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Introduction

Emerging markets have become more at-
tractive to investors from developed countries 
since they have better growth prospects, more 
financial deregulation (Karolyi, Ng, & Prasad, 
2015). Foreign investors are expected to have 
some advantages over local investors such as 
better investment experience, modern technol-
ogy and highly professional expertise. In addi-
tion, they are able to compare firm performance 
in different countries and have better investment 
decisions (Batten & Vo, 2015). However, inves-
tors may face information disadvantages over 
local investors because of geographical, cul-
tural, and political differences (Coval & Mos-
kowitz, 1999; Portes & Rey, 2005). Therefore, 
they tend to mitigate these disadvantages in 
their investment decisions (Batten & Vo, 2015; 

Lin & Shiu, 2003). This research investigates 
how foreign investors’ investment behavior is 
affected by state ownership in Vietnamese stock 
market.

Prior studies show that state ownership may 
bring both benefits and problems to firms. On 
the one hand, firms with higher state ownership 
have more opportunities to obtain bank credit 
(Chang, Liu, Spiegel, & Zhang, 2018; Cong, 
Gao, Ponticelli, & Yang, 2018; Song, Stores-
letten, & Zilibotti, 2011) and incur lower costs 
of debt (Shailer & Wang, 2015). On the other 
hand, state ownership also makes firms face 
“double agency” problem. The government is 
a principal in the relationship with firm man-
agers but becomes an agent in the relationship 
with the public. The government or politicians 
tend to pressure firm mangers to exploit firm 
resources in order to serve political and social 
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objectives. Therefore, firms with higher state 
ownership experience more complicated and 
weaker corporate governance. Several prior 
studies document that state ownership nega-
tively affects corporate governance (Chen, El 
Ghoul, Guedhami, & Wang, 2017; S. Chen, 
Sun, Tang, & Wu, 2011) and firm performance 
(Boubakri & Cosset, 1998; Boubakri, Cosset, & 
Guedhami, 2005).

Based on benefits and problems of state 
ownership, we develop two opposite hypoth-
eses. First, we argue that foreign investors can 
eliminate the agency problem of state owner-
ship with their advantages including better in-
vestment experience, modern technology and 
highly professional expertise (Aggarwal, Erel, 
Ferreira, & Matos, 2011; Baba, 2009; Cao, Du, 
& Hansen, 2017; Chen, El Ghoul, Guedhami, 
& Wang, 2017; Jeon, Lee, & Moffett, 2011; S. 
Kang, Sul, & Kim, 2010) and they prefer bene-
fits of state ownership. Accordingly, state own-
ership is positively related to foreign owner-
ship. Second, we posit that foreign investors are 
afraid of weak corporate governance in firms 
with state ownership (Brennan & Cao, 1997; 
Dvořák, 2005; Hau, 2001; Portes & Rey, 2005; 
Seasholes, 2000). Consequently, state owner-
ship is negatively related to foreign ownership. 
We utilize probit and tobit models to investigate 
how state ownership determines foreign inves-
tors’ likelihood to invest and investment mag-
nitude respectively. Furthermore, we continue 
to examine how the change in state ownership 
affects the change in foreign ownership. 

In Vietnam, foreign ownership is capped 
at 49% in most industries. Therefore, we only 
select non-financial firms of 49% foreign own-
ership cap and obtain a final sample of 4,079 
observations from 567 non-financial firms dur-
ing the period 2008-2017. Our estimation re-
sults show that state ownership negatively af-
fects foreign ownership and the change in state 
ownership is negatively related to the change 
in foreign ownership. This paper contributes to 
the knowledge on foreign investors’ investment 
behavior by showing that foreign investors are 
afraid of state ownership. The rest of our pa-
per is structured as follows: The first section 
presents the extant literature on advantages and 

disadvantages of state ownership and develops 
research hypotheses on the effect of state own-
ership on foreign ownership. Then, we design 
research models in the second section. The third 
section presents data collection and descriptive 
statistics. The fourth section reports regression 
results. Finally, we present main conclusions 
and policy implications.

Literature Review

Advantages of state ownership

Prior studies show that state ownership 
provides firms more credit with lower costs 
(Brandt & Li, 2003). In an emerging market, 
state-owned banks often dominate its financial 
system and other banks are controlled strictly 
by government agencies. As a result, banks’ 
lending decisions are based on political goals 
rather than economic efficiency. Private com-
mercial banks may also support government-
related firms with favorable loans to develop a 
relationship with politicians (Butler, Fauver, & 
Mortal, 2009). Chang, Liu, Spiegel, and Zhang 
(2018); Song, Storesletten, and Zilibotti (2011) 
find that state-owned firms archive a superior 
access to bank loans even they are less pro-
ductive than private firms in China. Moreover, 
Shailer and Wang (2015) examine the effect 
of government ownership on external financ-
ing costs. They find that firms under govern-
ment control incur lower costs and firms with 
financial distress tend to benefit most from state 
ownership. Borisova and Megginson (2011) 
document that decreases in government owner-
ship lead to increases in credit spread in Euro-
pean countries. Furthermore, Borisova, Fotak, 
Holland, and Megginson (2015); Megginson 
and Netter (2001); Qi, Roth, and Wald (2010) 
show state ownership helps firms have better 
access to credit and reduce costs of credit.

When state ownership is considered as a 
signal of the government’s favorable treat-
ment, it may increase firm value. Motivated 
by the emerging state capitalism, Boubakri, El 
Ghoul, Guedhami, and Megginson (2018) ex-
amine how state ownership affects firm value in 
East Asia. They document that firms with state 
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ownership are valued higher and the effect of 
state ownership on firm value is affected by lo-
cal government quality. These findings suggest 
that government ownership is valuable. Ang 
and Ding (2006) also show that government-
related firms have higher market values and 
stronger corporate governance. Furthermore, 
Beuselinck, Cao, Deloof, and Xia (2017) find 
that high state ownership firms tend to experi-
ence small decreases in market value.

Corporate governance problem of state 
ownership

The extant literature shows that firms with 
state ownership face ineffective corporate gov-
ernance due to a “double agency” problem 
(Chen, El Ghoul, Guedhami, & Wang, 2017). 
According to agency theory, there is a conflict 
of interest between a principal and an agent 
since they have different utility functions. The 
principal tends to sacrifice the agent’s benefits 
in order to increase their own interest (Jensen & 
Meckling, 1976). A fully private firm only faces 
a single agency problem between shareholders 
and managers. However, a state-owned enter-
prise faces two separate agency relationships. 
Government is a principal in the relationship 
with managers but it becomes an agent in the 
relationship with the public (Rodríguez, Espe-
jo, & Cabrera, 2007). Consequently, their man-
agers are not only exposed to market pressures 
(e.g. competition, products and managerial la-
bor markets) but also social and political objec-
tives from the government (Bennedsen, 2000; 
Shleifer, 1998; Vickers & Yarrow, 1991). Bush-
man, Piotroski, and Smith (2004); Chaney, Fac-
cio, and Parsley (2011); Guedhami and Pittman 
(2006) document that state ownership decreas-
es corporate financial transparency and report-
ing quality. Borisova, Brockman, Salas, and 
Zagorchev (2012) investigate the relationship 
between state ownership and corporate gover-
nance across European countries and show that 
state ownership reduces governance quality. 
Ben‐Nasr and Boubakri (2012) find that state 
ownership increases costs of debt. Furthermore, 
Chen, El Ghoul, Guedhami, and Wang (2017); 
S. Chen, Sun, Tang, and Wu (2011) document 

that state ownership decreases investment effi-
ciency in newly privatized firms.

In addition, many prior studies document the 
negative relationship between state ownership 
and firm performance. Boubakri and Cosset 
(1998) investigate how corporate financial per-
formance and operating performance change 
when firms are privatized. They find that a de-
crease in state ownership leads to better firm 
performance. Gupta (2005) examines how par-
tial privatization affects firm performance in 
India and documents that low state ownership 
firms experience high profitability, investment 
and productivity. Boubakri, Cosset, and Gued-
hami (2005); D'Souza, Megginson, and Nash 
(2005) also find that state ownership dampens 
firm performance.

Foreign investors and state ownership

Since state ownership contains both advan-
tages and disadvantages, foreign investors’ 
behavior relies on marginal benefits and mar-
ginal costs of state ownership. First, according 
to Andriosopoulos and Yang (2015); Batten 
and Vo (2015); Lien, Tseng, and Wu (2013), 
foreign investors have some advantages since 
they have better resources for fundamental re-
search and long-run investment such as invest-
ment experience, modern technology and pro-
fessional expertise. Moreover, they are able to 
compare firm performance across countries to 
make better decisions. Therefore, foreign in-
vestors monitor managers’ behavior effectively 
and improve corporate governance. Aggarwal, 
Erel, Ferreira, and Matos (2011) show that in-
stitutional investors from foreign countries 
may help firms improve corporate governance. 
Many prior studies document the positive im-
pact of foreign investors on corporate gover-
nance through dividend decisions (Baba, 2009; 
Cao, Du, & Hansen, 2017; Jeon, Lee, & Moffett, 
2011; S. Kang, Sul, & Kim, 2010) and invest-
ment decisions (Chen, El Ghoul, Guedhami, & 
Wang, 2017). When foreign investors are able 
to improve corporate governance and increase 
market value of state-owned firms, they tend 
to purchase shares of firms with higher state 
ownership. Consequently, we hypothesize that 
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higher state ownership leads to higher foreign 
ownership and an increase in state ownership 
results in an increase in foreign ownership.

H1: State ownership increases foreign own-
ership.

H2: An increase in state ownership leads to 
an increase in foreign ownership.

However, international investors have in-
formational disadvantages over local investors 
(Portes & Rey, 2005). Prior studies document 
consistent evidence of these disadvantages in 
different countries such as Taiwan  (Seasholes, 
2000), Indonesia (Dvořák, 2005) and Korea 
(Choe, Kho, & Stulz, 2005). Therefore, they try 
mitigate their disadvantages in their investment 
decisions by focusing on firms with larger size, 
lower leverage (Batten & Vo, 2015; J.-K. Kang 
& Stulz, 1997), low book-to-market value (Lin 
& Shiu, 2003) and high dividend payout (Cao, 
Du, & Hansen, 2017). Based on this mecha-
nism, foreign investors have high incentives to 
avoid firms with state ownership due to their se-
vere agency problem. We hypothesize that state 
ownership negatively affects foreign ownership 
and an increase in state ownership leads to a 
decrease in foreign ownership.

H3: State ownership decreases foreign own-
ership.

H4: An increase in state ownership leads to a 
decrease in foreign ownership.

Research models

We argue that foreign investors’ investment 
behavior includes two decisions: (1) selection 
of a share to purchase and (2) volume of shares 
to purchase. Therefore, we investigate the ef-
fects of state ownership on both the probability 
and the magnitude of foreign investment with 
probit and tobit regression models respective-
ly1.

For_inv = α + β* State ownership + γ*Control 
  + ϕ*Policy_dum 
  + η*Industry dummies 
  +  θ*Year dummies + ε (1)

For_own = α + β*State ownership + γ*Control  
 + ϕ*Policy_dum \

  + η*Industry dummies 
  +  θ*Year dummies + ε (2)

Where For_inv is the likelihood to invest in 
firms with state ownership. It is a binary vari-
able assigned 1 for positive foreign ownership 
and 0 otherwise. For_own is foreign owner-
ship measured by the proportion of shares held 
by foreign investors. State ownership is mea-
sured by the proportion of shares held by gov-
ernment agencies (Sta_own) or state-owned 
enterprise dummy (Sta_soe). State-owned en-
terprise dummy is assigned 1 for observations 
with more than 50% shares held by govern-
ment agencies. Control is a vector of lagged 
firm characteristics including profitability, cash 
holdings, net working capital, asset tangibility, 
market to book ratio, sales growth and dividend 
yield2. Firm profitability (PRO) is measured by 
return on assets. Firms with better performance 
attract foreign investors due to lower informa-
tion asymmetry and agency costs (J.-K. Kang 
& Stulz, 1997). Cash holdings (CAS) is total 
cash and short-term investment scaled by total 
assets. Net working capital (NWC) is measured 
by current assets minus current liabilities and 
cash holdings scaled by total assets. Firms with 
more cash holdings can seize investment oppor-
tunities early and thus they may attract foreign 
investors (Ozkan & Ozkan, 2004) Net work-
ing capital may also have a positive impact on 
foreign ownership since it is an alternative of 
cash holdings (Lian, Sepehri, & Foley, 2011).  
Financial leverage (LEV) is long-term debt 
scaled by total assets. Asset tangibility (TAN) 
is computed by net fixed assets scaled by total 
assets. Firm size (SIZ) is the natural logarithm 

4

1 Research data is left-censored; therefore, we use tobit regression instead of pooled OLS that may be affected by the 
selection bias. We also use pooled OLS as a robustness check and find consistent results.
2 Since prior research shows that foreign investors make decisions based on firm characteristics, we use the lagged vari-
ables to avoid the endogeneity (Batten & Vo, 2015; Dahlquist & Robertsson, 2001; J.-K. Kang & Stulz, 1997; Lin & Shiu, 
2003).
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of net sales. Firms with larger size, lower lever-
age and higher tangibility have lower costs of 
external funds (Myers & Majluf, 1984); there-
fore, they are more attractive to foreign inves-
tors (Batten & Vo, 2015; J.-K. Kang & Stulz, 
1997). Market to book value (MTB) is mea-
sured by market capitalization to total assets. 
Sales growth (SAG) is measured by the annual 
growth of net sales. Dividend yield (DIY) is 
measured by cash dividend to stock price ratio. 
Market to book value, sales growth and divi-
dend are reliable signals of firm performance, 
hence they may affect foreign investors’ be-
havior (Cao, Du, & Hansen, 2017; Lin & Shiu, 
2003). Policy_dum is a dummy variable to ex-
amine if there are differences in foreign own-
ership after Vietnamese government increases 
the cap of foreign ownership. It is assigned 0 
for observations before 2015 and 1 otherwise. 
Expected signs of financial variables are as fol-
lows: PRO (+), CAS (+), NWC (+), LEV (-), 

TAN (+), SIZ (+), MTB (+), SAG (+), DIY (+). 
Besides, we also use dummies to control indus-
try and year effects. For brevity, we fail to pres-
ent their coefficients in our regression results.

Moreover, we develop another model to ana-
lyze the effect of an increase in state ownership 
on the change in foreign ownership.

∆For_own  = α + β*∆Sta_own + *Control 
 + ϕ*Policy_dum 
 + η*Industry dummies 
 +  θ*Year dummies + ε  (3)

Where ∆For_own is the change in foreign own-
ership. ∆Sta_own is the change in state own-
ership. The negative (positive) relationship 
between the two variables implies foreign in-
vestors focus more on advantages (problems) 
of state ownership. We employ three regression 
approaches namely fixed effects, random ef-
fects and pooled OLS to estimate Equation (3).

5

Table 1. Data Description
Panel A. Annual number of observations

Year N Percent Year N Percent
2008 163 4.00 2013 467 11.45
2009 231 5.66 2014 479 11.74
2010 300 7.35 2015 494 12.11
2011 408 10.00 2016 533 13.07
2012 451 11.06 2017 553 13.56

Panel B. Industry Distribution
Industry N Percent Industry N Percent

Technology 158 3.87 Health Care 143 3.51
Industrials 1,852 45.4 Consumer Goods 672 16.47
Oil & Gas 43 1.05 Basic Materials 581 14.24
Consumer Services 387 9.49 Utilities 243 5.96

Panel C. Descriptive statistics
Variables Mean Median SD Min Max

For_own 0.092 0.034 0.130 0.000 0.490
For_inv 0.759 1.000 0.427 0.000 1.000
Sta_own 0.261 0.238 0.240 0.000 0.49
Sta_soe 0.281 0.000 0.449 0.000 1.000
∆For_own 0.010 0.000 0.050 -0.122 0.280
∆Sta_own 0.008 0.000 0.104 -0.347 0.510
PRO 0.129 0.126 0.123 -0.357 0.479
CAS 0.104 0.064 0.110 0.001 0.524
NWC 0.109 0.090 0.192 -0.315 0.644
LEV 0.092 0.029 0.134 0.000 0.589
TAN 0.209 0.149 0.192 0.001 0.831
SIZ 26.787 26.785 1.485 23.080 30.430
MTB 0.591 0.395 0.605 0.046 3.515
SAG 0.164 0.103 0.424 -0.652 2.399
DIY 0.063 0.050 0.063 0.000 0.278
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Research data

In Vietnam, foreign ownership is limited to 
49% in most industries. Therefore, we only se-
lect non-financial firms of 49% foreign owner-
ship cap. Both financial variables and owner-
ship information are collected from Stoxplus 
database. After eliminating firm-years without 
complete information, we have the final sample 
including 4,079 observations for subsequent 
analysis. To control the effect of outliers, we 
winsorize all research variables at 1%.

Table 1 describes our research data. We find 
that the number of observations rises signifi-
cantly over the period 2008-2017. Table B illus-
trates that industrial firms account for the larg-
est proportion of observations in our sample 
with 45.4%. Oil and Gas industry is the small-
est industry with only 1.05%. Panel C shows 
descriptive statistics of research variables. On 

average, foreign ownership is relatively low at 
only 9.2%. The maximum foreign ownership is 
49%. Before September 2015, the cap for for-
eign ownership in non-financial firms was 49%. 
From September 2015, the cap is eliminated in 
some industries but few firms have over 49% 
of shares held by foreign investors. Firms with 
foreign ownership accounts for 75.9% of obser-
vations in the research sample. Moreover, the 
average state ownership is 26.1% on average 
and its maximum value is 79.6%. These find-
ings indicate that state agencies still hold high 
proportion of shares despite the government 
privatization policy. Observations with over 
50% of state ownership also constitute 28.1% 
of the sample.

Research results

Table 2 show results of probit and tobit re-
gression models clustered by firms to inves-

6

Table 2. Baseline Regression Results
Variables

State ownership is proxied by Sta_own State ownership is proxied by Sta_soe
Probit Tobit Pooled OLS Probit Tobit Pooled OLS

Intercept -6.919*** -1.059*** -0.757*** -6.799*** -1.070*** -0.770***
(-6.92) (-8.70) (-7.65) (-6.75) (-8.51) (-7.55)

State ownership -0.435** -0.127*** -0.108*** -0.087 -0.053*** -0.047***
(-2.17) (-5.63) (-5.94) (-0.85) (-5.04) (-5.74)

PRO 1.470*** 0.104*** 0.047 1.411*** 0.096*** 0.040
(4.86) (2.84) (1.59) (4.65) (2.61) (1.36)

CAS 2.293*** 0.223*** 0.148*** 2.191*** 0.209*** 0.136***
(5.16) (4.83) (3.85) (4.94) (4.58) (3.58)

NWC 1.390*** 0.144*** 0.093*** 1.364*** 0.141*** 0.089***
(5.41) (4.80) (3.88) (5.31) (4.69) (3.74)

LEV -0.539* -0.016 0.002 -0.565* -0.019 -0.001
(-1.75) (-0.34) (0.05) (-1.84) (-0.40) (-0.02)

TAN 0.581** 0.074** 0.052* 0.530** 0.070* 0.048*
(2.33) (2.10) (1.85) (2.11) (1.91) (1.68)

SIZ 0.259*** 0.040*** 0.031*** 0.252*** 0.040*** 0.031***
(7.27) (9.02) (8.26) (7.00) (8.73) (8.00)

MTB 0.021 0.052*** 0.055*** 0.024 0.050*** 0.054***
(0.21) (4.91) (5.90) (0.24) (4.82) (5.92)

SAG -0.130** -0.016*** -0.013*** -0.111* -0.013** -0.010**
(-2.28) (-2.79) (-2.92) (-1.93) (-2.31) (-2.39)

DIY 0.044 -0.086 -0.092** -0.112 -0.124** -0.122***
(0.09) (-1.64) (-2.26) (-0.22) (-2.39) (-3.01)

Policy_dum -0.007 -0.016*** 0.044*** 0.001 -0.014** 0.047***
(-0.09) (-2.69) (3.12) (0.01) (-2.34) (3.35)

F statistics 13.11*** 11.72*** 12.83*** 11.39***
Wald χ2 215.50*** 209.42***
Left-censored 981 981
N 4,079 4,079 4,079 4,079 4,079 4,079

Notes: The likelihood to purchase (For_inv) and the percentage of foreign ownership (For_own) are the dependent variables in probit 
and tobit regression models respectively. For_own is the dependent variable in pooled OLS regression. t-statistics are in parentheses. * is 
significant at 1%. ** is significant at 5%. *** is significant at 1%.
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tigate the effect of state ownership on foreign 
ownership. Pooled OLS regression results are 
also presented as robustness checks. State own-
ership is negatively related to both the likeli-
hood and the magnitude of foreign investment. 
These findings imply that foreign investors 
are afraid of state ownership. Firms with state 
ownership face “double agency” problem. Poli-
ticians tend to follow social and political objec-
tives rather than economic efficiency. This is a 
good opportunity for managers to increase their 
expropriation of shareholders and destroy firm 
value (Boubakri, Cosset, & Guedhami, 2005; 
D'Souza, Megginson, & Nash, 2005; DeWen-
ter & Malatesta, 2001; Megginson, Nash, & 
Van Randenborgh, 1994). Therefore, firms with 
higher state ownership are less attractive to for-
eign investors.

Moreover, in line with  Batten and Vo (2015); 
J.-K. Kang and Stulz (1997), we find that firms 
with higher profitability, cash holdings and net 
working capital tend to have higher foreign 
ownership. Firms with larger size and higher 

market value attract higher foreign ownership 
since they experience less information asym-
metry. The effect of the change in government 
policy on foreign ownership is mixed.

Table 3 presents regression results to investi-
gate how an increase in state ownership affects 
the change in foreign ownership. In consistent 
with our research findings in Table 2, we find an 
increase in state ownership leads to a decrease 
in foreign ownership. These results indicate 
that foreign investors do not prefer state own-
ership due to severe agency problem. Besides, 
firm profitability positively affects the change 
in foreign ownership.

Remarkably, Table 3 shows that foreign 
ownership decreases after the government in-
creases foreign ownership cap in some indus-
tries. This is contrary to our expectation but 
consistent with the development of Vietnam-
ese stock market. The new policy came into 
force at the end of 2015; however, there were 
many economic shocks in the world after that. 
Chinese stock market crashed in 4th January 

7

Table 3. Additional Analysis
Variables Fixed effects Random effects Pooled OLS
Intercept 0.087 -0.026* 0.075***

(1.50) (-1.82) (4.66)
∆Sta_own -0.041*** -0.041*** -0.041***

(-3.41) (-3.53) (-3.53)
PRO 0.038*** 0.036*** 0.036***

(2.98) (4.23) (4.23)
CAS 0.011 0.019** 0.019**

(0.82) (2.40) (2.40)
NWC 0.005 0.007 0.007

(0.61) (1.54) (1.54)
LEV 0.011 0.012 0.012

(0.82) (1.62) (1.62)
TAN -0.005 -0.002 -0.002

(-0.46) (-0.30) (-0.30)
SIZ -0.003 0.001* 0.001*

(-1.51) (1.66) (1.66)
MTB 0.007* 0.004* 0.004*

(1.67) (1.94) (1.94)
SAG 0.002 0.003 0.003

(0.83) (1.38) (1.38)
DIY 0.007 -0.013 -0.013

(0.46) (-1.02) (-1.02)
Policy_dum -0.009*** -0.008*** -0.095***

(-3.29) (-3.10) (-9.50)
F statistics 10.33*** 13.11***
Wald χ2 340.91***
N 4,079 4,079 4,079

Notes: The dependent variable is the change in foreign ownership (∆For_own). t-statistics are in parentheses. * is significant at 1%. ** is 
significant at 5%. *** is significant at 1%.
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2016, the UK decided to leave EU (Brexit) in 
June 2016 and the US election was at the end 
of 2016. These shocks made foreign investors 
withdraw their investment significantly from 
Vietnamese stock market in 2016 and foreign 
investment only slightly recover in 2017.

Conclusions

The extant literature shows that state owner-
ship may lead to both benefits and problems. 
Therefore, we propose two opposite hypotheses 
on the relationship between state ownership and 
foreign ownership. First, we argue that foreign 
investors are able to control the agency prob-
lem and they prefer benefits associated with 
state ownership. Therefore, firms with higher 
state ownership are more attractive to foreign 
investors. Second, we posit that weak corporate 
governance associated with state ownership is 
an obstacle and foreign investors are less likely 
to prefer state ownership. Using a sample of 
4,079 firm-years in Vietnamese stock market 
over the period from 2008 to 2017, we find that 

state ownership is negatively related to both the 
likelihood and the magnitude of foreign invest-
ment. In addition, an increase in state owner-
ship results in a decrease in foreign ownership.

Implications

Our research findings imply that foreign in-
vestors are afraid of state ownership due to se-
vere agency problem. Consequently, Vietnam-
ese government should promote and enhance 
the privatization process to reduce state own-
ership and attract international investors. Be-
sides, the government should have regulations 
to improve corporate governance in firms with 
state ownership. Moreover, high state owner-
ship firms should have effective corporate gov-
ernance mechanisms if they want to cooperate 
with foreign investors.

Due to data unavailability, we only con-
duct this research in Vietnam. Future research 
may investigate the role of state ownership in 
foreign investors’ investment behavior across 
countries to address this topic fully.

8

Aggarwal, R., Erel, I., Ferreira, M., & Matos, P. 
(2011). Does governance travel around the 
world? Evidence from institutional investors. 
Journal of Financial Economics, 100(1), 
154-181. doi:http://dx.doi.org/10.1016/j.
jfineco.2010.10.018

Andriosopoulos, D., & Yang, S. (2015). The 
impact of institutional investors on merg-
ers and acquisitions in the United Kingdom. 
Journal of Banking & Finance, 50, 547-
561. doi:https://doi.org/10.1016/j.jbank-
fin.2014.06.004

Ang, J. S., & Ding, D. K. (2006). Government 
ownership and the performance of govern-
ment-linked companies: The case of Sin-
gapore. Journal of Multinational Financial 
Management, 16(1), 64-88. doi:https://doi.
org/10.1016/j.mulfin.2005.04.010

Baba, N. (2009). Increased presence of foreign 
investors and dividend policy of Japanese 
firms. Pacific-Basin Finance Journal, 17(2), 

163-174. doi:http://dx.doi.org/10.1016/j.
pacfin.2008.04.001

Batten, J. A., & Vo, X. V. (2015). Foreign own-
ership in emerging stock markets. Journal 
of Multinational Financial Management, 
32-33, 15-24. doi:https://doi.org/10.1016/j.
mulfin.2015.05.001

Ben‐Nasr, H., & Boubakri, N. (2012). The po-
litical determinants of the cost of equity: Ev-
idence from newly privatized firms. Journal 
of Accounting Research, 50(3), 605-646. 

Bennedsen, M. (2000). Political ownership. 
Journal of Public Economics, 76(3), 559-
581. doi:https://doi.org/10.1016/S0047-
2727(99)00096-1

Beuselinck, C., Cao, L., Deloof, M., & Xia, X. 
(2017). The value of government ownership 
during the global financial crisis. Journal of 
Corporate Finance, 42, 481-493. doi:https://
doi.org/10.1016/j.jcorpfin.2015.05.002

Borisova, G., Brockman, P., Salas, J. M., & 

References

8

The Indonesian Capital Market Review, Vol. 13, No. 1 [2021], Art. 1

https://scholarhub.ui.ac.id/icmr/vol13/iss1/1
DOI: 10.21002/icmr.v13i1.13237



Q. N. N. Thi and Q. T. Tran / Indonesian Capital Market Review 13 (2021) 1-11

9

Zagorchev, A. (2012). Government owner-
ship and corporate governance: Evidence 
from the EU. Journal of Banking & Fi-
nance, 36(11), 2917-2934. doi:https://doi.
org/10.1016/j.jbankfin.2012.01.008

Borisova, G., Fotak, V., Holland, K., & Meggin-
son, W. L. (2015). Government ownership 
and the cost of debt: Evidence from govern-
ment investments in publicly traded firms. 
Journal of Financial Economics, 118(1), 
168-191. doi:https://doi.org/10.1016/j.jfine-
co.2015.06.011

Borisova, G., & Megginson, W. L. (2011). Does 
Government Ownership Affect the Cost of 
Debt? Evidence from Privatization. The Re-
view of Financial Studies, 24(8), 2693-2737. 
doi:10.1093/rfs/hhq154

Boubakri, N., & Cosset, J.-C. (1998). The Fi-
nancial and Operating Performance of 
Newly Privatized Firms: Evidence from 
Developing Countries. The Journal of Fi-
nance, 53(3), 1081-1110. doi:10.1111/0022-
1082.00044

Boubakri, N., Cosset, J.-C., & Guedhami, O. 
(2005). Liberalization, corporate governance 
and the performance of privatized firms in 
developing countries. Journal of Corporate 
Finance, 11(5), 767-790. doi:https://doi.
org/10.1016/j.jcorpfin.2004.05.001

Boubakri, N., El Ghoul, S., Guedhami, O., & 
Megginson, W. L. (2018). The market value 
of government ownership. Journal of Cor-
porate Finance, 50, 44-65. doi:https://doi.
org/10.1016/j.jcorpfin.2017.12.026

Brandt, L., & Li, H. (2003). Bank discrimina-
tion in transition economies: ideology, infor-
mation, or incentives? Journal of Compara-
tive Economics, 31(3), 387-413. doi:https://
doi.org/10.1016/S0147-5967(03)00080-5

Brennan, M. J., & Cao, H. H. (1997). Interna-
tional portfolio investment flows. The Jour-
nal of Finance, 52(5), 1851-1880. 

Bushman, R. M., Piotroski, J. D., & Smith, A. 
J. (2004). What determines corporate trans-
parency? Journal of Accounting Research, 
42(2), 207-252. 

Butler, A. W., Fauver, L., & Mortal, S. (2009). 
Corruption, political connections, and mu-
nicipal finance. The Review of Financial 

Studies, 22(7), 2873-2905. 
Cao, L., Du, Y., & Hansen, J. Ø. (2017). For-

eign institutional investors and dividend 
policy: Evidence from China. International 
Business Review, 26(5), 816-827. 

Chaney, P. K., Faccio, M., & Parsley, D. (2011). 
The quality of accounting information in po-
litically connected firms. Journal of Account-
ing and Economics, 51(1), 58-76. doi:https://
doi.org/10.1016/j.jacceco.2010.07.003

Chang, C., Liu, Z., Spiegel, M. M., & Zhang, 
J. (2018). Reserve requirements and op-
timal chinese stabilization policy. Journal 
of Monetary Economics. doi:https://doi.
org/10.1016/j.jmoneco.2018.08.005

Chen, El Ghoul, S., Guedhami, O., & Wang, H. 
(2017). Do state and foreign ownership af-
fect investment efficiency? Evidence from 
privatizations. Journal of Corporate Fi-
nance, 42, 408-421. 

Chen, S., Sun, Z., Tang, S., & Wu, D. (2011). 
Government intervention and investment 
efficiency: Evidence from China. Jour-
nal of Corporate Finance, 17(2), 259-
271. doi:https://doi.org/10.1016/j.jcorp-
fin.2010.08.004

Choe, H., Kho, B.-C., & Stulz, R. M. (2005). 
Do domestic investors have an edge? The 
trading experience of foreign investors in 
Korea. The Review of Financial Studies, 
18(3), 795-829. 

Cong, L. W., Gao, H., Ponticelli, J., & Yang, 
X. (2018). Credit allocation under economic 
stimulus: Evidence from China. Buffett In-
stitute Global Poverty Research Lab Work-
ing Paper(17-108). 

Coval, J. D., & Moskowitz, T. J. (1999). Home 
Bias at Home: Local Equity Preference in 
Domestic Portfolios. The Journal of Fi-
nance, 54(6), 2045-2073. doi:10.1111/0022-
1082.00181

D'Souza, J., Megginson, W., & Nash, R. (2005). 
Effect of institutional and firm-specific 
characteristics on post-privatization perfor-
mance: Evidence from developed countries. 
Journal of Corporate Finance, 11(5), 747-
766. doi:https://doi.org/10.1016/j.jcorp-
fin.2004.12.001

Dahlquist, M., & Robertsson, G. (2001). Direct 

9

Thi and Tran: Are Foreign Investors Afraid Of State Ownership?

Published by UI Scholars Hub, 2021



Q. N. N. Thi and Q. T. Tran / Indonesian Capital Market Review 13 (2021) 1-11

10

foreign ownership, institutional investors, 
and firm characteristics. Journal of Finan-
cial Economics, 59(3), 413-440. doi:https://
doi.org/10.1016/S0304-405X(00)00092-1

DeWenter, K. L., & Malatesta, P. H. (2001). 
State-Owned and Privately Owned Firms: 
An Empirical Analysis of Profitability, Le-
verage, and Labor Intensity. American Eco-
nomic Review, 91(1), 320-334. doi:10.1257/
aer.91.1.320

Dvořák, T. (2005). Do domestic investors have 
an information advantage? Evidence from 
Indonesia. The Journal of Finance, 60(2), 
817-839. 

Guedhami, O., & Pittman, J. A. (2006). Owner-
ship concentration in privatized firms: The 
role of disclosure standards, auditor choice, 
and auditing infrastructure. Journal of Ac-
counting Research, 44(5), 889-929. 

Gupta, N. (2005). Partial privatization and firm 
performance. The Journal of Finance, 60(2), 
987-1015. 

Hau, H. (2001). Geographic patterns of trading 
profitability in Xetra. European Economic 
Review, 45(4-6), 757-769. 

Jensen, M. C., & Meckling, W. H. (1976). The-
ory of the firm: Managerial behavior, agency 
costs and ownership structure. Journal of Fi-
nancial Economics, 3(4), 305-360. doi:http://
dx.doi.org/10.1016/0304-405X(76)90026-X

Jeon, J. Q., Lee, C., & Moffett, C. M. (2011). 
Effects of foreign ownership on payout 
policy: Evidence from the Korean market. 
Journal of Financial Markets, 14(2), 344-
375. doi:http://dx.doi.org/10.1016/j.fin-
mar.2010.08.001

Kang, J.-K., & Stulz, R. M. (1997). Why is there 
a home bias? An analysis of foreign portfo-
lio equity ownership in Japan. Journal of Fi-
nancial Economics, 46(1), 3-28. doi:https://
doi.org/10.1016/S0304-405X(97)00023-8

Kang, S., Sul, W., & Kim, S. (2010). Impact of 
foreign institutional investors on dividend 
policy in Korea: A stock market perspective. 
Journal of Financial Management Analysis, 
23(1). 

Karolyi, G. A., Ng, D. T., & Prasad, E. S. (2015). 
The Coming Wave: Where Do Emerging 
Market Investors Put Their Money? Journal 

of Financial Quantitative Analysis, 1-72. 
Lian, Y., Sepehri, M., & Foley, M. (2011). Cor-

porate cash holdings and financial crisis: An 
empirical study of Chinese companies. Eur-
asian Business Review, 1(2), 112-124. 

Lien, D., Tseng, M.-C., & Wu, S. (2013). For-
eign investors in Taiwan: Their roles and 
government perspectives. Business Ho-
rizons, 56(6), 749-756. doi:https://doi.
org/10.1016/j.bushor.2013.07.007

Lin, C. H., & Shiu, C.-Y. (2003). Foreign owner-
ship in the Taiwan stock market—an empiri-
cal analysis. Journal of Multinational Finan-
cial Management, 13(1), 19-41. doi:http://
dx.doi.org/10.1016/S1042-444X(02)00021-
X

Megginson, W. L., Nash, R. C., & Van Randen-
borgh, M. (1994). The financial and operat-
ing performance of newly privatized firms: 
An international empirical analysis. The 
Journal of Finance, 49(2), 403-452. 

Megginson, W. L., & Netter, J. M. (2001). From 
state to market: A survey of empirical stud-
ies on privatization. Journal of economic lit-
erature, 39(2), 321-389. 

Myers, S. C., & Majluf, N. S. (1984). Corpo-
rate financing and investment decisions 
when firms have information that inves-
tors do not have. Journal of Financial Eco-
nomics, 13(2), 187-221. doi:http://dx.doi.
org/10.1016/0304-405X(84)90023-0

Ozkan, A., & Ozkan, N. (2004). Corporate cash 
holdings: An empirical investigation of UK 
companies. Journal of Banking Finance, 
28(9), 2103-2134. 

Portes, R., & Rey, H. (2005). The determi-
nants of cross-border equity flows. Journal 
of International Economics, 65(2), 269-
296. doi:https://doi.org/10.1016/j.jinte-
co.2004.05.002

Qi, Y., Roth, L., & Wald, J. K. (2010). Political 
rights and the cost of debt. Journal of Finan-
cial Economics, 95(2), 202-226. doi:http://
dx.doi.org/10.1016/j.jfineco.2009.10.004

Rodríguez, G. C., Espejo, C. A. D., & Cabrera, 
R. V. (2007). Incentives management during 
privatization: An agency perspective. Jour-
nal of Management Studies, 44(4), 536-560. 

Seasholes, M. (2000). Smart foreign traders in 

10

The Indonesian Capital Market Review, Vol. 13, No. 1 [2021], Art. 1

https://scholarhub.ui.ac.id/icmr/vol13/iss1/1
DOI: 10.21002/icmr.v13i1.13237



Q. N. N. Thi and Q. T. Tran / Indonesian Capital Market Review 13 (2021) 1-11

11

emerging markets. Harvard Business School 
working paper. 

Shailer, G., & Wang, K. (2015). Government 
ownership and the cost of debt for Chi-
nese listed corporations. Emerging Mar-
kets Review, 22(0), 1-17. doi:http://dx.doi.
org/10.1016/j.ememar.2014.11.002

Shleifer, A. (1998). State versus private own-
ership. Journal of Economic perspectives, 

12(4), 133-150. 
Song, Z., Storesletten, K., & Zilibotti, F. (2011). 

Growing Like China. American Econom-
ic Review, 101(1), 196-233. doi:10.1257/
aer.101.1.196

Vickers, J., & Yarrow, G. (1991). Economic 
perspectives on privatization. Journal of 
Economic perspectives, 5(2), 111-132.

11

Thi and Tran: Are Foreign Investors Afraid Of State Ownership?

Published by UI Scholars Hub, 2021


	Are Foreign Investors Afraid Of State Ownership?
	Recommended Citation

	Are Foreign Investors Afraid Of State Ownership?

