
1. Introduction

vietnam changed from the centrally-planned
economy to a market one after the economic re-
form was launched in the 1980s. the economy has
changed considerably with its average growth rate
increasing from 4.6% in the 1980s to 7.6% in the
1990s and 7% in 2008. proportion of the poor re-
duced remarkably from 15% in 2007 to 13% in
2008 (vlSS, 2008). these achievements are partly
due to the progress of financial sector (Quach et
al., 2003). uneven development of urban and rural
areas, however, is one of worrying problems. in
the first decade of the 21st century, the personal
income was some uS$300 a year, and it rose to
uS$716 in 2006 and 1,024 in 2008 (vlSS, 2008).
in addition, difference in personal income between
those two areas is on the increase. as ayumi Kon-
ishi, aDB country Director for vietnam, put it
“economic growth in vietnam has been largely eq-

uitable. But as the economic growth accelerates,
income disparity can widen.” as a result, the viet-
namese government finds it vital to improve rural
living standards in order to achieve sustainable
socioeconomic development. 

like many developing countries, the credit sup-
ply in rural areas in vietnam comprises two sec-
tors, formal and informal ones. the traditional
approach to rural finance worked well under the
formal rural financial systems (vu, 2001). more-
over, the formal credit develops slowly and lacks
competition between institutions while the de-
mand seems to exceed the supply. according to a
rough estimate of iFDa (2005), the demand for
credit by farming households equaled some uS$3
billion a year while the formal supply could ensure
only uS$850 million. this means that the formal
credit supply can satisfy only 30% of the demand
(cao, 1997). as a result, the of formal and infor-
mal credit sectors in vietnamese credit market
has actually co-existed. 

identifying features of farming households that
affect their ability to get access to the formal
credit not only is a theoretically meaningful prob-
lem but also helps economic authorities work out
and implement the credit policies at present and
in future. However, there have been very few re-
searches on determinants of access to credit for
the households all over the world in general and
in the mekong Delta in particular (ruth putzeys,
2002). therefore, this research tries to examine
such problems in the mekong Delta and address
the following issues:

- reviewing briefly some previous researches
on determinants of access to credit in vietnam
and other countries.

- characteristics and method of researching
the formal credit in rural areas in the mekong
Delta.
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- identifying the factors that affect the access
to formal credit by farming households.

- Suggesting some measures to promote the
rural credit market in the mekong Delta.

2. Literature Review

a study by Diagne (1999) of the financial mar-
ket in malawi indicates that the structure of
household assets is found to be much more impor-
tant than the total value of household assets or
land area as being a determinant of household ac-
cess to formal credit. Specifically, higher shares
of land and livestock in the total value of house-
hold assets are directly proportional to the access
to formal credit. However, the land area remains
a significant determinant of access to informal
credit. Francis n. okurut (2000) concludes that ac-
cess to bank credit is positively and significantly
affected by age, gender, household size, household
per capita expenditure, education level and race.
in addition, level of poverty may reduce the possi-
bility of accessing the formal credit. Semi-formal
credit access is positively and significantly af-
fected by household size, per capita expenditure,
provincial location and being colored while the
negative and significant factors in determining ac-
cess to semi-formal one include being male, rural
location, being poor and being white. informal
credit access is negatively and significantly influ-
enced by education level and race. the study of
Khalid mohamed (2003) in Zanzibar, tanzania,
shows that the age, gender, education, income lev-
els, and degrees of awareness of credit availability
influence on access to credit by small farmers and
fishermen in Zanzibar. 

in the case of vietnam, Ha (1999) finds that
the characteristics of householders and household
expenditures have significant effects on probabil-
ity of borrowing by rural households and on the
size of loan size provided. in addition, the educa-
tion and social position of householders have pos-
itive impacts on this issue. However, the age has
negatively influenced the probability of borrowing
but positively on the loan size. unexpectedly, the
household size has negative impacts to probability
as well as loan borrowed. in addition, vu (2001)
studied the determinants of access to credit by
farming households in the Hoàng river Delta, viet-
nam. His findings show that the value of house-
holds’ assets enhances the probability of access to
credit. 

3. Methodology and identification of variables in
the model 

a. Methodology:

the aim of this paper is obtained with the help
of Stata analysis software, and especially the
Heckman Selection model. this procedure ap-
peared in the literature as a simpler alternative
to maximum likelihood methods to estimate the
parameters of a model of selection. this model in-
cludes a second equation called the selection
model, besides the one to be estimated that deter-
mines whether an observation make into sample
causing the sample to be non-random. in order to
avoid bias, the estimation must take into account
the phenomenon of sample selection. consider the
following equation, which causes sample selection:

First step: probit model is used to determine
the factors affecting the access to formal credit of
rural households. the model is generally repre-
sented as follows:

Y = F(X1, X2, …Xn) (1)

where Y is defined as a dummy variable to de-
termine the probability of access to formal credit
of rural households. (Y=1 if the households can ac-
cess the formal credit, and Y = 0 otherwise). this
means that the households apply for the loans and
receive the loan from the formal credit institu-
tions. Based on the studies by Duong and izumida
(2002), and by mikkel Barslund and Finn tarp
(2008), the vietnam Bank for rural and Develop-
ment of vietnam (vBarD) is seen as the biggest
formal banks, followed by the vietnam Bank for
Social policy (vBSp). Due to objective conditions
and characteristics of surveyed areas, this paper
is bound by two given banks for the credit access. 

Second step: olS model is used to determine
the factors affecting the size of loan received by
the households. this is considerably seen as fol-
lows:     

olS [loan size (Y)] = F (X1, X2, …. Xn) (2)

the independent variables in model 1 and
model 2 are defined as follows: 

X1: the age of the householder by years. 

X2: is defined as a dummy variable which has
value 1 if the householder is male and 0 for fe-
male. 

X3: is defined as a dummy variable which has
value 1 if the householder was married and 0 oth-
erwise. 
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X4 and X5: are defined as dummy variables
which have value 1 if the householder locates in
caàn thô (Soùc traêng), 0 otherwise. 

X6: is defined as the schooling years attended
by household head in the vietnamese education
sector. the lowest level is 0 when the householder
is illiterate and the highest one is 12 when the
householder finishes the grade 12.

X7: is defined as a dummy variable which has
value 1 if the householder is of Kinh origin and 0
otherwise. 

X8 and X9: are defined as dependency ratio in
family that is indicated by the ratio of people who
are less than 15 years of age and higher than 60
years of age to the total member in the family. 

X10: is defined as a dummy variable which has
value 1 if the householder or one of other members
works for the community or local authorities and
0 otherwise.

X11: is defined as total land area (by 1,000 m2)
possessed by the household. this area includes
both the farming and housing land the household
is employing regardless of land-use right certifi-
cate. 

X12: the land-use right certificate is defined as
a dummy variable which has value 1 if the house-
holder has that certificate and 0 otherwise. 

X13: is defined as the total value of households’
assets by vnD1,000. this is indicated based on
the left value of assets hold by the households and
only asset whose use value is of five years or more
is included in this variable.

X14: is defined as distance from the house-
holds’ home to the formal banks at their location.
this is indicated by meter.

Besides, mills ratio is also estimated to assess
the probability that the model is affected by the
sample selection as well as the variables being
used. 

b. Hypotheses:

the main hypothesis in this research is that
which factors affect the peasants’ access to formal
credit in the mekong Delta. to assess the hypoth-
esis, we try to answer the following questions:

- Does the land area of the household affect its
access to the formal credit?

- is asset value of the household important to
its access to the formal credit?

- is the access to the formal credit affected by
the householder’s ethnicity?

- What is the effect of number of dependants of
the household on its access to the formal credit? 

- Does the householder’s education influence
his/her access to the formal credit?

- Does the gender of the householders make
any difference in their access to the formal credit?

4. Numerical data

this research uses the data of 288 samples ob-
tained from direct interviews in three provinces
of caàn thô, Soùc traêng, and traø vinh in 2009. the
samples are randomly chosen and structure of
samples is as follows.  

Table 1: The sample of households survey in the

Mekong Delta in 2009

Source: Authors’ survey in May – September 2009

5. Empirical results

the table 2 primarily shows the Heckman Se-
lection model in two steps. as given in the table,
each dependent variable is typically affected by
the characteristics of households as well as the vil-
lages. Due to effectively addressing the problem
and controlling the sample selectivity bias in the
second stage, regression requires the selection of
at least one variable that uniquely determines the
probability of access to formal credit but not the
continuous choice of loan size. in fact, two inde-
pendent variables that are Kinh origin and family
size of household affect the probability of access
to credit but not the loan size expectedly received
by the borrower. this means that the problem of
selectivity bias is generally solved. moreover, the
mills ratio is not significant in the equation,
which indicates that the errors in the two stages
of equations had been uncorrelated. Hence our
dataset there would not have been omitted vari-
able bias if the two equations had been estimated
separately. Followings are the probable explana-
tions of the findings.

Province Number of samples As %

Caàn Thô 94 32.64%

Soùc Traêng 100 34.72%

Traø Vinh 94 32.64%

Total 288 100%
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Firstly, estimated coefficients of the total
lands held by households are statistically signifi-
cant effects and expected positive signs on both
probability of access to formal credits and the loan
size. this variable only significantly impacts the
probability farming household’s access to formal
credit at 10-percent significant level but on loan
size received by households at 1-percent signifi-
cant level. land size characterizes ability to ex-
pand production of the farming household so high
demand for credit. the formal lenders consider
land size of farming household as a standard to
lend. the bigger the total land area is, the bigger
the loan size is expected to be by the household.

However, most of rural house-
holds in the mekong Delta are
not only receiving the loan from
vBarD but also from the vBSp.
the latter usually provides poor
rural households with fiduciary
loans. this policy produces one
of backward effects of the land
area in which the households
with large farming area has lit-
tle possibility of securing bank
loans. the research shows that
when the land area increases a
unit (one hectare), the possibil-
ity of accessing the formal credit
and size of loan increases by
1.8% and 4.4% respectively.
this finding is confirmed by Ha
(1999).

Secondly, location of Soùc
traêng province has a statisti-
cally significant effect on the
probability of access to formal
credit and loan size expected by
households at a 5-percent level.
a negative effect of this variable
on dependent variable means
that possibility of securing for-
mal credit of households in Soùc
traêng is 58.11% lower than that
of their counterparts in caàn thô
and traø vinh. it is understand-
able because most poverty alle-
viation programs are carried out
in remote and depressed dis-
tricts of caàn thô and traø vinh
with the result that households

in Soùc traêng have fewer opportunities to get ac-
cess to the programs.

Thirdly, being of the Kinh origin has a nega-
tively and statistically significant impact on the
access to credit but not on the loan size expected
by the households. in fact, proportions of residents
of Kinh, Kh’mer and chinese origins in the
mekong Delta are 53%; 44% and 3% respectively
(field survey 2009). this variable reflects the fact
that householders of Kinh origin have fewer
chances to get access to formal credit in compari-
son with other groups. this is due to the fact that
most of credit programs such as Job creation and

Variables Access to formal credit Loan size

dF/dx Std.err dF/dx Std.err

Age 0.0093 0.0789 -0.0590 0.0381

Gender -0.0879 0.2053 0.0786 0.1183

Marital Status 0.1125 0.8667 -0.4447 0.5164

Education 0.0335 0.1106 0.1159 0.0680*

Caàn Thô -0.0023 0.2561 -0.0815 0.1456

Soùc Traêng -0.5811 0.2582** -0.3679 0.1629**

Religion -0.0023 0.1817 0.1753 0.1127

Working for local authorities 0.4546 0.2582* 0.1059 0.1574

Dependant ratio 0.3282 0.5319*** -0.3156 0.3355

Land use right certificate -0.4649 0.3430 0.3528 0.2194*

Total Land 0.0179 0.0096* 0.0444 0.0145***

AGE2 0.0004 0.0009 0.0007 0.0004**

FAMILY2 -0.0759 0.0262*** 0.0012 0.0035

Building -0.0239 0.0818 0.2267 0.0501***

Kinh origin -0.4463 0.2524*

Family Size 0.7845 0.3053***

Distance to bank 0.0001 0.0003

LAND2 -0.0006 0.0003*

Cons -21.382 21.625 83.209 1.2616***

Mills    (Lambda) 0.82 0.3059 0.3742

Rho 0.4324

Sigma 0.7076

No observations 274

Censored Obs 78
Uncensored

Obs
196

Wald X2(23) 135.80 Prob ≥ X2 0.000

Table 2: Heckman Selection Model

Note: Robust t statistics in parentheses: * significant at 10%; ** significant

at 5%; *** significant at 1%
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135 credit programs, etc. target on surveyed
areas in which the high proportion of Kh’mer lo-
cated, thus they are likely to benefits from given
programs. rough estimates show that possibility
of accessing the formal credit by householders of
Kinh origin is 44.36% lower than the ones from
other ethnic groups. 

Fourthly, statistical significance of the size of
the household, dependant ratio and social status
of the householder is 1%; 1%; and 10% respec-
tively, for the possibility of accessing the formal
credit but not for the loan size. participation in
local authorities means better chances to get ac-
cess to the formal credit in comparison with other
householders because they can easily establish
good relations with local authorities, including
banking institutions. 

other variables concerning members of the
household mean that bigger households need more
credits for consumption and other expenses when
one or several members cannot cover all expenses.
moreover, big households with a high proportion
of dependants are considered to have low ability
to expand their production and repay debts, and
banks are reluctant to extend credit to them. that
is why they have to resort to informal credit. Stud-
ies by tran (1998), le (2002) and pham and izu-
mida (2002) also mention this situation.

Lastly, the value of household's assets, which
includes value of building and land-use right cer-
tificate, have statistically significant effects on the
loan size expected by the households of 1% and
10% levels respectively. the value of given inde-
pendent variables indicates the healthiness of the
farm household. the formal lenders consider given
variables as collateral to reduce risk. Due to the
requirement, only farming households with collat-
eral assets may apply and get formal loans. Farm-
ing households with higher asset values may be
considered as creditworthy and solvent. poorer
households, with smaller asset values, often lack
capital as well as means of production. thus, the
high amount of loan might be obtained due to the
high demand for credit. the finding indicates that
when the total assets of rural household increase
by one unit, the probability of getting bigger loan
size will increase by 22.67% and 35.28% respec-
tively. this result is mentioned in previous studies
like Bell et al (1997), vu (2001), and Khalid mo-
hamed (2003).

6. Conclusion and suggestions

a. Conclusion:

this paper analyses determinants of access to
formal credit for the rural households as men-
tioned earlier in the rural mD. the data used is
derived from the real survey of authors including
288 farming households with general information
given in earlier section. Based on the theory and
empirical studies, the aim of this study is obtained
by Heckman Selection model of estimation. probit
model is used to determine the probability of
households’ access to formal credit. then, the
propensity score is utilized to explain the relation-
ship between probability of access to credit for the
rural households and characteristics of house-
holds. the olS model is utilized for the loan size
expected by households. last, the mills ratio is
presented for the selection bias test. the findings
indicate that the household and village character-
istics that include the age, ethnicity, household’s
education, location of households, and marital sta-
tus of householder have affected the probability of
access to credit and loan size. the results are sim-
ilar to those of previous studies.

the aim of this paper is mostly obtained in the
term of statistical perspective. However, due to
the limitation of time and resources, some short-
comings should be noted. Firstly, this paper does
not capture the competition between credit
providers in the rural market. Secondly, the paper
used the simple probit model to analyze the result
instead of the ordered probit model. thirdly, most
peasants didn’t keep necessary records properly
with the result that most data are depend on their
memory. the data collected and used in this re-
search, however, still provide good information for
suggestions about measures to enhance possibility
of accessing the formal credit by peasants and ef-
ficiency of rural credit programs in the mekong
Delta.

b. Suggestions:

the formal credit system can satisfy the mar-
ket demand because of low and stable costs. this
advantage is really significant for the supply of
formal credit to farming households in the
mekong Delta. results of analyses show that the
access to formal credit is affected by various fac-
tors. the following are some suggestions for con-
sideration.
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- For borrower:

rural credit is important to farming house-
holds. to access the formal credit, peasants should
secure and handle necessary information when
they need bank loans. the information includes
credit procedures, terms and interest rate. in ad-
dition, peasants should be encouraged to get ac-
cess to banking services and ready to be debtors.
next, borrowers must prove their creditworthiness
by repaying both principal and interest timely,
which help lenders evaluate borrowers’ credit his-
tory exactly. With a good track record, borrowers
can access the formal credit easier in future.

- For peasants who need capital but have

not secured bank loan:

one of reasons why peasants have not secured
loans from the vBarD is their failure to give the
land-use right certificate as security to the lender.
in this case, they should complete procedures for
getting the land-use right certificate as soon as
possible. this is particularly necessary for rice-
farming land. in addition, peasants should be en-
couraged to access banking institutions by
learning information concerning bank loan
through mass media, the banks themselves and
other sources. peasants can also look for such in-
formation and help from local civic organizations.

- For banking institutions:

the access to formal credit is affected by house-
holders’ locality and ethnicity, which requires the
banks to provide peasants with information about
credit procedures in order to help them get basic
knowledge of bank credit. researches on the
credit market, especially difference between de-
mand and supply, are also necessary. in addition,
banking institutions should modernize and reform
their ways of doing business, human resource,
technology, kinds of loans supplied, policy on their
staff members, and plan to integrate into the
world market. Solving these problems can encour-
age the banks to improve their performance and
attract more customersn
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