
1. Introduction

efficient market hypothesis has been at the

center of debates in financial literature for several

years. The term efficiency is used to describe a

market in which all relevant information is imme-

diately impounded into the price of financial as-

sets. if the capital market is sufficiently efficient,

investors cannot expect to achieve superior profits

from their investment strategies. as a result, cap-

ital asset pricing models could be useful for various

investment decisions. in the economic perspective,

the efficient market is even more important be-

cause it implies that the stock market is well func-

tioning in scarce resource allocation. however,

this is not always the case, especially in the

emerging stock markets. 

islam and Khaled (2005) calls developing coun-

tries as ‘capital starved economies’, so efficient al-

location of scarce resources and encouragement of

private foreign investment are both of vital impor-

tance. They also stated that the success of an in-

creasing privatization of these economies will

depend crucially on the presence of an active and

efficient stock market. indeed, rational investors

expectedly drive their investments into the most

profitable projects, given acceptable risks. The ef-

ficient market can address the ‘mixed feelings’

problem, in which investors are always skeptical

about the intrinsic value of any stock under con-

sideration. This may lead their decisions based on

others. in other words, this phenomenon is com-

monly considered as herding behavior. For foreign

investors, inefficient markets are usually equiva-

lent to high risky markets when making their in-

vestments abroad. hence, they tend to apply

higher hurdle rates, which in turn underestimate

investment opportunities in developing countries.

eventually, it is hard for any developing country

with inefficient/weak stock market to attract for-

eign portfolio investment flows. 

The efficient market hypothesis is theoretically

viewed in three common forms, depending on the

kind of available information embodied. These are

commonly classified into weak-form, semi strong-

form, and strong-form efficiency. The weak form

is the lowest form of efficiency that defines a mar-

ket as being efficient if current prices fully reflect

all information contained in past prices only. The

semi-strong form efficiency suggests that the cur-

rent price fully incorporates all publicly available

information. semi-strong efficiency requires the

existence of market analysts who are not only fi-

nancial economists able to comprehend implica-

tions of vast financial information, but also

macroeconomists, experts adept in understanding

processes in product and input markets (ross et

al., 2006). The strong form efficiency states that

the current price fully incorporates all existing in-

formation, both public and private (also called in-

side information). The main difference between

the semi-strong and strong efficiency hypotheses

is that, in the latter, nobody should be able to sys-

tematically generate profits even if trading on in-

formation not publicly known at the time. The

rationale for strong-form market efficiency is that

the stock market anticipates, in an unbiased man-

ner, future developments and therefore the stock

prices may have incorporated all relevant infor-

mation and evaluated in a much more objective

and informative way than the insiders. according
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to ross et al. (2006), a very strong assumption of

this form is that inside information cost is always

zero. however, this assumption hardly exists in

reality, so the strong form efficiency is not very

likely to hold. 

Despite its impressive growth, the Vietnamese

stock market is really struggling with various typ-

ical weaknesses of an emerging market (Truong,

2006). as a result, trading behavior in the Viet-

namese stock market may be much different from

that in developed/newly emerging stock markets.

investors, especially those who have just experi-

enced the economic downturn, may base their ac-

tions on the decisions of others who are well

informed about market developments by following

the market consensus (nguyen, 2009). Thus, the

question is whether the Vietnamese stock market

is informationally efficient and whether the mar-

ket pattern is seriously affected by the financial

crisis.  

The mixed evidence from the study of Truong

(2006) in the 2002-2004 period may imply that the

Vietnamese stock market is, to which extent,

characterized by the weak-form efficiency. how-

ever, this lowest form of efficiency cannot assure

the Vietnamese stock market is well functioning

in scarce resource allocation and attractive enough

to encourage foreign investors (nguyen, 2007).

Both investors and policy makers mostly concern

if the current market prices reflect all publicly

available information, such as information about

inflation, economic growth, money supply, ex-

change rates, interest rates, annual earnings, and

stock splits, etc. 

ibrahim (1999) states that significantly lagged

effects of macroeconomic variables on stock prices

indicate informational inefficiency of the stock

market. if this is the case, individual investors can

earn abnormal profits by exploiting past macro-

economic information. as a result, this exploitable

opportunity would seriously distort the market’s

ability to efficiently allocate scarce resources. The

reverse effects of stock prices on macroeconomic

variables imply that stock market movements an-

ticipate future economic conditions. accordingly,

they may be employed as a leading indicator in

helping formulating current economic stabilization

policies. This article will investigate these dy-

namic interactions for the case of the Vietnamese

stock market.

in order to contribute to this line of literature

for emerging markets, this paper would like to ex-

tend existing studies on the informational effi-

ciency of the Vietnamese stock market on the

following ways. First, we examine the market ef-

ficient hypothesis using a wider range of macro-

economic variables  by using bivariate causality

tests. in particular, we use twelve macroeconomic

variables, namely, consumer price (cP), industrial

production (iP), imports (iM), exports (eX), ex-

change rates (er), M1 money supply (M1), M2

money supply (M2), lending rates (Lr), deposit

rates (Dr), domestic credit (Dc), foreign reserves

(Fr), and money reserves (Mr). second, we make

every effort to compare the informational effi-

ciency situation of the Vietnamese stock market

with that of other emerging markets. Third, we

will take the impact of the last financial crisis into

account so as to check the robustness of market

efficiency exhibition. 

The organization of the paper is as follows.

Then, section 2 outlines the analytical framework.

section 3 presents the results of bivariate causal-

ity tests. Finally, our concluding remarks are con-

tained in section 4 by some policy implications to

the stock market in Vietnam. 

2. Analytical framework

The analytical framework of this paper is to

employ the Granger causality tests. in doing so,

we will first examines whether the variables of

concern are non-stationary and cointegrated. as

widely accepted, if all variables under considera-

tion are integrated of order 1, I(1), and they are

not cointegrated, we must apply the standard ver-

sion of Granger causality test using the first dif-

ferences of the variables. if this is the case, we

are just able to test whether the stock market ex-

hibits the short-run efficiency. By contrast, if the

variables under consideration are not only I(1), but

also cointegrated, then we should employ the coin-

tegration and error correction (ecM) version of

Granger causality tests.  according to ibrahim

(1999), the ecM conveniently combines the short-

run dynamics and long-run equilibrium adjust-

ments of the variables. in the efficient market

hypothesis literature, this allows us to analyze

whether the stock market exhibits both short-run

and long-run efficiency.

3. Bivariate causality tests
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This section builds on the previous in-

tegration and cointegration tests to ap-

propriately specify a dynamic framework

for assessing the interactions between

the stock prices and the macroeconomic

variables of interest. since all residuals

from each cointegrating equation are

stationary, the error correction version

of Granger causality test is used. it is

noted that although our main focus is on

the informational efficiency of stock

prices, we also evaluate the possible

feedback from the stock prices to the

macroeconomic variables. These are re-

ported in the Table 1.

The first column of Table 1 presents

two null hypotheses for each set of vari-

ables: h01: Macroeconomic variable does

not Granger cause stock prices, and h02:

stock prices do not Granger cause

macroeconomic variable. although our

main focus is on h01, we also test h02.

specifically, testing these hypotheses

will result in one of the four patterns of

causality: (1) unidirectional causality

from macroeconomic variable to stock

price if h01 is rejected; (2) unidirectional

causality from stock price to macroeco-

nomic variable if h02 is rejected; (3) bidi-

rectional causality between

macroeconomic variable and stock price

if both h01 and h02 are rejected; and (4)

no causality between macroeconomic

variable and stock price if both h01 and

h02 are not rejected. 

The second column of Table 1 pres-

ents optimal lag lengths of dependent

variable and independent variable in

each Var model. since we have twelve

macroeconomic variables, we have to

run 24 Var models. The first equation

of each Var model is used to test

whether macroeconomic variable does Granger

cause stock price; while the second equation of

each Var model is used to test whether stock

prices does Granger cause macroeconomic vari-

able. in order to determine the optimal lag

lengths of dependent variable (or endogenous vari-

able), this thesis employs the “Var estimation”

technique using eviews. 

The selection criteria for the appropriate lag

lengths of the unrestricted Var models employ F-

tests and 2 tests. The selection procedure in-

volves choosing the Var(p) model with the

highest absolute value  of aic, sic or the han-

nan–Quinn (hQ) and lowest value of final predic-

tion error (FPe). in practice, the use of sic is

likely to result in selecting a lower order Var

model than the aic. similar to previous studies,

Null Hypothe-

sis

Optimal Lags Granger Test ECM

Dep.

Variable

Indep.

Variable
F Stats c2 Stats

(a)  CP dnc VNI 12 8 1.71 13.7*** -0.05

VNI dnc CP 25 1 0.10 0.10 -0.02***

(b)  IP dnc VNI 12 8 1.56 12.46 -0.07**

VNI dnc IP 14 1 0.16 0.16 -0.21*

(c)   IM dnc VNI 12 1 0.42 0.42 -0.06***

VNI dnc IM 18 1 0.03 0.03 -0.12**

(d)  EX dnc VNI 12 1 2.28 2.28 -0.07**

VNI dnc EX 20 1 0.56 0.56 -0.07

(e)  FX dnc VNI 12 1 3.81*** 3.81*** -0.05**

VNI dnc FX 22 4 4.04* 16.15* 0.05

(f)   M1 dnc VNI 12 15 2.60* 39.1* -0.04

VNI dnc M1 24 1 0.53 0.53 -0.02

(g)  M2 dnc VNI 12 4 2.05*** 8.18*** -0.08**

VNI dnc M2 25 4 2.58** 10.32** -0.001

(h)  LR dnc VNI 12 2 1.73 3.47 -0.04***

VNI dnc LR 9 1 0.68 0.68 -0.08***

(i)   DR dnc VNI 12 1 0.06 0.06 -0.04

VNI dnc DR 8 3 2.87** 8.62** -0.07***

(j)   DC dnc VNI 12 1 0.84 0.84 -0.08**

VNI dnc DC 24 4 1.57 6.28 0.005

(k)  FR dnc VNI 12 1 0.21 0.21 -0.07**

VNI dnc FR 4 2 1.13 2.26 -0.03

(l)   MR dnc VNI 12 1 0.48 0.48 -0.08**

VNI dnc MR 12 1 1.50 1.50 0.001

Table 1: Bivariate Causality Tests (all cointegrated series)

Note: *, ** and *** denote significance at 1%, 5% and 10% levels

respectively. The term “dnc” means “does not Granger cause”. En-

tries under “Granger Tests” are F statistics and 2 statistics for testing

the null hypothesis that the coefficients’ sums of causal variables are

zero. And the underlying presents the existence of contemporaneous

relationship at 15% level of significance.
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this thesis employs the aic criterion. once the

appropriate lag lengths of dependent variable in

each Var model are selected, we then apply the

simple-to-specific approach to determine the ap-

propriate lag lengths of independent variable on

the basic of aic criterion.

The third column of Table 1 presents the

Granger causality test results. These tests are

simply conducted by Wald – coefficient restric-

tion test in eviews. The final column of Table 1

presents the ecM test results. in this table, we

just provide p coefficients. From Table 1, we may

note four important points from the regressions. 

First, three out of twelve macroeconomic vari-

ables, specifically consumer prices, M2 money sup-

ply, and foreign exchange rates, have the

contemporaneous relationships with the stock

prices. 

Second, the bivariate causality test results

show that two groups of macroeconomic variables

have different impacts on the stock prices. Group

one, including industrial production, imports, ex-

ports, lending rates, deposit rates, domestic credit,

foreign currency reserves, and money reserves,

largely indicates that the lagged changes in

macroeconomic variables have no significant pre-

dictive ability for the movements in stock prices.

The null hypothesis that the macroeconomic vari-

ables do not Granger cause stock prices is not re-

jected even at the 10% significance level. it is

noted that, except for consumer prices, the test re-

sults appear to be consistent with both test statis-

tics, F and 2 . as for consumer price, the null

hypothesis that it does not cause stock prices in

Granger sense is rejected at the 10% significance

level using the 2 statistics. accordingly, exclud-

ing consumer price from this group is appropriate.

however, the contemporaneous information about

these variables is not linked to stock market re-

turns because the hypothesis that h0: b0  0 is re-

jected even at the 15% level of significance. Thus,

the failure of lagged economic values to Granger

cause stock market returns should not be inter-

preted as implying that the stock market is semi-

strongly efficient with respect to this list of

variables. in other words, the stock market ap-

pears to divorce from reality of these economic ac-

tivities. 

For group two, including foreign exchange

rates, M1 money supply, M2 money supply, and

consumer price as well, the lagged changes in

macroeconomic variables really have significant

predictive ability for the movements in stock

prices. saying differently, the null hypothesis for

these cases is rejected at the 10% significance

level. The results from this bivariate analysis,

along with the existence of contemporaneous re-

lationships, suggest that, in the short-run, the

Vietnamese stock market is not informationally

efficient with respect to consumer price, foreign

exchange rates, and M2 money supply. For this

reason, we expect that investors who traded on

announcements of consumer price, foreign ex-

change rates, and M2 money supply might be able

to earn predictably positive returns. For the M1

money supply, the fact that its current values are

not linked to current equity market returns rein-

forces the suggestion that the market is also not

efficient as conventionally understood. These find-

ings are likely to be in accordance with the newly-

emerging equity markets in central europe ten

years ago (see hanousek and Filer [2000]) . 

Third, we observe that stock price movements

anticipate variations in the foreign exchange rates

and the M2 money supply. This result seems to be

somewhat consistent with what ibrahim (1999)

had found in the Malaysian stock market for the

last decade. The striking difference between the

two markets is that the Vietnamese stock prices

do not provide any predictive power for real in-

dustrial production. This finding is not consistent

with the hypothesis that stock prices contain the

market participants’ expectations of future real ac-

tivities. For this reason, the Vietnamese stock

market may not do its best as the capital mobi-

lization for the economy. saying differently, in-

vestors may not consider the stock market as

their long-run investment channel. Besides the

contemporaneous relationships, the causal link

from stock prices to M2 money supply may reflect

the importance of the stock market on the M2

money demand. We can explain this special link

as follows. While functioning its role as a capital

mobilization channel, the stock market may at-

tract a majority of idle money from society. ac-

cordingly, the stock prices may, to which extent,

provide predictive power for the increase in the

M2 money supply. This finding is consistent with

the hypothesis that stock prices contain the mar-

ket participants’ expectations of future monetary
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policies. in other words, these findings may indi-

cate the policy reaction of the monetary authori-

ties to the fluctuation in stock prices. Lastly, the

effects on the exchange rates of stock price

changes possibly suggest portfolio adjust-

ments taken by investors. 

Fourth, most coefficients of the error

correction term reinforce our findings of

cointegration between stock prices and

macroeconomic variables, except for the

consumer prices, the M1 money supply, and

the deposit rates. They are signed as ex-

pected and are significant in at least one

equation. specifically, the results suggest

that deviations from the equilibrium path

are adjusted by about 4%–8% the next

month through the movements in stock

prices. From the estimates, the adjustment

toward the long-run relationship is ex-

tremely slow. This means that, after any

shock that forces the stock prices to move

away from their long-run values, it takes a

long time for the prices to return to their

equilibrium values if there is no opposite

shock to counter the initial shock. although

the results indicate the need for interven-

tion in such a case, they also point to the

danger of creating policy shocks because it

may take time for a certain policy to come

into effect.

The relative efficiency of the Viet-

namese stock market appears to have

shifted greatly over time. in other words,

the financial crisis really has impact on the

efficiency pattern of the stock market.

Table 2 contains the same analysis as

Table 1, except restricted to the period up

to June 2008 (before the financial crisis).

The test results indicate the relationships

are very different from what we have found

above. First, all lag lengths have signifi-

cantly changed. if we compare with central

europe markets, the Vietnamese stock

market is unstable. The memory ability of

the post-crisis stock market lasts longer.

second, the market, to somewhat lesser ex-

tent, appears to be moving backwards. Be-

fore the crisis, the Vietnamese stock market may

have possessed elements of semi-strong efficiency.

in particular, the stock market is informationally

efficient with respect to M2 money supply, lending

rates, and deposit rates. speaking differently, the

stock market is informationally efficient with re-

spect to monetary variables. 

But it seems to disappear due to impacts of the

financial crisis. Third, the stock prices had played

an important role on almost all monetary vari-

Null Hypothesis

Optimal Lags Granger Test ECM

Dep.

Variable

Indep.

Variable
F Stats c2 Stats

(a)  CP dnc VNI 1 12 1.14 13.73 -0.04

VNI dnc CP 14 10 1.40 14.03 -0.001

(b)  IP dnc VNI 1 8 1.47 11.74 -0.04

VNI dnc IP 12 1 0.08 0.08 -0.06

(c)   IM dnc VNI 1 8 1.92*** 15.33** -0.03

VNI dnc IM 13 1 0.04 0.04 -0.10***

(d)  EX dnc VNI 1 8 1.05 8.41 -0.05***

VNI dnc EX 18 1 0.48 0.48 0.05

(e)  FX dnc VNI 1 8 2.47** 19.72** -0.03

VNI dnc FX 10 1 5.47** 5.47** -0.04

(f)   M1 dnc VNI 1 8 2.63** 21.03** -0.04

VNI dnc M1 16 1 4.27** 4.27** -0.05

(g)  M2 dnc VNI 1 8 1.59 12.7 -0.06***

VNI dnc M2 1 2 4.04** 8.09** 0.003

(h)  LR dnc VNI 1 8 1.15 9.18 -0.04***

VNI dnc LR 3 4 2.26*** 9.03*** 0.05

(i)   DR dnc VNI 1 8 0.98 7.83 -0.03

VNI dnc DR 3 12 2.14** 25.7** -0.04

(j)   DC dnc VNI 1 8 1.49 11.93 -0.05***

VNI dnc DC 15 1 3.80*** 3.80*** -0.01

(k)  FR dnc VNI 1 8 0.15 1.23 -0.04

VNI dnc FR 1 4 1.72 6.69 -0.06

(l)   MR dnc VNI 1 12 2.35** 28.16* -0.04

VNI dnc MR 12 1 0.90 0.90 -0.05

Table 2: Bivariate Causality Tests (all cointegrated series)

Note: *, ** and *** denote significance at 1%, 5% and 10% lev-

els respectively. The term “dnc” means “does not Granger cause”.

Entries under “Granger Tests” are F statistics and 2 statistics for

testing the null hypothesis that the coefficients’ sums of causal

variables are zero. And the underlying presents the existence of

contemporaneous relationship at 15% level of significance.
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ables, while the investors could not be able to

trade on the announcements of monetary informa-

tion. This feature is very significant for the eco-

nomic stabilization policies. Fourth, the real

economic activity seems to have impact on the

stock market because the significant causal link

from the imports to the stock prices may contain

the market participants’ expectations. Fifth, only

four macroeconomic variables, including exports,

M2 money supply, lending rates, and domestic

credit, indicate the long-run relationship with

stock prices; and the stock prices just have the

long-run relationship with imports. This may

imply that the isolation between the stock market

and the economic reality has been established be-

fore the crisis. and this could, to which extent, re-

sult in the fact that both the stock market and the

economy have weakly struggled against the attack

of the financial crisis. in other words, before the

financial crisis, there are no significant adjust-

ment processes which could prevent the errors in

the long-run relationships from becoming larger

and larger. in terms of ecM analysis, we may say

that during the crisis, the stock market and the

economy have started to look together. if this is a

case, we may expect that the future prospect of the

stock market turn out to be much better.

in summary, while our bivariate analysis sug-

gests that the Vietnamese stock market seems to

be informationally inefficient in both short- and

long-run. Generally, the stock market seems to di-

vorce from the most part of the economy. it is still

possible for a “professional” trader to make abnor-

mal returns by analyzing good or bad news con-

tained in some macroeconomic variables. The

findings re-assure that the Vietnamese stock mar-

ket is not well functioning in scarce resource allo-

cation and attractive enough to encourage foreign

investors. in fact, investors of all kinds in the

market only concern their short-term portfolios.

in addition, instead of becoming more efficient

over time, as one might expect, the Vietnamese

stock market appears to have become increasingly

divorced from reality. This is because the stock

market used to be informationally efficient with

respect to some monetary variables. Furthermore,

the bivariate analysis also confirms that the fi-

nancial crisis has significant impact on the effi-

ciency pattern of the Vietnamese stock market. 

4. Conclusions

This paper employs the cointegration and error

correction version of Granger causality tests to in-

vestigate whether the Vietnamese stock market

exhibits the publicly informational efficiency.

specifically, we investigate the lead-lag relation-

ship between stock prices and twelve macroeco-

nomic variables for Vietnam. Data are collected

from three official sources, namely, Thomson

reuters, Bloomberg and international Monetary

Fund during the period from December 2000 to

June 2009. 

The results from bivariate analysis suggest

that the Vietnamese stock market is not informa-

tionally efficient in both short- and long-run. The

stock market seems to even divorce from the most

part of the economy. it is still possible for a “pro-

fessional” trader to make abnormal returns by an-

alyzing good or bad news contained in some

macroeconomic variables. The findings re-assure

that the Vietnamese stock market is not well func-

tioning in scarce resource allocation and attractive

enough to encourage foreign investors. in fact, in-
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vestors of all kinds in the market only concern

their short-term portfolios (or so-called specula-

tors). This phenomenon is potentially risky for the

economy because any shock can result in a simul-

taneous capital outflow. This may, in turn, create

pressures on the balance of payments. For the

market is not informationally efficient, especially

with respect to monetary variables, it may be dan-

gerous for policy makers to realize the role of mon-

etary policies. however, in the investors’ point of

view, fundamental analysis is still significant for

their investment decisions. Thus, companies with

strong equity analysts would have higher compar-

ative advantages in this inefficient market. in ad-

dition, instead of becoming more efficient over

time, as one might expect, the Vietnamese stock

market appears to have become increasingly di-

vorced from reality. This also reveals that the last

financial crisis has serious impacts on the Viet-

namese stock market. 

The informational inefficiency implies that the

scarce resources have not been allocated into the

best competing uses. in an inefficient stock mar-

ket where stock prices do not reflect the real value

of the firms, well-managed firms may be mistak-

enly undervalued by the market and, therefore,

find it difficult to raise funds, while fundamentally

dysfunctional firms may be overvalued and easily

attract investors’ funds. This “lemon-hazard” prob-

lem may result in not only misallocating resources

but also encouraging speculation. an efficient mar-

ket can eliminate price distortions and channel

funds to the most efficiently managed firms. This

is extremely significant for a ‘capital starved’

economy like Vietnam. 

To properly perform its function of resource al-

location, the Vietnamese stock market should be

efficiently improved in terms of publicly informa-

tion, of which three supplementary levels are spe-

cially considered. 

First, macroeconomic information disclosure

should be promptly and accurately promulgated.

Most Vietnamese macroeconomic data officially

published by the General statistics office (Gso),

international Monetary Fund (iMF), and others

often lag at least six to nine months . More im-

portantly, many macroeconomic variables have

never been widely reported, especially govern-

ment expenditures, balance of payments, and em-

ployment. in this situation, traders who have

absolute advantages in accessing “confidential” in-

formation could dominate the market, and thus

make abnormal returns by analyzing good or bad

news contained in these leakages. inversely, un-

informed investors blindly act on others’ deci-

sions, formulating herding behavior. This finding

implies that an improvement of national statisti-

cal system is significantly important. We should

change our traditional wisdom that only public

agencies need macroeconomic variables for re-

search and policy analysis. in financial sector,

however, everyone does. 

Second, dissemination of information relating

to listed companies is necessarily improved by

means of good corporate governance and market

transparency. These practices play an important

role in protecting shareholders and developing the

market soundly. The current status of unclear and

unreliable disclosure can create invisible barriers

for lasting the inefficiency longer. as we have al-

ready learned from the literature review that the

probability of finding inefficiency in an asset mar-

ket increases as the transaction and information

cost of exploiting the inefficiency increases. The

poor information from listed companies, along

with unavailable macroeconomic news, turns out

to be opportunities for some well-informed in-

vestors making prices. Therefore, we suggest that

most listed companies must adequately, accurately

and promptly announce all information updates

about their management, performance, and finan-

cial health on their websites. To attract foreign

investors, bilingual website should even become

one of the compulsory requirements of listed com-

panies. in addition, some accounting principles

should be properly adjusted in accordance with in-

ternational best practices. 

Third, it is a need to promote liquidity of the

stock market in order to perform its role as a real

capital mobilization channel. it is said that the

probability of finding inefficiencies in an asset

market decreases as the ease of trading on the

asset increases. in doing so, we should scale up

the quantity of, and increase the quality of, and to

diversify various kinds of goods, including deriva-

tives and corporate bonds, in order to meet the de-

mands of the market by: (i) speeding up the

privatization of state-owned enterprises and cor-

porations, economic groups and state-owned com-

mercial banks; attaching the privatization to
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listing in the securities market; and expanding the

issue of new shares to mobilize capital from the

market; (ii) requesting privatized enterprises to

satisfy the listing conditions to be listed; concur-

rently reviewing and continuing the sale of state

capital in enterprises in which the state is not re-

quired holding controlling shares; and (iii)  con-

verting foreign-invested enterprises into

shareholding companies with their shares to be

listed and traded in the securities market. how-

ever, experiences from other emerging markets

suggest that the sequencing of steps is critical to

eventual success and that gradualism may be

preferable to a ‘big bang’ approach. That means

we should build the stock market slowly and de-

liberately, adopting rules and procedures and only

gradually allowing companies that comply with

listing requirements to trade. 

Different from developed markets, the Viet-

namese stock market is being led by individual in-

vestors (account for 70-80% trading value,

Thomson reuters). These investors are mostly

characterized by short-run investments and un-

equable mind. consequently, the market is then

characterized by high volatility and risk. This

risky environment shall lead to two remarkable

dangers. First, investors, especially institutional

and foreign ones usually price stocks lower than

they are really worth. second, the newly listed

companies are often undervalued, and this prob-

lem might be an impediment of the equalization

process. Therefore, it is vitally important to de-

velop institutional investors such as investment

funds. accordingly, we suggest that only investors

who have sufficient conditions such as capital and

knowledge can independently join the market.

along with this restriction, some special incen-

tives for institutional investors can help reduce a

great number of uninformed individual investorsn
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