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Abstract

This study aims to provide empirical evidence on the causal relationship between bribery and firm innovation. To this end, we use a 
micro-dataset of small and medium firms in Vietnam surveyed in 2015. Given the binary nature of the dependent variable, a simple probit 
regression model is employed. However, as bribery variable is potentially endogenous, a simple probit regression may give biased estimates. 
We deal with the potential endogeneity by making use of the bivariate probit model. A property of the bivariate probit model is that it can 
produce efficient estimates of a typical probit model with endogenous binary explanatory variable. A Hausman-like likelihood ratio test is 
implemented following the estimation to test the existence of endogeneity. We find that bribery significantly undermines firm innovation. 
Also, firms run by household appear less innovative. The probability of innovation diminishes significantly if firm owners or managers have 
previous experience in firm products. As expected, larger firms seem to be more innovative. Exporters tend to be more innovative compared 
to non-exporters. Our findings provide support to the hypothesis that bribery is detrimental to firm innovation and, thus, innovation may be 
a mediating channel, through which, bribery impedes firm long-term performance. 
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1. Introduction

Innovation is vital to firm competitiveness and long-
term development as well as national economic growth 
(Audretsch, 1995; Chiu & Lin, 2019). It can take several 
forms, such as introducing new products, new production 
processes, technologies, or improving existing ones. 
However, in the context of widespread corruption in many 
developing countries, bribery and corrupt public officials 

may affect firm innovation. It is argued that innovative firms 
may be more susceptible to bribery. Ayyagari, Demirgüç-
Kunt, and Maksimovic (2014) found that innovative firms 
pay more bribes than non-innovators across 25,000 firms in 
57 countries. They stressed that innovative firms tend to be 
victims of corrupt officials instead of strategically engaging 
in bribing behaviors. Understanding the effect of bribery 
on firm innovation is, therefore, important to facilitate firm 
innovation in developing countries.

There is, however, a paucity of theories and empirical 
evidence that adequately address the relationship between 
bribery and innovation  (Habiyaremye & Raymond, 2018; 
James, Leiblein, & Lu, 2013). The vast literature often 
discusses the relationship between bribery and firm innovation 
in the broader context of bribery and firm performance. Some 
authors argued that bribery hurts firm performance because 
it undermines firm innovation and encourages rent-seeking 
behaviors (Murphy, Shleifer, & Vishny, 1991). Others find 
that that bribery helps firm performance, including firm 
innovation, by clearing bureaucratic obstacles and hedging 
against political risks (Leff, 1964). As this literature is 
inconclusive, it is also disputable about how bribery would 
affect firm innovation. 
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This study aims to examine the effect of bribery on 
firm innovation in the context of a business environment 
where red tape and corruption are perceivably widespread. 
Specifically, we test the hypothesis that bribery undermines 
firm innovation using firm-level data of small and medium 
firms in Vietnam. Campbell and Thomas (2019) reported 
that about two thirds of respondents in their survey in 
Vietnam declared that they have bribed. Although Nguyen 
(2020) showed new evidence supporting the sand-the-
wheels hypothesis that bribery impedes firm revenue and 
labor productivity growth by using the dataset of small and 
medium firms in Vietnam, the research has not yet explored 
through which channel bribery affects firm performance. This 
paper manages to extend that study to investigate whether 
bribery negatively affect firm innovation. We speculate that 
the effect of bribery on firm performance may be partially 
mediated through firm innovation. We define innovation as 
a binary variable which takes the value of unity if the firm 
has introduced new products, new production processes, 
technologies or improved existing ones in the last two years. 
Given the binary nature of the dependent variable, a simple 
binary regression, such as a probit regression model, may be 
relevant. 

However, there is a potential endogeneity problem in the 
model since innovation may reversely affect firm bribing 
behavior. Innovative firms may be more likely victims of 
corrupt public officials since they appear more profitable 
(Ayyagari et al., 2014) and may have to involve numerous 
bureaucratic procedures in launching new products or 
production processes. If endogeneity exists, simple binary 
regression estimators would give biased and inefficient 
results. To go around this potential endogeneity, we follow 
the literature by applying the Fisman and Svensson (2007) 
procedure to instrument the bribery variable with province-
sector average probability of bribery. Another complication 
arises as the instrumental probit model can only handle 
continuous endogenous explanatory variables. As both 
the dependent variable and the endogenous explanatory 
variable are binary in our case, linear instrumental 
estimation would be biased. We, therefore, follow 
Wooldridge (2010) to take the advantage of the bivariate 
probit model, which produces efficient estimates for the 
probit model with binary endogenous explanatory variable. 
To be on the safe side, both simple probit regression and 
bivariate probit regression are employed. A Hausman-like 
likelihood ratio test is conducted to test the existence of 
endogeneity. 

The rest of the study is structured as follows. In Section 
2, we briefly review the literature on the relationship between 
bribery and firm innovation. Section 3 presents our research 
methodology and gives a short description of our dataset. 
Section 4 reports estimation results and discusses findings. 
The last section is the conclusion. 

 2. Literature Review 

The literature about the effect of bribery on firm 
innovation is relatively limited (Habiyaremye & Raymond, 
2018; Krammer, 2019). Nonetheless, the relationship 
between bribery and innovation has been often examined 
in the broader context of the relationship between bribery 
and firm performance. The orthodox view, usually referred 
to as the sand-the-wheels hypothesis, states that bribery 
is detrimental to firm performance (De Rosa, Nishaal, & 
Holger, 2015; Fisman & Svensson, 2007; Gaviria, 2002). 
One of the underlying arguments is that bribery undermines 
firm investment and innovation and triggers rent-seeking 
behaviors (Asiedu & Freeman, 2009; Dal Bó & Rossi, 2007; 
Méon & Sekkat, 2005; Murphy, Shleifer, & Vishny, 1991; 
O’Toole & Tarp, 2014). 

Bribery may undermine innovation in several mechanisms. 
First, it may increase transaction costs and uncertainty 
involving innovation processes which hinder firms from 
engaging in innovation (Luo, 2005). Second, bribery may 
deteriorate new business formation and market competition, 
which is necessary for firm innovation to flourish. Aidis, 
Estrin, and Mickiewicz (2012) claimed that innovation is 
nurtured by new business entry. They argued that business 
entry may face with bureaucratic barriers in a corrupt business 
environment, which depresses entrepreneurship. The third 
possible way of influence is that the existence of bribery 
weakens the institutional trust necessary for innovation and 
firm long-term development (Habiyaremye & Raymond, 
2018). Veracierto (2008) constructed a game-based model 
to show that corruption control has a positive effect on 
product innovation.  Mahagaonkar (2010) conducted a firm-
level analysis with firms in Africa and found that corruption 
negatively influences product innovation and organizational 
innovation but encourages marketing innovation. Corruption 
seems not to affect process innovation, however.

On the contrary, some authors argued that bribery may 
facilitate firm performance since it could help to get things 
done (Dreher & Gassebner, 2013; Mendoza, Lim, & Lopez, 
2015; Radaev, 2004). There are several channels that bribery 
may help innovation. First, bribery can reduce transaction 
costs involving innovative activities such as introducing 
new products. In corrupt economies, innovative firms may 
face with numerous procedures to obtain permits, licenses or 
approvals in order to implement their innovations (D’Este, 
Iammarino, Savona, & von Tunzelmann, 2012; Hadjimanolis, 
1999). Firms can overcome such procedures and poor public 
services by paying bribes (Bertrand, Djankov, Hanna, & 
Mullainathan, 2007; Hunt & Laszlo, 2012). Leff (1964) 
stressed that corruption can serve as an instrument to hedge 
against political risk and thus help firm investment. Second, 
firms may pay bribes to avoid penalties from corrupt public 
officials. Ahlin and Bose (2007) showed that firms may face 
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delays in receiving licenses or may never get licenses since 
bribing firms may go on faster track ahead of them.

Galang (2012), in a survey of literature on the relationship 
between government corruption and firm performance, 
pointed out that firms that refused to bribe may be penalized 
by bureaucratic obstacles. Lastly, bribery would help to build 
long-term relationships with public officials which may give 
certain advantages to firms (Leff, 1964). Since innovation 
involves interaction with public officials, long-term ties may 
secure firms in dealing with the bureaucracy. Some empirical 
evidences have been found to support this view. For example, 
Krammer (2019) examined the effect of bribery on new 
product introduction of firms in emerging markets. He argued 
that bribery may help innovative firms by clearing bureaucratic 
obstacles, compensating for the lack of kinship, and hedging 
against political risks. His empirical analysis provided support 
to the argument. Xia, Tan, and Bai (2018) demonstrated 
that corruption, measured by informal payments, increases 
the probability of innovation. However, they found that, 
the gender of firm managers may matter. Particularly, they 
explored that female managers may weaken the link between 
corruption and innovation and therefore, firms with female 
managers are less likely to engage in bribery.

In short, it is still indeterminate about how bribery affects 
firm innovation. Additional studies are much needed to shed 
light on the relationship. 

3. Research Methods and Materials

In this study, we attempt to test the hypothesis that bribery 
depresses firm innovation using firm-level survey data of small 
and medium firms in Vietnam. Innovation is often defined in 
the literature to include one, or some combinations or all of 
the following: introduction of new products, new production 
processes, new technologies or the improvement of existing 
ones (Aujirpongpan & Hareebin, 2020; Habiyaremye & 
Raymond, 2018; Krammer, 2019; Lederman, 2010). Given 
the binary nature of the innovation variable, the relationship 
between bribery and firm innovation can be estimated using 
a simple probit regression model as follow:  

1[ 0]Innovation X Bribery uβ α= + + >

where Innovation is a binary variable, X is a vector of 
exogenous explanatory variables and Bribery is a binary 
variable which is one if a firm engages in bribing behavior, 
β is a vector of coefficients, α is the coefficient associated 
with the bribery variable, and u is the error term assumed to 
be normally distributed. 

If the bribery variable is exogenous, the estimation of 
the above model is straightforward. The estimation of the 

probit model in equation (1) would, however, result in 
biased estimates if it is an endogenous explanatory variable. 
A considerable literature suggests that firm performance, 
including firm innovation, may reversely influence its 
bribing behavior. For example, Ayyagari et al. (2014) 
showed that innovators pay more bribe than non-innovators 
across 25,000 firms in 57 countries. Clarke and Xu (2004) 
found that the more profitable a firm, the more likely it pays 
bribe. Bai, Jayachandran, Malesky, and Olken (2019) proved 
that firm growth reduce bribery since it increases firm refusal 
power. As innovation is likely to correlate with firm growth 
and other indicators of firm performance, it may influence a 
firm’s decision to pay bribe.

The usual approach in dealing with endogeneity problem 
is to use an instrumental variable. A valid instrument must 
be correlated with the endogenous explanatory variable but 
uncorrelated with the dependent variable. Suppose that we 
can find an instrumental variable z that meets the above 
conditions such that:

1[ 0]Bribery X z vδ γ= + + >

where X is the same vector of exogenous variables as in 
equation (1);δ  is the vector of coefficients, γ is the coefficient 
of the instrumental z; and v is a normally distributed error 
term. Combining equation (1) and equation (2), our model 
with endogenous bribery variable becomes:

1[ 0]

1[ 0]

Innovation X Bribery u

Bribery X z v

β α

δ γ

= + + >

= + + >

Since the dependent variable Innovation is binary, the model 
in equations (3) cannot be estimated using instrumental linear 
regression techniques. An instrumental probit regression is in 
order if the endogenous explanatory variable was continuous. 
A complication arises in our case as both the dependent variable 
and the endogenous explanatory variable in our model are 
binary. The application of instrumental regression techniques 
above may, therefore, produce biased and inefficient estimates, 
which is often referred to as forbidden regressions. Fortunately,  
Wooldridge (2010) suggests that we can take the advantage of 
a bivariate probit model with maximum likelihood estimator 
to obtain unbiased and efficient estimates of the binary model 
with an endogenous binary explanatory variable. The bivariate 
probit model takes the form:

1 1 1 1

2 2 2 2

1[ 0]

1[ 0]

y X e

y X e

β

β

= + >

= + >  
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where X1 and X2 are (1 x K1) and (1 x K2) vectors of 
explanatory variables respectively;

1
β and 2β are vectors of 

coefficients; 1e and 2e are error terms. These error terms are 
assumed to be independent of (X1, X2) and follow a bivariate 
normal distribution. Wooldridge (2010)including models 
with dynamics and/or individual heterogeneity. In addition 
to general estimation frameworks (particularly methods of 
moments and maximum likelihood argued that the form 
of the joint conditional density function of the bivariate 
probit model is unchanged whether or not y2 is included in 
X1. This property allows us to employ the bivariate probit 
framework to estimate the binary model with an endogenous 
binary explanatory variable. Clearly, if we replace 1 1X β  and 

2 2X β  in equations (4) with X Briberyβ α+ and X zδ γ+
respectively, the bivariate probit model in equations (4) 
becomes the binary model with an endogenous binary 
explanatory variable in equations (3).

To stay on the safe side and for comparison purpose, we 
estimate both the simple probit model in equation (1) and 
the bivariate probit model in equations (3). Further, we also 
test the existence of endogeneity in the models. Tradition-
ally, to identify the existence of endogeneity, a Hausman 
endogeneity test can be performed. The underlying assump-
tions of the Hausman test are, however, rather demanding 
which are not met in our case (the Hausman test in STA-
TA 15.0 gives negative chi-square test statistics, indicating 
that the Hausman test cannot be used). We, thus, opt for the 
Hausman-like likelihood ratio test to test the correlation be-
tween the error terms in the bivariate probit model. Knapp 
and Seaks (1998) proved that the likelihood ratio test in the 
bivariate probit model can serve as the new Hausman test of 
endogeneity for the probit model with a binary explanatory 
variable.  

The above models are estimated using firm-level 
data from 2,637 small and medium firms in Vietnam. The 
data were collected in 2015 in nine provinces across the 
country, based on face-to-face interviews with firm owners 
or managers. The firms were sampled in approximately 18 
sectors such as food processing, fabricated metal products, 
and wood product manufacturing. Given the relatively 
large number of observations, it is likely that the error 
terms satisfy the normality conditions of the simple probit 
model and bivariate probit model.  We define innovation 
as a binary variable which is unity if a firm has introduced 
new products, new technologies or production processes 
or has improved existing ones in the past two years. This 
definition of innovation differs somewhat from some other 
authors. Krammer (2019)its consequences for firms are less 
understood. This study examines the effect of bribery on 
the innovative performance of firms in emerging markets 
as reflected by new product introductions. I argue that 

bribery may help innovators in these markets to introduce 
new products by overcoming bureaucratic obstacles, 
compensating for the lack of kinship or political affiliations, 
and hedging against political risk. I also propose that 
the relationship between firm bribery and new product 
introduction will be negatively moderated (i.e., weakened, 
for example, focused solely on the firm’s introduction of 
new products. We believe that our approach to defining 
the innovation variable is more holistic since innovation 
can take different forms at different stages of firm product 
and production process development. The key explanatory 
variable is bribery, which is also a binary variable. 

Bribery is one if a firm pays bribe and zero otherwise. As 
the variable is potentially endogenous, in the bivariate probit 
model, we follow Fisman and Svensson (2007) to instrument 
bribery variable with the province-sector average of bribery 
probability. This instrument has been widely applied in the 
literature its consequences for firms are less understood. 
This study examines the effect of bribery on the innovative 
performance of firms in emerging markets as reflected by 
new product introductions. I argue that bribery may help 
innovators in these markets to introduce new products by 
overcoming bureaucratic obstacles, compensating for the 
lack of kinship or political affiliations, and hedging against 
political risk. I also propose that the relationship between 
firm bribery and new product introduction will be negatively 
moderated (i.e., weakened(Krammer, 2019; Waldemar, 2012)
its consequences for firms are less understood. This study 
examines the effect of bribery on the innovative performance 
of firms in emerging markets as reflected by new product 
introductions. I argue that bribery may help innovators in 
these markets to introduce new products by overcoming 
bureaucratic obstacles, compensating for the lack of kinship 
or political affiliations, and hedging against political risk. I 
also propose that the relationship between firm bribery and 
new product introduction will be negatively moderated (i.e., 
weakened. Other exogenous explanatory variables include 
firm characteristic variables, owner/manager characteristic 
variables and a variable of business competition condition. 
For the sake of comparison and reference, we retain a similar 
set of explanatory variables as in Nguyen (2020). These 
variables may influence firm performance in general and 
firm innovation in particular. For instance, firm total assets 
may influence firm innovation since larger firms may have 
more resources and capabilities to innovate. 

Following Krammer (2019)its consequences for firms are 
less understood. This study examines the effect of bribery on 
the innovative performance of firms in emerging markets as 
reflected by new product introductions. I argue that bribery 
may help innovators in these markets to introduce new 
products by overcoming bureaucratic obstacles, compensating 
for the lack of kinship or political affiliations, and hedging 
against political risk. I also propose that the relationship 
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between firm bribery and new product introduction will 
be negatively moderated (i.e., weakened, we add three 
new explanatory variables that may affect firm innovation. 
The first one is the exporter binary variable. Golovko and 
Valentini (2011)we advance and test the idea that innovation 
and export are complementary strategies for SMEs’ growth. 
We argue that innovation and export positively reinforce 
each other in a dynamic virtuous circle, and we identify and 
describe the process through which this complementarity 
relationship takes place. Participating in export markets 

can promote firms’ learning, and thus enhance innovation 
performance. At the same time, through innovation, firms 
can enter new geographical markets with novel and better 
products, therefore making exports more successful, and, 
by the same token, they can also improve the quality - 
and consequently increase the sales - of the products sold 
domestically. We test our theory using an unbalanced panel of 
Spanish manufacturing firms over the period 1990-1999. We 
find robust empirical support for our hypothesis: consistent 
with the presence of complementarity, we show that the 
positive effect of innovation activity on firms’ growth rate is 
higher for firms that also engage in exports, and vice versa. 
Furthermore, we show that, Ceteris paribus, firms’ adoption 
of one growth strategy (e.g., entering export markets showed 
that exportation can promote firm learning and innovating 
process. The second variable is the share of professional 
employees in the firm, including managerial ones. It is argued 
that innovation within firms is almost done by professional 
staff. The last variable is the prior experience of firm owners 
or managers with respect to firm products. Holcomb, Holmes, 
and Connelly (2009) found that managerial experience 
positively affects firm value-creation. Firm owner/manager 
experience is captured by a binary variable which is one if 
the owner/manager has previously worked with firm products 
before founding or joining the firm. The models are estimated 
using STATA 15.0 statistical package. The list of variables 
and their brief definitions are given in Table 1.

4. Results and Discussion 

4.1. Descriptive Statistics

Out of 2,637 firms in our data, 905 firms are innovators. 
Particularly, 628 firms have introduced new products; 353 
firms have made improvements in existing product lines; and 
129 firms have adopted new technologies or new production 
processes in the last two years. Before examining the 
estimation results, we demonstrate some descriptive statistics 
of the variables used in our models, which highlight certain 
characteristics of innovative and non-innovative firms. 

Table 2 reports the proportions of innovative and non-
innovative firms in different dimensions. We perform 
Koopman (1984) proportion test on the difference in 
proportions between innovative firms and non-innovative 
firms. It appears that the proportions of bribing firms are not 
significantly different between innovative and non-innovative 
firms. About 43 percent of firms in both groups have 
involved in bribing behaviors. The proportion of firms run 
by a household is significantly higher in the non-innovative 
group with 66.1 percent, compared with 56.6 percent in the 
innovative group. Education and professional attainment of 
firm owners/ managers are also significantly higher among 
innovators. Interestingly, owners or managers of innovative 

Table 1: List of dependent and independent variables 

Variable Description
Dependent variable
Innovation Binary variable which is one if a 

firm has introduced new products, 
technologies or production processes 
or has improved existing ones in the 
last two years

Explanatory variables
Bribery Dummy variable which is one if a firm 

pays bribe.
Total assets Total assets of firm in logarithm which 

proxies firm size.
Firm age Logarithms of the number of years 

since the firm established.
Household firm Binary variable which is one if the 

firm is run by a household.
Increasing 
competition

Dummy variable which is one if the 
firm faces with increasing competition 

Single owner Binary variable which is one if the 
firm has a single owner.

Age of firm owner 
or manager

Logarithms of the age of owner or 
manager in years.

Gender of firm 
owner or manager

Binary variable which is one for male.

Primary education Binary variable if firm owner or 
manager’s general education is 
primary education or below.

Professional 
education

Binary variable if firm owner or 
manager’s professional education is 
vocational college or above.

Exporter Binary variable which is one if the 
firm has export sale.

Share of 
professional staff

The share in percentage of 
firm professional staff including 
managerial one

Managerial 
experience

Binary variable which is one if firm 
owner or manager has previous 
experience in firm products.
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firms are less likely to have prior experience with firm 
products. Only 5.3 percent of firm owners/managers had 
previously worked with similar products before establishing 
or joining the firms. The corresponding proportion of non-
innovative firms is 18.4 percent. Innovative firms are also 
more likely to face with increasing competition (56 percent 
compared with 53.3 percent). The ratio of exporters is also 
higher among innovative firms.

Table 3 demonstrates the mean and standard deviation of 
the continuous variables used in our models. We perform the 
usual t-test of the mean difference between the innovative and 
non-innovative firms. As we can see, innovative firms tend 

to be larger and older. However, contrary to our expectation, 
the average share of professional staff is, on average, lower 
in innovative firms, though the difference is only significant 
at ten-percent level. The age of firm owners and managers 
does not appear to be different across the groups.

Table 4 presents the estimation results of the simple 
probit model and the bivariate probit model. In both 
models, we report the coefficients of the log-odd equations 
and the average marginal effects, which measure the 
effects of changes in explanatory variables on the binary 
dependent variable. At the first glance, we can see that 
the results are not considerably different between the two 
models, including the sign and the magnitude of estimated 
coefficients and marginal effects, and the significant levels.  
The table shows that in the case of small and medium firms 
in Vietnam, bribery significantly hurts firm innovation. The 
marginal effect of the bribery variable in the simple probit 
model is -0.06, that means the probability of innovating in 
bribing firms is 0.06 point lower than non-bribing firms. 
The effect is even twice as large in the bivariate probit 
model. Firm size also matters. Larger firms are more likely 
to innovate as expected. The marginal effects of firm total 
assets on innovation are the same in the two models. Firms 
run by households tend to be significantly less innovative. 
The marginal effects of the variable on firm innovation 
are also similar in the two models. Firms that export their 
products to international markets are more likely to innovate 
as well. It is interesting to observe that firms with owners 
or managers that have previous experience in firm products 
appear less innovative than firms without such kind of 
owners/managers. Other explanatory variables do not seem 
to be statistically significant in explaining the probability 
of innovation. Surprisingly, the share of professional staff 
in total employees of firms has an insignificant effect on 
firm innovation. The increasing competition also does not 
influence firm innovation as we expect.

To test for the presence of endogeneity in the models, 
we conduct the Hausman-like likelihood ratio test, the result 
of which is presented at the bottom of Table 4. The null 
hypothesis is that there is no endogeneity in the models. As 
reported in the table, the chi-square statistics is 0.97 and the 
p-value is 0.33. The test statistics show that we cannot reject 
the null hypothesis of no endogeneity. In other words, bribery 
may not be an endogenous variable in this case. The test result 
explains why we have similar results in the two models.

Our findings support the hypothesis that bribery 
undermines innovation even in the context of a perceptible 
corrupt business environment. Bribery may reduce firm 
motivation to innovate since they can rely on bribery to gain 
certain advantages. Bribing firms may find it easier to engage 
in rent-seeking behaviors rather than spending resources on 
the probably riskier process of innovation. It is likely that 
innovation plays partially as a mediating factor in channeling 

Table 2: Descriptive statistics of binary variables

Variable

Proportion (%)
Innovative 

firms 
(N=905)

Non-innovative 
firms (N=1,732)

Bribery 43.9 42.7
Household firm 56.6*** 66.1***
Gender of owner/
manager (male =1) 59.4 58.8

Single owner 83.8*** 87.6***
Primary education 4.9** 7.4**
Professional education 30.5*** 25.2***
Increasing competition 56.0* 53.3*
Exporter 10.4*** 5.2***
Owner/manager 
experience 5.3*** 18.4***

***, **: One and five percent statistically significant levels 
respectively.

Table 3: Descriptive statistics of continuous variables

Variable

Innovative firms
N=905

Non-innovative 
firms

N=1,732

Mean Standard 
Dev Mean Standard 

Dev
Total assets 14.3*** 1.9 13.9*** 1.7
Firm age 2.6** 0.6 2.5** 0.8
Age of 
owner or 
manager

3.8 0.3 3.8 0.2

Share of 
professional 
staff

36.6* 25.3 38.4* 24.6

***, **, *: One, five and ten percent statistically significant 
levels respectively.
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the impact of bribery on firm revenue and labor productivity 
growth. As bribery hampers firm innovation, long-term firm 
competitiveness and growth would be eroded. 

Our results complement the findings in Nguyen (2020). 
Using the same dataset, Nguyen (2020) showed that bribing 
behaviors negatively affect firm performance. He also found 
that household firms tend to have lower labor productivity 
growth. Our results show that these factors also influence 

firm innovation. Larger firms may have more resources to 
innovate. Household firms may rely more on experience and 
family know-how that may discourage them from innovation. 
The legacy of the past may hinder firm innovation. That 
may explain why we find that owners/managers with prior 
experience seem to negatively influence firm innovation. 
On the contrary, exporters must be more innovative since 
they face with competition challenges and more demanding 
customers in international markets. We find that education 
and professional training of firm owners/managers have an 
insignificant impact on firm innovation. That may reflect 
the characteristics of small and medium firms in Vietnam, 
where most firm owners/managers have accumulated their 
knowledge from learning by doing rather than from official 
training and education.

5. Conclusions 

In this study, we aim to extend the literature on the effect of 
bribery on firm performance by empirically analyze the effect 
of bribery on firm innovation. We estimate simultaneously a 
simple probit regression and a bivariate probit model with the 
binary variable of innovation as a dependent variable. Our 
results show that the presence of bribery significantly lowers 
the firm’s probability to innovate. Firm size also matters in 
explaining its innovation. Firms run by households tend to 
be less innovative than other firms. We find that exporters 
are more likely to innovate, and that prior experience of firm 
owners/managers negatively affects firm innovation. Our 
finding contributes new empirical evidence to the limited 
literature on bribery and firm innovation relationship. The 
finding supports the orthodox view that bribery hurts firm 
performance and innovation can play a role in the mediating 
mechanism.
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