-up firms (voung firms) are associated with attempting to reduce the flaws of
the banking framework while the old and established commercial banks tend to utilize their trade
credit for financing most operations.

Results from the literature suggest that firms are increasingly acquired based on the
restructuring of s resources and recapitalization (Damodaran 2008). The author also added the
most acquisitions were heavily attributed to increased debts and the managers of the organization
initiated most of the negotiations. The results of the research suggested that ROE and ROCE were
significant at p = 0.00 (< (L05), but ROE had a higher mean value (7.65=6.57) as compared to
ROCE. It indicates that acquisitions of a firm heavily related to increased debis.

Nguven (201 7) also suggested several reasons for the situation. Some of the reasons include
the flaws of the commercial to implement the restructuring reforms and lower levels of compliance
and risk constraints put in place. Nguven (2017) also added that the reviews and administration of

events among the commercial banks by the State agencies are partial adhered to or ignored
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completely. The time allocated for forewarnings and drastic reviews is usually limited to permit
one o address the observed risks as well as deal with violations of the regulation and flaws of the
commercial banks. In the case of microfinance institutions, the firms are subject to the restructuring
of the banks as per the requirements of the current regime.

Altunbas et al. (2000) supported these findings when they discovered a positive comrelation
between the level of bad debts and the bank’s inefficiencies supported these hindings. They further
added that if the bad debts increase, the cost-effectiveness also increases. Angbazo (1997) also
confirmed these findings when he found out that credit nsk could affect the Net Interest Revenue
(NIR) of the bank.

Nguven (2017) recommended that the actions of the commercial banks should be safe and
capable of handling risks through the appropriate legislative framework in place. In addition, 1t s
essential for commercial banks to adopt an efficient internal evaluation and supervisory framework,
Nguyen (2017) also suggested the necessity to empower the assessment and monitoring framework
such that it can counter-check every action during and after the execution, in line with the rules and
regulations. The research recommends for more funds to allocate to the reserves of the banks so

that they can cushion themselves against credit nsks.

6.1.2 Influence of M&A on entrepreneurial entry mode selection

M A mainly exist among firms for some reasons namely (1) to achieve economies of scale
(2) increase revenues and decrease costs (3) diversify their expanding business lines. NIR used to
represent an increase in business performance regarding ROE, ROA, and ROCE. The results of
the research indicated that ROE and ROCE were statistically significant at p < 0.000. It suggests
that M&A among commercial banks in Vietnam improved their revenue, diversified their business
operations and reduce risks they encountered. It implies that NIR has relatively the same effect as
compared o ROE and ROCE.

The research hypothesized there is no association between the propensity of risk-
taking as well as responsible entreprencurship among the banks. Thus, an entreprencur has
been a subject of concern among numerous researchers as a means of distinguishing small
enlerprise owners and entrepréneurs from the managers of large corporates (Carland et al. 1999).
Masters and Meier (1988) and Gasse (1982) in Carland et al. (1999) and Stewart & Roth (2001)
considered entreprencurs as individuals who can take more risks as compared to managers as they

are personally held accountable for the decisions made, Stewart and Roth (2001) also noted there
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was a larger variation among the various types of entrepreneurs. In their study, they categorized
entreprencurs into two main groups namely those who were after venture development and those
who were concerned about family matters.

The research found out that all the histed banks having means for LLP, LEV, LAD lower
while means for LLR, CIR, LDR greater compared to the unlisted banks when it was examined
against the nsk-taking propensities with the sig. (2-tailed>0.05) demonstrated that the mean LLE,
LLP, LDR, and LLP for the listed banks and the unlisted banks are significantly different. Besides,
the results of Gong and Wagner (2016) and Schaeck et al. (2011) were also consistent with these
findings when they found out that banks, which operated with a high level of risk, tended 1o
experience an enormous amount of losses. Carland et al. {(1999) attnbuted the variation to the
numerous charactenstics are possessed by the various banks such as nsk-taking. innovativeness,
proactiveness among others. Thus, they can take more risks indicative of the high vanation between
risk-taking propensity and responsible entreprencurship. Focarelli et al. (2002) confirmed these
findings when they discovered there is an increase in labor and operation costs as compared to the
gross profit result of an increment in the pay rates to motivate emplovees of the banks. They also
found out that an increase in operating costs prompted a reduction in return on assets.

Bakar and Yi (2016) discovered that the risk conduct of investors in a stock market was
mnfluenced by two main factors, namely the propensity of risk-taking and their risk perception. They
also added that investors from the stock market are more to engage in risky opportunitics and always
have a tendency to project risky behavior. It suggests that listed banks are more apt 1o enter into
nsky ventures as compared 1o unlisted banks depicted by the higher mean. Asker et al. (2011)
attributed the hsted banks’ increased risky behavior on myopia which is portrayed its management.
There was not the case with unlisted banks as they participated less in the stock market and their
savings were unresponsive to vanations in the stock exchange. Carland 111 et al. (1995) also
sugpested that entrepreneurs whose objective is mainly to make a profit and hinancial development,
there is a higher probability for them to portray a higher level of risk-taking propensitics as opposed
to small and unlisted firms whose primary goals are family needs oriented. The unlisted firms are
mostly concerned about participating in the stock market since they are not completely persuaded
that their financial position will improve and support them shorily, Regasa (2014) also added that
the enthusiasm for risk among unlisted firms appears to be subsided.
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Finally, the study found out that with the F- values for LLP, LEV, CIR, and LAD were the
main factors, which contributed to the high levels of vanance between listed banks and the unlisted
banks in Viemam. Feijo (2011) confirmed these results when he concluded that credit risk affects
the economic activity of a region and the interest rate 1s a key factor in determining the crednt risk.
Angora and Roulet (201 1) illustrated a higher hiquid assets ratio to the total deposits suggested that
the failure of a bank 1o refund some of 1ts liabilities attributed to the demand for its hquid resources.
Decker (2000} also added that liquidity of the commercial 15 associated with certain bank-specific
factors. which adversely lead to the collapse of the stock market. Thus, essential for banks to take
into consideration the solvency dispanty of the various assets and labilities, which the bank owns,
to quantify the liquidity of the bank under examination.

Concerning the advamtage, Mule and Mukras (2013) found statistically significant resulis
suggesting that financial advantage 15 negatively correlated to the performance of listed firms. They
interpreted these results o imply a negative determinant of Tobin's Q and ROA. The resulis were
consistent with Ali's findings (2013) when he examined the influence of financial leverage on the
financial performance of listed firms in the stock exchange. Based on the bank’s age and size, Ali
{2013) discovered that the older firms tend to enhance their market share while the yvounger firms
to struggle so0 much to increase their market share over an extended period. It implies there is
mcreased investors’ confidence in the old orgamization as they have acquired or built a brand over
a long duration.

Alhadab and Alsahawneh (2016} discovered a negative correlation between the financial
performance of commercial banks and loan loss provisions (LLP). It was contrary to what the
research obtained among commercial banks in Vietnam. With a positive LLP, there is a possibility

of increased profitability of the commercial banks in Vietnam regarding the ROA and ROE.

6. 4.3 Relationship between corporate entreprencurship imtensity and bankruptey
Propensiry
Altman (1968) proved that the Z-score intended to determine the prospects of bankruptey

occurring among financial institutions, From their study, they categorized the outcome of the -

score into three main class namely Z-score < 1 81(high level of bankruptcy propensity), Z£-score
between 1.81 and 2.67 (indeterminate and should be careful) and Z-score = 2.67 (successful and
safe from bankrupicy). The above results from the study and the table 23 indicated that there are 14

banks having Z-score below 181 suggesting that the commercial banks in Vietnam were
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experiencing a high level of bankruptcy propensities (Altman 1968), and especially 10 banks out
of this 14 banks having negative Z-Score below 0 and particularly,  banks out of them have been
already merged or acquired before the year of 20035, Besides, there are 12 banks out of 14 banks
with high possibility of bankruptcy belongs to the unlisted group

Giroup Statistics
EXCHANGE N High Bankruptey On Alert Safe

LISTED 14 2 0 12
UNLISTED 26 12 1 13

LLR

Table 23: frequency table of Listed & Unlisted banks for the possibility of bankruptey

These results were consistent with Altman (1968), Hannan and Hanweck (1988), Laura et
al. (2011), Boyd and Graham (1986), Nguyen Thanh Duong (2013) and Chiaramonte et al. (2015).
It suggests that cost of income reduced the Z-score increasing the possibility of being either entening
into a merger or being acquired (Laura et al. 2011). Nguyen Thanh Duong (2013) supported the
findings when he found out that cost of credit nsk provisions and the mate of wages and pension
costs positively related to the nsk of a banking failure, while the ratio of loans and liquid asscts
ratwy of important systems posit against risks.

Regarding the individual elements that were considered, the research found out that the
results also indicated that LLR, and LEV were positively correlated to the Z-Score bankrupicy
propensity while NIR, LLP, CIR, LDR, and LAD were negatively correlated to Z-5core bankruptcy
propensity.

Ng and Roychowdhury (2013} discovered that the loan loss reserves (LLR) empower the
financial institutions to take the necessary measures to avoid nsk. From their study, they contended
that the gap left by the loan loss reserves reduces the risk level of a commercial bank while at the
same time minimizing the amount of net income expected. In the research, we found out that LLR
variable was siatistically significant to the Z-score bankrupicy propensity as compare o other
variables in the study, The results noted that one-unit inerease of LLR lead to an increase of Z-score
bankruptcy propensity by 17.7 percent while other elements remained constant. Ng and
Roychowdhury (2013) suggested that commercial banks with a high amount of LLP, loan loss
reserves, implied that they are to undergo cash-flow losses shortly, especially dunng a liquidity
crisis. Others researchers such as Wahlen (1994), Beaver and Engel ( 1996) and Ellion et al. (1991)
purported that commercial banks should set aside a larger portion of loan logs provisions (LLF) to
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enhance their loan loss reserves (LLR). It is considered economically feasible and will enhance the
performance of the firm in the long run. Thus, it is appropriate for commercial banks o hold larger
quantities of the loan loss reserve (LLE) 1o promote the financial strength of the firms as well as
survive any plausible crisis.

Regarding the loan loss provisions (LLP), the study found out that onc-unit increase of LLP
led to an increase of Z-score bankruptey propensity by 2.2 percent while other elements remained
constant. It suggests that bank propensities negatively connected to LLP, the loan loss provisions,
and adversely related to loan charge-offs. According to Ng and Roychowdhury (2013), the loan
loss provisions (LLP) 15 perceivied as a signal of strength, which reduces that the chances of firms
going into bankruptey shortly, Various researchers have also provided evidence indicating that
commercial banks utilize their preference in loan loss provisions (LLP) w oversee the capmal
proportions (Moyer 1990; Ahmed ¢t al. 19%9; Beatty et al. 1995),

The Net Interest Revenue (MIR) indicates the level of efficiency in the use of interest-
carning assets, Liguidity risk of a bank is associated with a reduction in NIR. In addition, liguidity
is considered one of the conditions for determining an ability of a bank to pay back itz loan. It s
seen apart from asset quality (A), management quality (M), capital adequacy (C), eamings (E), and
sensitivity to market risk (S) based on CAMELS, which is the confidential supervisory risk rating,
From the research, the study discovered that one-unit increase of NIR lead to a decrease of Z-score
bankruptcy propensity by 1.765 units when all the other factors held constant. It suggests that most
of the banks considered to less capital. more problematic assets, and lower regulatory ratings. Thus,
they acquired by other banks. The results from the data could also imply that the central bank of
Vietnam maintains an almost zero interest rate based on the lower percentage of NIR to withhold
the commercial banks™ capability 1o provide loans (JurkSas 2017). Jurkias (2017) also discovered
that NIR greatly influenced the overall use, the welfare of the net bomowers. financing non-
performing loans among individual, organizations, and rise of obligated regimes on a shor-term
basis.

.44 Effect of bank’s size and age on the mergers and acguisitions

The commercial bank's size and age are considered a complex aspect of relating to mergers
and acquisitions among commercial banks. According to Stiroh (2004), there is a great probability
of improvement of operational e¢fficiency among the larger commercial banks when they are

involved in mergers and acquisitions. Montoriol-Garriga (2008) cited three key benefits from a
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merger. These include cost reductions, income growth, and an enhanced bank size. From the
benefits, the bank can achieve enhanced economies of scale, wide scope of business and improved
diversification prospects, It is expected that the magnitude of the commercial bank after the merger
or acquisition will develop a leading role in which they are empowered to influence the market
prices towards their favor, The size of the commercial banks also anticipated empowering the
acquired commercial bank to minimize its re-financing charges because of the newly acquired stats
and size. For both the acquired and acquirer, it 1s vital to determine their financial proportions so
that they can be able to provide their suggestive productivity.

The researchers hypothesized that the bank's size and age was positively correlated 1o the
bank's increased chances of involvement in either an acquisition or a merger. The study utilized a
regression analysis to check the cormelation the bank’s size, ape, and M&A. For both the size and
age factor, the study rejected the null hypothesis suggesting that the younger banks cxpected to stop
their association with the acquirer bank.

The research also found out that the bank’s age and size were statistically significant to the
chances of a bank being either acquired or entering into a merger (p<0.05). These resulis were
supported by Strahan and Weston (1998) and Berger et al. (2007) when they discovered that older
and larger commercial banks tend to indifferent to the necessities of smaller commercial banks they
have acquired. They attnbuted to the fact that larger commercial banks are often deprived of
advancing loans to small banks and firms. These results were consistent with Zhou Wong's (2008),
Kasman et al. (2010) and Hawirey and Liang (2008) who highlighted a negative correlation between
the stz of the bank and net interest revenue.,

On the contrary, Maudos and Solis (2009). Aspachs et al. (2005), Maudos and Guevara
{2004}, Lucchetta (2007}, Vodova (2011) and Hung (2013) highlighted no relationship between the
bank's size and its liquidity. It implies that when credit risks increase, there 15 a tendency for more
losses to occur. Carland et al. (1993) also examined propensity of nsk-taking among different ages
and found out that more old respondents showed a lower level of a propensity risk-taking than
vounger respondents.
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6.4.5 Difference between listed and unlisied banks regarding better corporate
entrepreneurship intensity

To understand the differences between the listed and unlisted commercial banks concerning
cooperate entreprencunal intensity in Vietnam, the study has divided the differences into three main
areas as follows:

fi.1. 3.1 Relationship between listed banks and responsible entreprencurship

According to Erasmus and Scheepers (2008), the leadership of the listed commercial banks
is more to be accustomed to venture into new markets, which are associated with high level of
uncertainty, high rewards from the taking the new upcoming opportumities, support for possible
start-ups in a firm, enhanced competition, and service innovation. The commercial firms selected
for the study consisted of both listed and unlisted banks. The listed banks expected 10 be answerable
to its sharcholders while the unlisted banks are not, Based on such statement, it anticipated that the
management of the commercial banks is expected to more careful when approaching propensities
concemning investments associated with high risk. Therefore, the high guantity of lowly paid
premiums and increased differentiation of sharcholder’s porifolio could lead to the acquisition of
unlisted banks being perceived as value added activity, which is a big problem for the management.

The results demonstrated that the listed banks had means for LLP, LEV, LAD lower
compared to the unlisted banks when it was examined against the nsk-taking propensities. It means
that Descriptively, the average of credit sk represented by LLP, LEV represented by leverage risk,
and LAD represented by LAD of the unlisted banks are bigger than the average of the listed banks.

The study also found that the key factors affecting the credit nsks, operation risk, and
leverage risk leading to bankruptcy risk including LLE, LLP, LDR. CIR and LLF with the Sig-2
tailed =0.05, which to explain that there 15 no statistically significant difference between listed and
unlisted for these variables. In other words, the study also hypothesized that unlisted banks were
considered very risky and less responsible entrepreneurship was associated with huge amounts of
bad debts, The results indicated that the unlisted banks during the period 2007 — 2018, negatively
correlated to responsible entrepreneurship. The results also showed that unlisted banks and less
responsible entreprencurship because the unlisted banks were associated with high bad debis, which
increases the credit risks (high mean LEV). These findings were consistent with Brockhaus { [980)
and Carland et al. {1995) when they examined nsk-taking propensity.
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It emulates the ability of the strategic management to antedate the future tendencies,
prospects and indulge strategies can bring about positive change for the firm. They further added
that among the listed firms, the prices of the shares in the stock market mirror the risk propensity
and the future return expected by the company. The prices of the shares are usually available; they

should be able to measure the amount of capital required to finance a project as opposed to delisted
or unlisted firms.

6.1.5.2 Relationship between emplovees " salaries and risk-taking propensily

From the literature, it was noted there were concerns raised regarding the methods used for
wages and its relation 1o risk-taking propensities in imes of the financial crisis. Varous researchers
have attempted to provide a possible connection between salary and risk-taking propensities. For
instance, Saini and Martin (2009) discovered there is a high correlation between risk-taking
propensities and firm productivity among the privately owned firms as opposed to publicly listed
firms. Other researchers such as Hoskisson et al, (1991) and Sitkin and Weingart ( 1995) advocated
the control of the company greatly influenced in either two ways, which 15 reward or pumshment.
According to Saini and Martin (2004, risk-taking propensities considered part of a strategic
management role in which the capability of a firm to handle risks deviates from its policy response.
According to Dasgupta et al. (2016), organizations that have employees with a relatively high salary
wage are significantly associated with low risk-taking propensities and participate in less risk-
tuking ventures and higher advantage,

The researchers hypothesized that reduction of employees” salanes is negatively related to
the propensity of risk-taking. The results revealed the decrease in stafl salanes was statistically
associated with higher risk-taking propensities. The study also found out that [§ was greater than
zero implies that reducing the employees’ salary will lead to fraud and corruption among the
management as a form or risk-taking propensity. It suggests that the mergers and the acquisitions
can militate against risk-taking strategic choices. Fahlenbrach and Stulz {20009) supported these
finding when they discovered that the compensation structures affected by risk-taking propensities.
The similar to commercial bank offers fixed, heavy compensations on salary. The purpose of the
heavy compensation is mainly to safeguard the management of nisky strategies executed in the
firms; they are more poised to assume certain nisks associated with adverse ramifications.
Fahlenbrach and Smlz (2009) also highlighted that nsk-taking propensity strongly correlated to
unlisted firms as opposed to the publicly listed firms. It attributed to the fact that investors
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significantly control the stock market price of the listed companies and voice their concerns with
risk-taking choices through the punishment of the stock exchange price. Thus, listed firms tend to
inhibited regarding risk-taking propensities.

6.1.5.3 Assoctation between punishing stimadfi and the risk-taking propensity

Listed banks perceived to have a huge capital base that can shield them from losses while
the unlisted banks have a low capital base and problematic assets, makes them increase their
loans/borrowings o grow. The weak condition 15 consistent with the lower efficiency and
profitability. In fact, loans lead to higher costs and reduce interest income, If they cannot pay their
loans (high hquidity risks or NIR 18 great), they attract a lot of regulatory penalties or fines.

The study also underlined there is a negative correlation between punishing stimuli by
imposing a fine and the proper risk-taking propensity. From the analysis, the results indicated a
negative correlation between punishing stimuli by imposing a fine and the appropriate risk-taking
propensity, The results reveal that all variables of risk taking propensities all having sig (2-tailed)
greater than 0.05 indicates that the unlisted banks in general or the already M&A banks in
particular were negatively correlated to punishing stimuli. Furthermaore, the above results also
emphasized that hsted banks had mean for CIR, and LDR greater and LAD almost equal compared
to the unhisted banks when it was examined against the risk-taking propensities. In other words, the
average punishing stimuli of the listed bank is greater compared to the unlisted banks. Brusco and
Casnigliones: (2007) also supporied these findings when they found out that financial risk attrnibuted
to moral hazard can be resolved if banks are sufficiently capitalized. Myerson (2012) suggested the
need w develop a long-term relationship with banks and 1ts borrowers to solve the linancial, moral

hazard is continually developing.

. 1. 5.4 Analvsis of Loan Loxs Reserves, Loan Loss Provisions, Net Interest Margin, and £-
seore Model

The proportion of Loan loss reserves to net loans ( LLR) has eventually shown that the higher
bad debu, the higher loan loss reserve. In other words, the higher ratio, the more difficult the bank
gets the loan back. It was supporied by Ng & Rovchowdhury (2013) when they indicated that banks
with a greater value of loan loss reserves suggest that they are more probably to suffer from liquidity
losses in the immediate future, especially during a financial erisis. Loan Loss Provisions represent

the business performance rather than credit risk assessment. Analysis of LLP supports the betier
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explanation of the effect of credit nsk on banking activities. The results might improve the prior-
studies. To explain the positive relationship between the LLP and bank risk, the loan loss expense
raises an important implication that the quality of asset-based lending declines, and bad debt
increases. Finally, NIR indicator reflected the level of efficiency in the use of interest-earning assets
of the bank. An increase in the liguidity risk of the bank related to a reduction in the Net Interest
Revenue (NIR). Concerning the hiquidity risks affecting a bank, 1t is determined using some of the
necessary conditions for determining a bank’s financial position based on the confidential
supervisory risk rating (CAMELS).

The research used the Z-score bankrupicy propensity to evaluate the corporale
entrepreneurship intensity of the selected commercial banks. The research applied the modified £-
score model of Nguyen Thanh Duong (2003) and Chiaramonte et al. (20015) o evaluate the
possibility of bankruptey for commercial banks during the peniod 200 1- 2017 and examined the
differemt levels of bankruptcy propensity of the Vietnamese banking system. The research also
computed the Z-scores w evaluate the entreprencurial entry mode selection of the banks.
Furthermore, the research relied on a quantitative method to measure; quantify banking risks
affecting commercial banks’ restructuring in Vietnam guided by the Decision No. 254/QD-TTg.
Results from the research indicate Loan Loss Reserves, Loan Loss Provisions and Net Interest
Revenue increased the level of Z-Score bankruptey propensity while the Leverage, cost to Income
and Income Diversity, Loan 1o Deposits Ratio and Liquid Asscts-short term to total Deposits
significanily reduces the Z-Score bankruptcy propensity. It suggesis advantage, the amount of
income, deposits, and liquidity of cash are the key drivers of reducing bank risks. The results
highlight the critical role of recognizing the special effects of liquidity, distribution of income and
the development of a saving culture to address the mcreased banking propensities affecting

Vietnamese banks.

6.2 Conclusion

The research is trying to make an empirical attempt to analyze the influence of Listed and
unlisted in general, and merger and agquisitions in particular on the corporate entrepreneurship that
affected the banking system in Vietnam. The methodological framework offers a comprehensive
understanding of the cconomic development in context to the commercial banking along with their
associated risks. Bad debis and inefficient market lead to the obstruction in the development of the

strong financial image of the banks operating in Vietnam. The country has witnessed a significant
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reduction in listed and unlisted banks because of the M&A, which determine a newer framework
of capital generation. However, controlled mergers play a vital role in restructuring the economic
framework of operation by cumulative legal bad debts. The current study intended to investigate
the degree to which banking propensities can facilitate and encourage post-mergers and acquisitions
among Victnamese commercial banks in the country during the period 2007 — 2018 in order to
accomplish the desired goals of increased scale and efficiency. From the study, it 15 quite evident
that the banking system is considerably affected by the M&A, which is restructured and
manipulated according to merger and acquisition regulations.

The analysis of the data indicates that the acquired commercial banks are characterized by
small in size, receive less income, perform small base of operations and record fewer returns from
mvestments as compared o the acquiring firm. Also, the listed commercial banks on the stock
market exchange perceived to be associated with low level of risk-taking propensities. The
key factors, which differentiated the listed commercial banks from the unlisted banks
statistically, included the performance, risk-taking propensities, bank’s size and punishing
stimuli.

The results suggested that corporate entreprencurship intensity and Z-score bankruptey
propensity significantly influenced mergers and acquisitions among Vietnamese commercial banks,
The rescarch applied the modified Z-score model of Nguyen Thanh Duong (2013) and Chiaramonte
et al. (2015) to evaluate the possibility of the bankruptey of 40 commercial banks during the period
2007- 2018 and examined the different levels of bankrupicy propensity of the Vietnamese banking
system. From the analysis, the researchers discovered that ROE and ROCE were significant at p =
(LO0 (= 0.03], but ROE had a lower t value as compared to ROCE.

The research examined the correlation between responsible entrepreneurship and the risk-
taking propensity among the commercial banks in Vietnam. The research discovered that the listed
banks had a significant level of nsk-taking propensities as compared to unlisied banks. The
vanation attributed to the different characteristics possessed by the banks such as nisk-taking,
innovativeness, proactiveness among others (Carland et al. 1999),

The study also determined the influence of both size and age on mergers and acquisitions
among commercial banks in Vietnam. The study discovered that both age and size of the
commercial bank negatively correlated to the likelihood of a bank being either acquired or entering

into & merger. In the case, the young commercial banks expected to stop their association with the
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acquirer bank. These results were consistent with Strahan and Weston (1998) and Berger et al.
(2007). They found out that older and larger commercial banks largely ignored the needs of smaller
and younger banks they have acquired.

The study also discovered that the reduction of employees’ salanes was correlated to the
nisk-taking propensities. Lastly, the study established that The results also indicated that LLRE, and
LEV were positively correlated to the Z-Score bankrupiey propensity while NIR, LLP, CIR, LDE,
and LAD were negatively correlated 1o Z-Score bankrupiey propensity,

The results of the research study increased understanding of the comrelation between M&A
and corporate entreprencurship as both do affeet each other according to their respective regulations
and characteristics. The outcomes are vital for commercial banks, regulatory agencies, central banks
and government as thev attempt o understand how mergers and acquisitions could be used 1o
explain the comrelations that can exist between the corporate entreprencunal intensity of the
commercial banks and risk-taking. The results also indicate the extent w which entrepreneurial
intensitics exist among the commercial banks and the need for stringent regulatory measures to

evaluate them.

6.3 Limitations of the Revearch

During the research, the study was constraimed by some limited regarding the restructuning
of the banking system and the limited amount of time allocated to finish the research activity. The
study was also performed for the period 2007 - 2018, Another constraint which influences the
research was attributed to literature, which does not have enough empirical results on the extent to
which the bank propensities has affected mergers and acquisition as a form of corporate
entreprencurship among commercial banks in Vietnam and the role of regulatory policies such as
bankruptcy protection.

Resulis from the research indicated that LLP, LLR, and LEV mmcreased the level of Z-score
bankruptcy propensity while NIR, CIR, LDR, and LAD significantly reduces the Z-score
bankruptcy propensity. It is essential to maintain a threshold for some of the elements especially
for those that increase the Z-score bankruptcy propensity to protect the banks from possible
bankruptey. Moreover, it was also noted that bank propensities significantly influenced key features
of the commercial banks such as age, reward framework, size, labor supply, resources among
thers.
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6.4 Future Direction of the Research

The results of the study have significant consequences on commercial banks dealing with
administration and recognition of the fundamental elements of risk-taking propensity. The resulis
showed that corporate entreprencurship intensity and Z-score bankruptey propensity significantly
influenced mergers and acquisitions and therefore, the commercial banks must take caution against
argumentative risk-taking resulis. If the strategic level of management makes a decision concerning
the acquisition or merger, it 15 expected that the nisk-taking propensities increase, Thus, nsk-taking
propensities tend to increase the cost of operating, prices of products, and market prices among
others.

There had been a considerable number of conducted researches concemning corporate
entreprencurship and risk-taking propensities. However, it proved 1o be difficult 1o establish the
extent to which banking propensities explain post-mergers and acquisition. Therefore, such
substantiation is applicable for the commercial banks to consider a framework’s ability 1o guide the
strategic roles on risk-taking propensities and performance imespective of whether they are listed
or unlisted. There is also need to extend the period under which the study 15 performed. The study
also recommends a research on the restructuring of the banking system about the credit nsks among
the Vietmamese banks, Based on the empirical results into the corporate entreprencurship model of
the bank propensities and bankrupicy as a form of mergers and acquisition, it 15 a cnitical area for

maore extensive rescarch.
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