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Abstract

To enhance the performance of privatized firms and state-owned enterprises, Vietnamese government set up a specialized monitoring body 
named State Capital Investment Corporation (SCIC) in 2006 to supervise their performance. This motivated us to conduct this study to 
investigate the effective control of SCIC on privatized firms’ performance. We collected the annual reports of 500 non-financial privatized 
firms listed on HSX and HNX during the period from 2007 to 2017 from Thomson Reuters. Observations with missing values were removed 
and trimming outliers were implemented resulting in a dataset comprising of 4146 firm-year observations. We applied a quadratic regression 
model of state ownership on firms’ performance, and applied the method of Baron and Kenny (1986) to test the moderating effect of SCIC 
control. To fix “selection bias” that may occur and result in endogeneity of moderator (M), we utilized the PSM technique to analyze the 
marginal effect of the moderator (SCIC) on privatized firms’ performance. Our findings indicate a positive moderating role of SCIC on the 
relationship between the state ownership and firms’ performance. This implies that there is a positive effect of liberating the management 
of the private firms from government control, which also means that lesser the intervention of government in the day to day operational 
activities of a private firm, better the performance of a privatized firm is.
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instruments of corporate governance (Abdallah & Ismail, 
2017; Aguilera & Jackson, 2010; He, Li, & Tang, 2012; Hu 
& Izumida, 2009; Li, McMurray, Sy, & Xue, 2018; Loch, 
Marcon, Pruner Da Silva, & Xavier, 2018; Panda & Leepsa, 
2017; Porta, Lopez‐De‐Silanes, & Shleifer, 1999).

Many studies conducted in the 1990s asserted that state-
owned enterprises (SOEs) are less efficient than private firms 
in most countries and regions, and privatization has been 
widely accepted as a critical solution for improving SOEs’ 
performance and value. However, several governments still 
retain large ownership proportion in the privatized firms 
(Bortolotti & Faccio, 2009), and privatized firms with the 
pursuit of multiple goals contradicting each other and being 
affected by political interference have faced serious agency 
problem, according to Peng, Bruton, Stan, and Huang (2016). 
With a weak governance mechanism, privatized firms may be 
less transparent and accountable (Chen, 2013; Chien-Chung, 
2012; Kamal, 2010; Kim & Chung, 2018; Nurgozhayeva, 
2017; Peng et al., 2016; Wong, 2004). Therefore, privatized 
governments have been looking for a governance model 
which could mitigate the agency problem in privatized 
firms, because it clearly remains unresolved. (Wang & 

1. Introduction

According to agency theory, a good corporate governance 
mechanism would alleviate agency problem and separation 
of ownership and control in companies creates agency 
problems, the conflicts of interests between shareholders and 
management brings a positive impact on firm performance 
and value (Denis, 2001). Many researchers have asserted 
that a firm’s ownership structure is one of the principal 
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Judge, 2012), and Vietnam is not an exception. In fact, many 
privatized governments have realized about the need to form 
a government agent holding, a function to reduce conflicting 
objectives called and it is called a State-Owned Holding 
company (SOH). SOH is an intermediary agent that acts 
like a direct investment holding arm of governments (Kim 
& Chung, 2018; Sam, 2007). Acting as a strategic investor 
with large ownership proportion in privatized which results 
in mitigating agency problem (Sam, 2013). According to 
Kuznetsov and Murav’ev (2001); Yin Sam (2010), Kim and 
Chung (2018), strategic investors theoretically have stronger 
incentives to maximize firm performance. The presence of 
SOH control is assumed as a better governance mechanism 
to improve privatized firms’ corporate governance and a 
firm’s performance.

The objective of this study is to test the moderating role 
of SOH on the relationship between residual state ownership 
and the performance of privatized firms. The results of this 
study provide the empirical evidence to policy makers for 
evaluating the efficiency of SOH’s functions which relates to 
increasing the effectiveness of state-owned capital invested 
in privatized firms by applying an effective monitoring 
mechanism.

Our study utilizes a linear regression model with a 
quadratic functional form and propensity score matching 
(PSM) technique to analyze the moderating role of SOH as 
well as the marginal impact of this factor on privatized firms’ 
performance by using the dataset collected from all privatized 
firms listed on Ho Chi Minh Stock Exchange (HSX) and 
Hanoi Stock Exchange (HNX) during 2007 to 2017. This 
study’s results indicated that SOH control variable positively 
moderates the relationship between residual state ownership 
and privatized firms’ performance. This paper is structured 
into seven main sections. Section 2 presents literature review 
to develop research hypothesis. Section 3 discusses the 
methodology used in the study. Section 4 presents empirical 
results of the study. Finally, discussion and conclusion are 
provided in Sections 5 and 6, respectively. 

2. Literature Review

Most scholars have explained the negative impacts of 
state ownership on firm performance via the light of agency 
theory initiated by Jensen and Meckling (1976). State 
ownership is considered as a source of inefficiency of SOEs’ 
performance which mainly arises due to two types of agency 
conflicts. The first is the agency conflict between non-state 
owner and state owners who prefer to have socio-political 
objectives to maximize the shareholders’ wealth, which is 
the priority objective of non-state shareholders. This type 
of conflict is well documented in the literature (Bennedsen, 
2000; Bo, Li, & Toolsema, 2009; Boycko, Shleifer, & Vishny, 
1996; Laffont & Tirole, 1991; Li & Xia, 2008). The second is 

the agency conflict between managers, government officials 
being representatives of state capital invested in privatized 
firms and citizens who are the true owners of state capital. 
Given people’s self-interest motive, government official-
managers tend to pursue their own interests rather than the 
interests of citizens (Megginson, 2017; Megginson & Netter, 
2001; Shleifer & Vishny, 1997). Further, the agency problem 
is signified as there is no clear financial objectives guiding 
their decisions and a weak performance-compensation link 
in privatized firms (Liu, Wang, Zhang, & Zhang, 2012; 
Sheshinski & López-Calva, 2003). The agency problems 
may result in inefficiency in the business operations of the 
privatized firms’ and consequently there will be low return 
on capital invested in SOEs and/or privatized firms.

Many countries with privatized governments have 
established monitoring body with the aim to enhance the 
investment effectiveness of state capital in privatized firms. 
For instance, Singapore established Temasek in 1974; 
Austria formed Industry-Holding Stock Corporation in 1986; 
Malaysia established Khazanah Nasional Berhad (KNB) in 
1994; Bhutan established Druk Holdings and Investments in 
2007, Kazakhstan established Samruk- Kazyna in 2008, and 
Vietnam set up State Capital Investment Corporation (SCIC) 
in 2006. The effective functioning of these bodies is still 
questionable, except the effectiveness of Temasek and KNB. 
These two bodies have been under popular investigations of 
academic researchers. The efficient functioning of SOH is 
measured by the outperformance of privatized firms with 
SOH ownership compared to those without SOH investment.

Vietnamese government started privatization called 
equitization since 1990s, and the process has not yet been 
completed. Although it does not have much noticeable progress, 
the positive effect of privatization on firm performance is 
widely accepted with plenty of empirical evidence provided 
from Loc, Lanjouw, and Lensink (2006); Ngo, Nonneman, 
and Jorissen (2015). These findings are consistent with 
other researches on privatization done in a global context 
(Boubakri, Cosset, & Guedhami, 2005; Megginson, Nash, & 
Randenborgh, 1994; Souza, Megginson, & Nash, 2005; Souza 
& Megginson, 1999). Till recently the state sector played a 
dominant role in the economy and accounts for approximately 
one-third of the total Gross Domestic Product (GDP) of 
the country (Nem Singh & Chen, 2018). As the return on 
investments of state capital have been uncertain and also 
inefficient, the Vietnamese government wanted to enhance the 
monitoring of the return on investment by establishing SCIC 
and assigning it with two primary responsibilities, which was 
maximizing the market value of state capital in privatized 
firms under its control, and liquidating the state capital if 
necessary. Apart from SCIC, there are privatized firms directly 
controlled by the central government, local governments, and 
line ministries. Transferring the management of SOEs (firms 
with the state capital) to SCIC, aims to reduce governmental 
intervention in the day-to-day business operation of SOEs 
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and consequently, promote ‘market mechanisms’ among 
SOEs (Nguyen, Nguyen, & Nguyen, 2012). Therefore, the 
need to conduct the study on the moderating effect of SCIC 
on Vietnamese privatized firms’ performance motivated us to 
conduct this study. 

Economists argue that the partial ownership of the 
privatized firms may bring about both beneficial and 
detrimental effects on firm performance (Boubakri, El Ghoul, 
Guedhami, & Megginson, 2018). Academic scholars assume 
that institutional contexts matter when assessing the impact 
of state ownership on a firm’s performance. Megginson and 
Netter (2001) assumed that the impact of state ownership on 
firm performance may depend on the level of market failure 
in specific cases. Thus, the impact of state ownership on 
privatized firm performance may be significantly moderated 
by various factors. Scholars recommend that state investors 
should not be considered as a homogeneous group since 
they belong to a different group and they tend to pursue very 
different types of objectives (Holland, 2019; Tirole, 1994). 
These arguments support the development of this hypothesis. 
This is the main hypothesis which was tested in our study.

H1: SCIC’s monitoring enhances the positive impact of 
residual state ownership on firm’s performance. 

3. Methodology 

3.1. Model Specification

3.1.1. Quadratic Regression with Interactive Terms 

We applied a quadratic regression model of state 
ownership (SO) on firm performance (FP)  since there is an 
evidence of quadratic relationship between the two variables 
(Ngo, Nonneman, & Jorissen, 2014; Tian & Estrin, 2008; 
Wei, Xie, & Zhang, 2005).

Next, we follow the idea of Baron and Kenny (1986) in 
testing the moderating effect of a variable as following:

Firstly, we test the effect of independent SO on dependent 
FP. The test result is expected that the relationship does exist 
and it is significant.

	 FP	=	α	+	β1SO	+	β2SO2	+X β3+	ε.	 (1)

where FP is firm’s performance; SO is state ownership; 
SO2 is square of state ownership; X includes control variables 
comprising of firm size, firm leverage, managerial ownership, 
board ownership, domestic institutional ownership, foreign 
institutional ownership, industry dummies, year dummies and 
exchange dummies. βs are coefficients, and ε is an error term.

Secondly, if the relation (1) exists and is statistically 
significant, the moderating effect of M is entered into the 
regression equation model as follows: 

	 FP	=	α	+	β1SO	+	β2SO2	+	β3M	+	β4SO ×	M	+	β5SO2  
      ×	M	+	X β5	+	ε.	 (2)

where M is the variable for the SOH. The test of 
moderation is operationalized by the product term of  
SO × M (the multiplication of state ownership and the 
moderating variable) and SO2 × M (the multiplication 
of the square of state ownership and the moderating 
variable).

The moderating effect is validated if β4 and β5 are 
significant. Then one could conclude that the moderator 
variable M moderates the relationship between state 
ownership (SO) and privatized firm performance (FP) 
(Baron & Kenny, 1986).

Finally, we implement estimation of marginal effects of 
the moderator by comparing firm’s performance differences 
(FP) as the value of the moderator changes (while keeping 
all other variables constant at their means).

3.1.2. Propensity Score Matching

The approach above is only valid when the moderator 
(M) is randomly distributed. However, in practice, the 
government may assign privatized firms under the monitoring 
of SCIC according to specific characteristics of privatized 
firms. This “selection bias” may result in endogeneity issue 
of moderator (M).

To fix the potential problem, we utilize the PSM technique 
to analyze the marginal effect of the moderator (SCIC) on 
privatized firm performance. Rosenbaum and Rubin (1983) 
proposed PSM technique as a tool to overcome selection bias 
in the estimation of treatment effects under non-randomized 
observational data sets. 

Under this approach, observations in the treated group 
(i.e., the group that moderator (M) is present) are aimed to 
match with the most alike observations in the control group 
(i.e., the group that moderator (M) is not present). By this, each 
observation in the treated group is mirrored by an observation 
in the control group. Therefore, the differences in the outcome 
across matched pairs will reflect only the treatment effect of 
the moderator but not those observable differences.

The matching condition is as follows:

 (FPi1, FPi0) ⊥ Mi | Xi (3)

where ⊥ denotes independence, and FPi1 denotes 
firm performance for observation i if the treatment occurs  
(Mi = 1) and FPi0 denotes firm performance if the treatment 
does not occur (Mi = 0). This implies that given observable 
control characteristics (X), assignment to the treatment 
group is randomly distributed and is independent of firm 
performance.
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The condition in (3) is possibly difficult to be met since 
Xi may involve high number of dimensions. However, 
Rosenbaum and Rubin (1983) demonstrated that the condition 
in (3) could be transformed utilizing the propensity score, 
which is pi = Pr(Mi|Xi) where pi denotes the probability of 
being treated given the observable characteristics X and can 
be achieved by a logit or probit regression model. Thus, the 
equation (3) is developed into the following equation:

(FPi1, FPi0) ⊥ Mi | pi (4)

In the next step, treated and untreated observations are 
matched on their propensity scores. There are several matching 
algorithms could be used. In this study, we utilize single nearest-
neighbor matching. Under this algorithm, an observation in 
the treatment group is matched with one other observation in 
the control group with the closest distance between their two 
propensity scores (Rosenbaum & Rubin, 1983).

Finally, the average treatment effect on the treated (ATT) 
is achieved by

ATT = E[FP(1) – FP(0)|M = 1] (5)

3.2. Variables Description

3.2.1. Firm Performance

First, this study assessed the impact of residual state 
ownership on privatized firm performance via firm 
profitability proxied by ROA (Boubakri et al., 2005; Chen, 
Firth, & Rui, 2006; Le & Buck, 2011; Zengji, Abraham, & 
Jun, 2016). Also, we used earnings before tax to calculate 
profitability ratios. The income before tax used aims to 
remove the effect of favorable tax policies that may be 
applied in some cases such as the tax incentives for new 
technology investment projects. Second, privatized firm 
performance is measured by its market performance proxied 
by Tobin’s Q (Ang & Ding, 2006; Beuselinck, Cao, Deloof, 
& Xia, 2017; Boubakri et al., 2018; Liao & Young, 2012; 
Tian & Estrin, 2008; Wu, Wu, & Rui, 2012; Yu, 2013).

3.2.2. State Ownership

This research imposes the percentage of state ownership 
announced among privatized firms as a measurement of 
state ownership (Ben‐Nasr, Boubakri, & Cosset, 2012; 
Beuselinck et al., 2017; Borisova, Fotak, Holland, & 
Megginson, 2015; Haider, Liu, Wang, & Zhang, 2018; Lin 
& Bo, 2012). However, this measurement of state ownership 
may potentially fail to capture the exact level of government 
control in privatized firms since privatized firms might be 
owned by entities that are partially owned or controlled 
by the state. This cross-ownership and pyramid control 

phenomena may result in under-estimating the precise 
impact of government control among privatized firms and 
this could be a potential limitation of our study.

3.2.3. Moderating Variable

In Vietnam, State Capital Investment Corporation 
(SCIC) represents state capital in privatized firms. It is 
expected that SCIC upholds the corporate governance in 
privatized firms, maximizes the value of state capital; thus, 
contributes positively to the performance of privatized 
firms. To investigate the moderating role of SCIC on the 
relationship between residual state ownership and privatized 
firm performance, we assigned the control of SCIC as a 
dummy variable. The dummy variable takes value of 1 if 
a privatized firm is under the control of SCIC, otherwise 0.

3.2.4. Control Variables

Managerial ownership
Managerial ownership was considered as control variable 

since managerial ownership could enhance incentives of 
managers to pursue firm value maximization objectives and 
thus, increase the performance of firms (Ang, Cole, & Lin, 
2000; McKnight & Weir, 2009; Singh & Davidson III, 2003).

Board ownership
Similar to managerial ownership, the ownership of 

board members can enhance the incentives, increase the 
probability of disciplinary management turnover in poorly 
performing firms; consequently, it can help boost operating 
performance (Bhagat & Bolton, 2008). Therefore, this study 
considered the level of ownership of board members as a 
control variable.

Institutional ownership
Institutional ownership is widely accepted to be an 

important corporate governance mechanism to mitigate 
agency problems and to improve firm performance. The 
advocates suggest that institutional investors have both 
ability, incentive, discipline, and resources to monitor 
and influence corporate managers. Shleifer and Vishny 
(1986) argued for the strong effect of monitoring by large 
shareholders especially institutional investors. There were 
also substantial evidence confirming the positive relationship 
between institutional ownership and firm performance 
(Elyasiani & Jia, 2010; McConnell & Servaes, 1990). Thus, 
we considered both domestic institutional ownership and 
foreign institutional ownership as control variables.

Size
Firm size was considered as a control variable in most 

of studies related to firm performance (Ang et al., 2000; 



Manh Hoang NGUYEN, Quy Thi VO / Journal of Asian Finance, Economics and Business Vol 7 No 10 (2020) 663–673 667

Gedajlovic & Shapiro, 2002). In this study, firm size is 
proxied by natural logarithm of total assets.

Leverage
There are many studies which demonstrate the 

relationship between capital structure and firm performance. 
According to the trade-off theory proposed by Kraus and 
Litzenberger (1973), a firm will have to trade off the costs 
and benefits of debt. The benefits of debt primarily originate 
from tax shields (Modigliani & Miller, 1963) whereas the 
costs of debt are mainly driven by bankruptcy costs (in 
other words, financial distress costs) associated with firm’s 
increasing financial risk as a result of interest payment. 
Financial leverage is measured by long term liabilities to 
common equity ratio.

Industry
The influence of industry characteristics on firm 

performance have been confirmed by previous studies. 
According to Dess, Ireland, and Hitt (1990), industry effects 
on performance should be measured and incorporated 
into management studies to mitigate misleading results. 
To control industry effects, we created industry dummies 
used to analyze the impact of residual state ownership on 
privatized firm performance.

Year
Due to economic cycle and time-variant factors, year 

effects may have an impact on the level of firm performance. 
Many studies have incorporated year effects when assessing 

the effect of state ownership on firms (Qi, Wu, & Zhang, 
2000; Yu, 2013). Following previous studies, this study also 
controls the year effects via utilizing year dummies in the 
research model.

Exchange
In the Vietnamese context, firms are listed on HNX and 

HSX. Each stock exchange has different regulations upon the 
requirements for firms to be listed. Thus, firms from different 
stock exchanges tend to have different characteristics. 
Therefore, our study also aims to control for stock exchange 
factor via utilizing exchange dummies.

3.3. Data 

First, the data collected from Thomson Reuters are 
annual reports of 500 non-financial privatized firms listed 
on HSX and HNX during the period from 2007 to 2017. 
Next, observations with missing values were removed and 
trimming outliers were implemented via winsorizing extreme 
(1st and 99th) percentiles of ROA, Tobin’s Q, firm size, and 
leverage to exclude the effect of outliers. Finally, a dataset 
comprising of 4146 firm-year observations was achieved as 
described in Table 1.

This table reports descriptive statistics of variables used 
in this study. The term SO is state ownership (%); MO is 
managerial ownership (%); BO is board ownership (%); 
DIO is domestic institutional ownership (%); FIO is foreign 
institutional ownership (%); SIZE is natural logarithm 
of total assets; LEV is liabilities to equities ratio; ROA is 
returns on assets (%) and Q is Tobin’s Q.

Table 1: Descriptive statistics of variables

Variable N Mean S.D. Min p25 p50 p75 Max

SO 4146 30.24 24.76 0.00 0.00 30.36 51.00 96.72

MO 4146 3.40 6.77 0.00 0.09 0.81 3.41 64.99

BO 4146 6.62 10.29 0.00 0.25 2.11 8.84 93.52

DIO 4146 10.08 18.18 0.00 0.00 0.00 11.52 88.44

FIO 4146 2.82 7.76 0.00 0.00 0.00 0.00 57.19

SIZE 4070 26.90 1.35 23.78 25.96 26.84 27.83 30.80

LEV 4072 1.63 1.57 0.04 0.51 1.16 2.19 9.91

ROA 4068 8.03 7.50 -15.05 2.73 6.57 11.80 37.12

Q 4088 1.09 0.46 0.39 0.84 0.97 1.19 3.70
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4. Empirical Results

4.1. Quadratic Regressions with Interactive Terms
Table 2 provides the results of the quadratic regressions 

of privatized firm performance against state ownership. 
Model 1 and 3 indicate an inverted U-shaped relationship 
between residual state ownership and privatized firm 
performance as the coefficients of state ownership are 
positive and significant whereas the coefficients of square 
of state ownership are negative and significant. Specifically, 
model 1 and 3 indicates that when state ownership rises from 
0 percent to 50 percent, ROA and Tobin’s Q increase from 
6.8699 percent to 8.9075 percent and from 1.0101 to 1.1523, 
respectively. Contrarily, when state ownership climbs further 
from 50 percent to 100 percent, ROA and Tobin’s Q drop 
from 8.9075 percent to 7.1781 percent and from 1.1523 to 
1.0132, respectively. This result confirmed the findings of 
studies indicating an inverted U-shaped relationship between 
residual state ownership and firm performance in the context 
of Vietnam and other East Asian countries. Boubakri et 
al. (2018); Hoang, Nguyen, and Hu (2017); Le, Pieri, and 
Zaninotto (2019); Nguyen and Vo (2020).  Model 2 and 4 
confirm the moderating effect of SCIC on the relationship 

between residual state ownership and privatized firm 
performance as both the interaction between state ownership 
and SCIC and the interaction between square of state 
ownership and SCIC are significant. This finding supports 
our proposed hypothesis. 

The Model 1, 2, 3 and 4 simultaneously reveal the positive 
and significant impact of managerial ownership, domestic 
institutional ownership, and foreign institutional ownership 
on privatized firm performance. Specifically, Model 2 reveals 
that 1 percentage point increases in managerial ownership, 
domestic institutional ownership and foreign institutional 
ownership enhances the ROA of privatized firms by 0.0770, 
0.0296 and 0.0400 percentage points, respectively. Similarly, 
Model 4 indicates that 1 percentage point increase in 
managerial ownership, domestic institutional ownership and 
foreign institutional ownership also leads to an increase in 
Tobin’s Q by 0.0033, 0.0028 and 0.0047, respectively. These 
findings are consistent with the findings of previous studies 
(Ang et al., 2000; Bhagat & Bolton, 2008; Elyasiani & Jia, 
2010; Nguyen, Nguyen, Ngo, & Nguyen, 2019).  This confirms 
that managerial ownership and institutional ownership are 
important factors in enhancing the performance of privatized 
firms during the post-privatization period.

Table 2: Quadratic regression models with interactive terms

Variable
ROA (%) Tobin’s Q

Model 1 Model 2 Model 3 Model 4
State ownership 0.0784*** 0.0557*** 0.0057*** 0.0041***
Square of State ownership -0.0008*** -0.0005** -0.0001*** -0.00004***
Specialized monitoring body -6.0903*** -0.4935***
State ownership x Specialized 
monitoring body (SCIC) 0.4679*** 0.0324***

Square of state ownership x 
Specialized monitoring body (SCIC) -0.0060*** -0.0004***

Managerial ownership 0.0791*** 0.0770*** 0.0035** 0.0033**
Board ownership -0.0115 -0.0111 0.0010 0.0010
Domestic institutional ownership 0.0307*** 0.0296*** 0.0029*** 0.0028***
Foreign institutional ownership 0.0473*** 0.0400*** 0.0052*** 0.0047***
Size 0.0822 0.0572 0.0337*** 0.0325***
Leverage -1.8402*** -1.8194*** -0.0198*** -0.0178***
Industry dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
Exchange dummies Yes Yes Yes Yes
Constant 10.3993*** 11.3099*** 1.3026*** 1.3604***

R2 0.3591 0.3651 0.4233 0.4337

N 3,927 3,927 3,946 3,946
This table reports quadratic regressions with interactive terms of privatized firm performance proxied by ROA (%) and Tobin’s Q on state 
ownership and variables defined in sub-section 3.2.  * denotes p-value < 0.10; ** denotes p-value < 0.05; and *** denotes p-value < 0.01.
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In addition, firm size is positively associated with 
privatized firm market performance, proxied by Tobin’s Q, as 
a 1% increase in total assets causes Tobin’s Q to increase by 
0.0003. On the contrary, leverage is shown to have a negative 
relationship with privatized firm financial performance and 
market performance, as an increase in financial leverage by 
1% results in a decrease of 1.8194 percentage points in ROA 
and a drop of 0.0178 in Tobin’s Q (Dang, Nguyen, & Tran, 
2020; Le & Phan, 2017) (see Table 2).

The marginal effect of SCIC on privatized firm 
performance is depicted in Table 3. The results reveal that 
when keeping other variables fixed at their means, changing 
from ‘not under SCIC control’ to ‘under SCIC control’ drags 
the ROA and Tobin’s Q of privatized firms from 8.2675 
percent to 10.8041 percent and from 1.1122 to 1.2659, 
respectively. These results confirm the moderating role of 
SCIC control variable that increases the impact of state 
ownership on privatized firm performance significantly.

4.2. Propensity Score Matching

It is noted that our study’s results may encounter selection 
bias as the government may choose to assign privatized 
firms under SCIC control in accordance with their specific 
characteristics. In other words, privatized firms under the 
control of SCIC are not randomly selected. To deal with the 
potential selection bias, we utilized the PSM technique to 
estimate the marginal effect of SCIC monitor on privatized 

firm performance. Therein, privatized firms under the 
control of SCIC are matched with privatized firms not under 
the control of SCIC via observable characteristics including 
firm size, firm capital structure, industry effect, exchange 
effect, year effect, state ownership, managerial ownership, 
board ownership, domestic institutional ownership and 
foreign institutional ownership.

Table 4 below indicates the results of the average treatment 
effect on the treated group which includes all privatized firms 
under the control of SCIC (SCIC = 1). All the t-stat value is 
higher than 1.96; this affirms the significant impact of SCIC 
on firm performance. If we go into details, we will find that, 
among privatized firms, the SCIC on an average, raises ROA 
from 8.3560 percent to 10.6495 percent and Tobin’s Q from 
1.1150 to 1.2370. This result is close to results generated in 
sub-section 4.1 which suggests the generally positive role of 
SCIC on the performance of privatized firms (see Table 4).

5. Discussion

In the Vietnamese context, the State Capital Investment 
Corporation (SCIC) acts as a representative of state capital in 
privatized firms. SCIC is established with an aim to enhance 
the efficiency of state capital invested there. To some extent, 
SCIC shares some similar characteristics of a sovereign 
wealth fund since this institution tends to behave as an active 
shareholder to achieve the pure goal of maximizing the 
return on the invested capital by the government. However, 

Table 3: Marginal effect of SCIC on privatized firm performance under quadratic regression models with interactive terms

Margin Std. Err. t P>t 95% Confident Interval
Marginal Effect of SCIC on ROA (%)
SCIC=0 8.2675 0.1811 45.6600 0.0000 7.9125 8.6225
SCIC=1 10.8041 0.4788 22.5700 0.0000 9.8654 11.7427
Marginal Effect of SCIC on Tobin’s Q
SCIC=0 1.1122 0.0105 106.3500 0.0000 1.0917 1.1327
SCIC=1 1.2659 0.0280 45.2600 0.0000 1.2111 1.3208

This table reports marginal effect of the monitoring body (SCIC) on privatized firm performance under quadratic regression models with 
interactive terms.

Table 4: Average treatment effect of specialized monitoring body (SCIC) on privatized firm performance

Variable Sample Treated Controls Difference S.E. T-stat

ROA (%)
Unmatched 10.6495 7.2595 3.3900 0.4112 8.2400

ATT 10.6495 8.3560 2.2935 1.0339 2.2200

Tobin’s Q
Unmatched 1.2370 1.0576 0.1794 0.0249 7.2000

ATT 1.2370 1.1150 0.1220 0.0650 1.8800
This table reports average treatment effect of the monitoring body (SCIC) on privatized firm performance using propensity score matching 
technique.
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SCIC is slightly different to sovereign wealth funds in other 
countries, since SCIC is also responsible for restructuring, 
privatizing SOEs and consulting on corporate governance of 
privatized firms. 

Our study’s findings provided empirical results that 
indicated the moderating role of SCIC in the relationship 
between residual state ownership and firm performance 
among privatized firms. Also, the results confirmed that 
privatized firms under the control of SCIC experience higher 
profitability and higher market performance. Our study also 
found that among privatized firms, SCIC may potentially 
improve ROA by 2.2935–2.5366 percentage points and the 
Tobin’s Q by 0.1220–0.1537.

The positive impact of SCIC on firm performance could be 
explained by (i) SCIC is concerned about wealth generation 
of privatized firms more than other line ministerial and 
provincial authorities; (ii) transferring control of privatized 
firms to SCIC frees the government ministries in functioning 
as the management of privatized firms, and it separates 
government functions from enterprise management which 
may lead to better governance practices and (iii) by acting 
solely as a shareholder, SCIC may eliminate the soft budget 
constraint issue and introduce ‘market mechanisms’ into 
privatized firms.

In comparison to the global context, the SCIC of Vietnam 
shares some similarities with the State‐Owned Assets 
Supervision and Administration Commission (SASAC) of 
China. The results of our study are also partly consistent with 
Wang, Guthrie, and Xiao (2012) which implies the positive 
role of SASAC in easing the downsides of governmental 
ownership. These results imply that the separation of 
governmental functions from the management of privatized 
firms could enhance the performance of SOEs in transitional 
economies.

6. Conclusion

Our study discovers a positive moderating role for 
specialized government monitoring body on the relationship 
between residual state ownership and privatized firm 
performance. Empirical results demonstrate that privatized 
firms under the control of specialized monitoring body 
outperform their peers. By setting up one specialized 
government monitoring body and separating the 
governmental management from business management of 
privatized firms, the government may lessen government 
intervention in privatized firms’ management and maximize 
the alignment of wealth maximization objectives between 
state shareholders and non-state shareholders in privatized 
firms. In this context, the specialized government monitoring 
body acts purely as an active and strategic shareholder to 
assure the efficient utilization of state assets in privatized 

firms and remove management team in case of poor 
performance.
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