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Chapter 1 

Introduction 

1.1   Introduction 

Since Vietnam conducted economic reforms in 1986, it has transformed itself from 

a centrally planned economy to a market-oriented economy. One of the most 

important features of the economic reform was the legalization of the private 

sector. Consequently, the private sector has grown dramatically during the last 20 

years. In particular, the number of private firms has increased rapidly, and most of 

them are small and medium-sized enterprises (SMEs). For example, Nguyen et al 

(2008) showed that 99 per cent of private firms in Vietnam in 2004 were SMEs. 

These SMEs face many challenges, however. The major barrier is the limited 

access to capital for future growth (Rand, 2007; Nguyen and Ramachandran, 2006; 

Sakai and Takada, 2000). 

The financial sector in Vietnam is characterized by an immature financial 

market and a banking system in which state-owned commercial banks still play a 

dominant role. The official Vietnamese stock market was launched in July 2001 

with only two individual stocks on the first trading day. The list of companies 

increased to 32 enterprises at the end of 2005 and 620 enterprises in 2010. Yet, 

according to HCMC Institute for Development Studies, in 2010, Vietnam has 

500,000 enterprises of which SMEs account for 97 per cent (Saigon Time 10, 

2010). SMEs in Vietnam have not had access to the stock market, and therefore 

they had to rely on the banking system for their capital needs. The four main state-

owned commercial banks accounted for 73 per cent of total bank assets and 

provided 72 per cent of total loans in the economy in 2001. However, half of the 
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state-owned commercial bank loans (45 per cent) are channeled to state-owned 

enterprises (SOEs) (Asian Development Bank, 2002). Consequently, SMEs, and 

especially private SMEs, find it very difficult to access bank loans though bank 

financing is among the most important sources of external financing for SMEs.  

While facing financial constraints is an important problem of Vietnamese 

firms, Vietnamese suppliers provide much trade credit to their trading partners. 

Trade credit occurs when a supplier delivers the goods or services to a customer at 

t=0 and allows the customer to delay payments for a certain period. Thus, the 

customer pays for these goods or services at t=1. We observe that in general trade 

credit provision is popular in Vietnam (McMillan and Woodruff, 1999), but also in 

the case of the rice market of the Mekong Delta (Luu, 2003). Given the fact that 

Vietnamese SMEs as well as rice firms have faced financial constraints, we find 

Vietnam to be an interesting case to study in terms of the underlying motivations 

for firms to supply trade credit. 

Existing studies on trade credit supply concentrate on two different 

views. According to the finance theory, suppliers know their trading partners better 

than banks and other financial institutions. Therefore, the information asymmetry 

between lenders and borrowers is less of an issue for suppliers than for banks and 

financial institutions. As a result, firms facing bank-borrowing constraints tend to 

turn to suppliers for credit. Accordingly, suppliers with good access to external 

finance may be willing to supply credit. 

The marketing theory of trade credit stresses the importance of trade 

credit provision as a marketing device to support sales. This category of studies 

particularly focuses on the impact of market characteristics, i.e. market competition 

on trade credit supply. It argues that when firms have difficulties raising sales due 

to fierce competition, they will supply trade credit. Several explanations for this 

have been suggested. In fact, trade credit enables suppliers to allow their clients to 

verify product quality before making any payments. Consequently, trade credit can 
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work as a signal or guarantee of product quality. Also, by granting credit, suppliers 

provide financial help to clients to finance their purchases. Indeed, trade credit is a 

short-term finance source that can be used to attract clients, especially financially 

constrained customers.  

The literature that examines access to external finance as the main 

determinant of trade credit supply is extensive. Yet, the number of empirical 

studies investigating the role of trade credit supply as a marketing device is 

relatively limited. In addition, recent studies show that the finance theory may not 

provide a full explanation of trade credit supply. In fact, it is shown that small, 

young and financially constrained firms seem to provide more credit, especially in 

dealing with large clients (Van Horen, 2005, 2007). This poses an interesting 

research question: what are the factors that drive firms to supply trade credit? To 

contribute to an answer to the question, this dissertation concentrates on studying 

the factors that determine trade credit supply for Vietnamese firms. 

 This dissertation will focus on a particular industry – the rice industry in the 

Mekong Delta of Vietnam – for several reasons. First, rice is one of the main 

commodities in Vietnam, especially in the Mekong Delta. In fact, during the last 

decade Vietnam has been the second largest rice exporter in the world. In 

particular, the Mekong Delta has been Vietnam’s rice bowl, producing about 50 

per cent of the country’s total rice output and providing more than 90 per cent of 

the volume of Vietnam’s rice export. Consequently, the rice market of the Mekong 

Delta has been a large market that consists of different market segments. The four 

main market segments of this particular market are wholesale-millers (w-millers), 

millers, wholesalers and retailers. Wholesale-millers process paddy into rice and 

sell rice as their final products, while millers only provide milling services and will 

charge a milling fee. Wholesalers distribute milled rice from wholesale-millers to 

retailers, who sell rice to the final consumer. According to Luu (2003), market 

competition varies substantially across these four market segments. Thus, the rice 
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market is an interesting case for studying the impact of market competition on 

trade credit provision, which is one of the main targets of this thesis. 

Second, concentrating on one industry in one country allows us to measure 

firm competitiveness and market competition more carefully. Third, the rice 

market contains a few large rice exporters and state-owned enterprises, and a large 

number of private firms that are mostly SMEs. As mentioned above, a shortage of 

capital is one of the greatest difficulties Vietnamese SMEs meet. Rice firms, 

however, provide a lot of credit to their trading partners (Luu, 2003). The rice 

market is therefore interesting and suitable to investigate the factors that cause 

firms to supply credit. 

1.2   Aim of the Study 

The ultimate objective of this thesis is to contribute to answering the following 

research question: what are the factors that persuade firms to provide trade credit to 

their clients? In order to answer this research question, the thesis will be examining 

the following issues. 

 

Trade Credit Supply and Sales Growth 

According to the marketing theory, suppliers provide credit with the aim of 

promoting sales. However, whether trade credit provision indeed enhances sales 

growth is still unknown, since no empirical study has investigated the impact of 

trade credit on sales growth. 

 

Trade Credit Supply and Firm Competitiveness 

We will be taking the marketing view to investigate the relation between market 

competition and trade credit supply. It argues that firms facing fierce competition 
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find it difficult to increase sales. Therefore, they will provide more trade credit to 

support sales. The impact of market competition on trade credit provision, 

however, is still an unresolved issue in the literature. Empirical studies on this 

issue are rare and produce conflicting results. On the one hand, Fisman and Raturi, 

(2004) find a positive effect of market competition on trade credit provision. On 

the other hand, McMillan and Woodruff (1999) show a negative influence of 

market competition on trade credit provision. These studies use similar approaches 

and apply a cross-country and/or cross-industry analysis with a single or a dummy 

variable measuring competition and/or market structures. Yet, it is difficult for a 

dummy variable to capture the differences in the market structures and/or the 

degree of market competition across different countries and/or industries. In 

addition, these studies may not control for differences in product characteristics 

and/or industry-specific characteristic that influence the use of trade credit 

(Summer and Wilson, 2003; Giannetti et al, 2009). For example, Giannetti et al 

(2009) find that service firms are more willing to offer credit than manufacturers. 

With the aim of examining the relation between market competition and trade 

credit supply, we focus on one industry in one country to eliminate various 

products/industry characteristics that may affect trade credit provision. Therefore, 

we are able to focus on the market structure in one industry as the major factor 

influencing trade credit supply. At the same time, we plan to use several variables 

to carefully measure different factors driving a firm’s competitiveness. This 

approach is expected to provide us a better insight into the impact of market 

competition on trade credit supply. 

 

Trade Credit and Customer Characteristics 

Trade credit may work as a marketing device to attract and keep customers to 

generate sales (Long et al, 1993; Fisman and Raturi, 2004). Yet, suppliers do not 
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provide credit to all customers. For example, some studies suggest that firms are 

motivated to give more credit to large clients with strong bargaining power (Van 

Horen, 2007; Fabbri and Klapper, 2009). Other studies find that suppliers are more 

willing to offer credit to credit-worthy customers (McMillan and Woodruff, 1999). 

This poses an interesting question: what determines the amount of trade credit 

supplied to customers? One of the objectives of this thesis is to study how 

individual customer characteristics affect the amount of trade credit provided at the 

transaction level. Using our own survey, we obtain details on specific trade 

relations between suppliers and customers. Consequently, we are able to 

investigate which characteristics provide customers with better access to trade 

credit.  

 

Trade Credit Supply and Market Segments 

The discussion of the data in chapter 3 shows that trade credit supply varies 

significantly across the main market segments; the substantial differences in trade 

credit supply across market segments are confirmed in chapters 4 and 5. Therefore, 

one of the targets of this project is to understand these differences across market 

segments such as w-millers (processing firms), wholesalers, retailers, and millers 

(milling-service firms). 

 

1.3   Structure of the Thesis and Summary of the Main Findings
1
 

Chapter 2 aims at examining whether the view of trade credit as a marketing device 

is relevant to the case of Vietnamese firms. The chapter concentrates on 

                                                 
1
 The thesis is a collection of papers. There is some overlap. Those who have read the previous 

chapters can skip the section 4.3, section 5.2 and section 6.2 since these matters have also been dealt 

with in chapter 3, section 4.2 and section 5.3 respectively. 
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investigating whether trade credit supply enhances sales growth. It uses a panel of 

Vietnamese listed firms in the country’s two stock markets: Ho Chi Minh Stock 

Exchange and Hanoi Stock Exchange, for the period 2004-2007. Although several 

theoretical studies suggest that trade credit functions as a marketing device to 

support sales, our study is one of the first to empirically examine the impact of 

trade credit supply on firm sales growth. The significant effect of trade credit 

supply on sales growth does indeed reveal the necessity of investigating the role of 

trade credit as a marketing device, which is one of the main issues of the empirical 

studies presented in chapters 4, 5, and 6. 

Chapter 3 discusses the rice market in the Mekong Delta. It describes the 

survey used to collect the data for the empirical studies presented in chapters 4, 5, 

and 6. Next, the chapter discusses the data and provides an in-depth overview of 

the rice market of the Mekong Delta. This is important in terms of providing an 

overall picture of the rice industry and insights into the causes and nature of the use 

of trade credit by rice traders in the Mekong Delta. 

The focus of chapter 4 is the relation between firm competitiveness and 

trade credit supply. Existing empirical evidence on this issue is based on cross-

industry and/or cross-country analyses. We apply a different approach in this 

thesis. We concentrate on one industry, namely the rice industry in the Mekong 

Delta, to study the effect of firm competitiveness on trade credit supply. By 

following this approach, we expect to remove the effect of the differences in 

product characteristics, the various industries (Giannetti et al, 2009; Summer and 

Wilson, 2003), and the differences in the development in financial markets banking 

system (Fisman and Love, 2003), and legal system (Lu, 2009) on trade credit 

supply in different countries. Indeed, these factors may influence trade credit 

supply differently, and thus they influence the relation between trade credit supply 

and firm competitiveness. Moreover, this approach allows us to apply Porter’s five 

forces model, which suggests that firm competitiveness is influenced by five 
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factors in five distinct dimensions (Porter 1979, 1980, 1985, and 2008). We plan to 

explicitly investigate the different dimensions that drive firm competitiveness and 

their impact on the supply of trade credit. We concentrate on two different 

dimensions of competitiveness: the competitive pressure from other suppliers 

(rivals), and bargaining power vis-à-vis the customer.  

We find strong evidence that competition causes suppliers to grant credit 

to their trading partners to support sales and avoid customer switching. In addition, 

concerning a firm’s bargaining power vis-à-vis clients, the results show that 

suppliers also offer more credit in dealing with clients that have strong bargaining 

power. The reason is that the threat of switching to another supplier is higher for a 

client with strong bargaining power, and this provides suppliers with incentives to 

grant credit to keep the customer. In fact, this chapter adds convincing evidence for 

the relation between trade credit supply and market competition. It shows that 

suppliers may be highly motivated to use credit to enhance their sales. 

Chapter 5 uses transaction level data on suppliers and customers involved 

in specific trade relations, and proceeds to identify the customer characteristics that 

improve access to suppliers’ trade credit sources. Empirical analyses on this topic 

are rare, and the available studies leave out important variables like customer 

bargaining power and market competition. In chapter 5, we cover a broader range 

of variables that reflect customer characteristics. We include several proxies 

measuring customer creditworthiness, characteristics of trading relations and 

market contexts. In line with our expectations, the study reports a larger amount of 

credit offered to creditworthy clients. In addition, suppliers are very much inclined 

to give more credit to large clients and/or clients with strong bargaining power. 

The empirical evidence in this chapter suggests that suppliers use trade credit to 

build trade relations with creditworthy clients and high potential customers, i.e. 

large buyers. In doing so, suppliers expect to reduce the risk of client default and 

increase their present and future sales. 
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We observe significant results for the market segment dummy variables in 

all scenarios in chapters 4 and 5. This evidence indicates that there are structural 

differences in trade credit supply across the four main market segments. Therefore, 

chapter 6 aims at understanding the differences in trade credit behavior across 

different market segments. We investigate the differences in determinants of trade 

credit supply across market segments. The empirical findings show that the market 

segment context significantly influences trade credit supply. In the segments of the 

wholesale-miller and wholesaler, the marketing role of trade credit is among the 

main motivations driving suppliers to grant credit in these segments. Second, in the 

market segment of retailers and millers, the set of variables representing the 

marketing theory does not show significant results. Thus, the marketing role may 

not be among the major factors driving trade credit supply in the miller and retailer 

segments. Third, the information advantage theory of trade credit, which mentions 

that suppliers grant credit since suppliers know their trading partners much better 

than banks and financial institution, also appears to be a relevant determinant. Rice 

firms appear to be willing to offer more credit to customers with whom they have 

close relations because of better information. Yet, information advantage theory 

appears to be much more relevant in the segment of millers, in which suppliers 

select to grant credit to closely related customers. This is different from the other 

segments, where traders are willing to grant credit to large customers/customers 

with strong bargaining power to generate sales. Intuitively, we provide a number of 

explanations for these results. First, the small value of transactions may decrease 

the attractiveness of the trade credit option to clients. At the same time, the cost of 

collecting information concerning clients may be too high compared to the value of 

transactions. This discourages suppliers to employ credit as a marketing instrument 

to support sales in these segments. 

In general, this thesis has brought a better understanding of the role of 

trade credit supply, especially concerning the relation between firm 



Trade Credit in The Rice Market of The Mekong Delta in Vietnam 

 10 

competitiveness and trade credit supply on the one hand. On the other hand, this 

project also provides fruitful information on the impact of customer characteristics 

and market contexts on trade credit supply. 

 A remarkable result of our study is that even though we concentrate on one 

industry, major differences in trade credit supply still exist across the four main 

market segments. This study shows that trade credit supply in different markets 

depends on different combinations of market context characteristics like the 

customer bargaining power, the product, the main business activity, the banking 

system, etc. One of our main findings is that the role of trade credit supply may 

differ even among the different segments of one industry. Therefore, this study 

implies that not only country and industry characteristics but also market segment 

specificity should be taken into account when studying the role of trade credit. 

1.4   Limitations and Suggestions for Further Research 

This study is subject to several limitations. For example, the survey data gave us 

numerous useful insights that may help improve our understanding of the role of 

trade credit. However, we realize that data collected through surveys may be 

biased. For example, a significant number of the participants in the interviews are 

retailers, who may have a low average level of education. This may lead to a lower 

reliability of their answers, since they may not understand all survey questions. Or 

perhaps respondents have incentives to give incorrect answers. To deal with these 

difficulties, in 2006 we conducted a pilot survey to test our questionnaires and 

make them right for rice traders. In addition, we employed the staff of statistic 

bureaus in each province, as they are well-trained interviewers. They were capable 

and willing to further illustrate and clarify questions. Therefore, we think that we 

have done everything we could to reduce biases to a minimum. 

 This thesis focuses on one industry in one country to gain an insight into the 

impact of market structure on trade credit supply. It is interesting that the 
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determinants of trade credit supply differ in different market contexts; we find that 

the main determinants of trade credit differ throughout the four market segments. 

Firms in the processing and wholesale sector appear to have stronger incentives to 

use credit to generate sales than firms in the retail and service sector. This fact 

offers directions for further research, investigating the role of trade credit as a 

marketing tool to enhance sales growth in different sectors. 

 We also find strong evidence that competition and buyer bargaining power 

are associated with trade credit supply. However, very little theory has been 

developed on this issue. Another direction for further research may therefore be to 

develop a theory to explain the impact of market structure, including competition 

and buyer bargaining power, on trade credit supply. 






