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Abstract: 
This paper investigates the causal effect of the quality of property rights on the price of 
collateralized consumer loans. Identification stems from exogenous variation in the im-
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data set which comprises the complete loan data of one of the largest private Vietnam-
ese banks, regional level information on the quality of property rights and legal institu-
tions as well as an exact measure of bank competition derived from the complete rele-
vant geo-referenced bank data of Vietnam. Our findings clearly indicate that more se-
cure property rights reduce the cost of credit, and these results are very robust to the 
inclusion of competition in our regression model. Owing to an institutional peculiarity 
of the Vietnamese banking practice, we support our findings with a falsification exer-
cise on ‘employer-insured’ loans.    
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“Effective property rights [are] at the  
centre of thinking about development.”  

                       (Besley and Gathak 2010, 4526). 
_________________________________ 

 
 
1. Introduction 
 

One important avenue through which property rights affect the real economy and 

economic development is the credit market. Without functioning credit intermediation 

talented persons are potentially barred from the fruits of their talents if they fail to pos-

sess sufficient liquid wealth which allows them to draw on external capital for invest-

ments. A lack of investment at the micro-level may slow growth and development of 

entire economies.  

Functioning property rights can turn (illiquid) assets into collateral for a loan ap-

plication with a financial intermediary, which would otherwise be ‘dead capital’ in the 

sense of de Soto (2000). The lack of collateralizable assets constrains credit financing in 

two ways: banks either demand high interest rates because they factor in the risk of de-

fault (and without collateral the probability of default might be higher) or banks do not 

grant loans in the first place to avoid adverse selection. Indeed, data from the World 

Business Environment Survey for 80 countries shows that high interest rates are the 

most important financing obstacle for firms followed by access to long-term loans and 

collateral requirements (Beck et al., 2006). We focus on the effect of property rights on 

the interest rate and ask the following questions: Do better property rights lower lending 

rates? Is this effect stronger for collateralized loans? Does bank competition influence 

the degree to which better property rights decrease lending rates? 

We investigate these questions empirically using a unique bank-level data set 

from Vietnam which we match with regional polity variables as well as with a georefer-

enced bank address data file allowing us to compute travel distances between bank 

branches as an accurate measure of competition. Our paper offers three contributions to 

the literature: First, unlike much of the previous literature on the effect of property 

rights on the cost of credit, we exploit within-country variation in the quality of property 

rights implying national institutional framework that is identical across regions. The 
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previous literature has often relied on cross-country evidence that potentially mixes the 

effect of the quality of property rights with the quality of general (legal) institutions. 

Second, while some recent papers have presented convincing exogenous variation in 

property rights, these studies were either limited to a single city or to very peculiar insti-

tutional setups. Our paper provides evidence for a large emerging economy in which 

accelerated land titling programs and recent political change have introduced regional 

variation in the development of property rights. Third, our study uses the complete loan 

data of one of the largest private banks in Vietnam, including the bank’s ex-ante risk 

assessment and comprehensive borrower wealth information. The richness of our data is 

unique and allows us to control for many factors that remained omitted in previous 

analyses. 

Our paper is related to the literature on how property rights influence economic 

outcomes, in particular the credit market, and specifically on the interaction between 

property rights and bank competition. Many of the empirical studies look at the effect of 

property rights on investment. Besley (1995) investigates whether the tenure status of a 

particular piece of land influences a household’s investment decision in Ghana and finds 

that better land rights increase investment. For the same country, Goldstein and Udry 

(2008) show that farmers in political office can afford longer fallows to improve land 

quality. Ghana’s system of informal property rights is administered at the local level 

granting comparatively high confidence in the security of property rights of local elites. 

Galiani and Schargrodsky (2010) study the case of favelas in Buenos Aires where squat-

ter occupants received land ownership rights from the government after the original 

owners had been expropriated. Some of the original owners resisted expropriation by 

appeal and hence introduced variation in the security of property rights. The results 

show that more secure property rights lead to higher investment in housing but also in 

education of children. However, the authors find hardly any effect on access to credit. 

Karas, Pyle and Schoors (2012) use the variation of tenure status of Russian firms and 

instrument it by differences in tenure change policy to demonstrate that firms with more 

extensive property rights invest more and have better (perceived) access to credit.  

Analysing the effect of institutions on credit markets was started by La Porta, 

Lopez-de-Silvanes, Shleifer and Vishny (1997) who find that the legal environment 
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affects the development of the capital market. Djankov, McLiesh and Shleifer (2007) 

investigate not only the effect of creditor rights but also of information sharing on pri-

vate credit to GDP and find a positive correlation for both. Their difference-in-

differences analysis shows that improving creditor rights and expanding information 

sharing increases the ratio of private credit to GDP. Using loan level data from 15 

emerging market countries, Liberti and Mian (2010) study the collateral spread, i.e. how 

much more collateral (relative to the loan size) high risk borrowers pledge compared to 

low risk borrowers. This collateral spread decreases in countries with better creditor 

rights and larger coverage of information sharing devises. With loan data from one 

country, Visaria (2009) shows that better enforcement of creditor rights through the 

establishment of debt recovery tribunals in India (which was implemented with substan-

tial regional variation) decreases loan default rates and ultimately lending rates for larg-

er loans. However, von Lilienfeld-Toal, Mookherjee and Visaria (2012) argue that this 

result does not capture a “general equilibrium” effect because it does not take into ac-

count loan supply. They use firm-level balance-sheet data from India und find that bet-

ter enforcement increased access for wealthier firms at the expense of smaller firms in 

the short run. This result is consistent with the prediction derived from a general equi-

librium model with inelastic loan supply and heterogeneous firms. 

None of these papers, however, addresses the role bank competition for the effect 

of institutions on the credit market. This relationship is modelled by Besley, Burchardi 

and Ghatak (2012). They set up a model of the credit market with ex ante moral hazard 

and bank competition where banks differ in their refinancing costs. In case of project 

failure the borrower’s payoff decreases in the amount of collateral which is lost to the 

bank. Once the difference in payoffs between success and failure is high enough, the 

borrower has the incentive to exert effort. This requires that the borrower has sufficient 

wealth at stake. If this is the case, the model has an interior solution and the outside op-

tion of the borrower is binding, i.e. the offer of the competing bank determines the bor-

rower’s interest rate. With better property rights the “effective wealth”, which is what 

the bank and also the competing bank gets as a payoff if the borrower defaults, increas-

es. This means that the competing bank needs a lower interest rate to break even and, as 

a result, the borrower pays a lower interest rate. In case the borrower’s wealth constraint 
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is binding, better property rights imply that the bank can demand a higher interest rate 

without destroying the borrower’s incentive to exert effort.1 The model shows that the 

effect of better property rights on the interest rate depends on the bargaining power be-

tween bank and borrower; its distribution depends on the level of bank competition and 

the initial “effective wealth” of the borrower. Besley, Buchardi and Ghatak’s paper is 

remarkable in its implications for developing countries, for which the simple rule “bet-

ter property rights = lower interest rate” no longer holds. Our paper can control for the 

wealth of a borrower (or her households) and for the bank competition prevalent at a 

customer’s location and hence offers unique evidence on the property rights – loan nex-

us. 

 
 
2.  Banking and property rights in Vietnam  

 

In 1987, Vietnam started its transformation to a market economy. Part of this 

process is the replacement of the monopoly of state-owned banks by a two-level bank-

ing system consisting of the central bank and commercial banks. The banking system 

continues to suffer from lack of capital, inadequate provisions for possible loan losses, 

low profitability, inexperience in capital markets, and the slow pace of institutional re-

form. The second level of the banking system is dominated by state owned commercial 

banks, which accounted for almost of 80% of commercial bank operation in Vietnam in 

2005. However, private commercial banks have made significant progress in recent 

years. In Vietnam, about 60% to 70% of commercial bank’s capital assets are employed 

for lending activities to consumers, entrepreneurs and SMEs which generate a major 

part of banking profits.  

Vietnam’s recent growth record was impressive leading to growing lending vol-

umes overall. Although state owned enterprises still dominate the credit market, their 

share fell from 86% in 1991-92 to 58% in December 2005. Within the retail credit sec-

tor, joint stock commercial banks play an important role and account for more than 50% 

of outstanding loan value.  

                                            
1 As long as the improvement of property rights is not so strong that there is an offer from the competing 

bank.  
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The data used in this paper stem from one of the largest private commercial banks 

in Vietnam, which has a strategic focus on retail (especially consumer) lending. Conse-

quently, the bank has developed competencies regarding the risk assessment of borrow-

ers. The process of credit approval at the bank has three stages: First, borrowers fill in a 

loan application form, providing details on personal characteristics (age, address, occu-

pation, marital status, relation with any other bank, etc.) and characteristics of the de-

sired loan (amount, purpose, etc.). Borrowers have to provide information about their 

financial capability such as income, and whether they own assets (e.g., a house). In a 

second step, all information provided by the borrower is verified by the bank using offi-

cial documents, such as payroll etc. Third, credit officers take the lending decision 

based on a set of quantitative rules which are binding and uniform across all bank 

branches. For loan amounts below 100 million Vietnamese dong (VND, approximately 

3,000 €) no collateral is required if all criteria are met. Once the loan amount exceeds 

100 million VND the bank’s risk assessment score decides on whether collateral is re-

quired. The risk score is based on a point scheme derived from multiple indicators: the 

borrower’s monthly income, her occupation, education, tenure with the current employ-

er and the industry of occupation. In practice, the loan officer decides on granting the 

loan and its price (interest rate) but not on the collateral requirement. A unique feature 

of our bank is that a specific group of customers is never required to pledge collateral, 

even for large loans and comparatively poor risk scores. This group of borrowers are 

employees of larger companies which are themselves business customers of the bank. In 

a way, these enterprises insure their employees against loan default. 

In case the bank requests collateral, the asset will in almost all cases be a Build-

ing Ownership and Land Use Right Certificate. This so called Red Book is the legal 

ownership document and its possession determines ownership lawfully (in contrast to 

cadastral or land title register based systems). Note, however, that land itself remains 

state property.1 The land use certificates comprise use rights as well as transfer rights 

and have been created following the land reforms of the 1990s.  
                                            
2 “Land is the property of the entire people, uniformly managed by the State. The State 

shall allocate land to [...] households and individuals for stable and long-term use.” (Ar-

ticle 1 of 1993 Land Law) 
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Vietnam is characterized by a huge regional variation in the quality of institu-

tions. Figure 1 features two indicators of institutional quality for the year 2006: the legal 

index and the property rights index. Light grey colors indicate poorer institutional quali-

ty while the institutionally best developed provinces are shaded in black. Two interest-

ing findings stand out from the analysis of the maps: First, the two indicators have al-

most no spatial correlation, i.e. provinces with good legal institutions do not necessarily 

possess well-developed property rights. Second, the two economic powerhouses of Vi-

etnam—Hanoi and Ho Chi Minh City—perform relatively poorly, especially with re-

spect to property rights. 

 
Figure 1: Regional variation in institutional quality across provinces 

 
Source: USAID (2011) 

 
Since lending operations crucially depend on the possibility to liquidate collateral 

and enforce property rights legally, we expect the bank to operate in regions with better 

institutional quality record. Indeed, the private bank is more likely to operate in regions 

with better developed legal institutions and competitiveness. Table 1 compares the aver-

age quality of legal and property rights institutions across provinces in which the bank is 
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active vs. inactive. The indices of legal quality are between 6 and 10 percent higher in 

regions which are served by the bank, and this difference is statistically highly signifi-

cant. 

  
Table 1: Average institutional quality in regions with and without bank activity 

  
Quality of legal institutions Quality of property rights 

Regions Bank inactive 100 100 

 
Bank active 110.5 106.2 

  
*** ** 

Note: Index = 100 for regions without bank activity. *** (**) indicates significant mean 
difference at the 1% (5%) level. Source: USAID (2011) and confidential bank data. 

 

 
3. Data 
 

Data requirements for our estimation are exacting and comprise bank loan data, 

regional institutional indicators as well as a self-complied address data base of all rele-

vant banks in Vietnam. In addition we currently collect nightlight data from outer space 

as reliable proxies for regional GDP levels. 

First, we use the complete loan data for the years 2006-2011 from one of the 

largest private banks in Vietnam which operates in 38 out of 63 provinces and munici-

palities at the provincial level. The total number of loans issued during that period was 

roughly 110,000. We acknowledge that the bank’s operations are not randomly distrib-

uted across Vietnamese regions: In fact, provinces which have been targeted by the 

bank are richer and more densely populated (see Appendix A). We believe that this is a 

fundamental feature of private sector development across all emerging economies. Note, 

however, that the bank expansion path across Vietnam’s provinces follows regional 

GDP rather than institutional development. 

The bank categorizes several loan categories of which consumer (33.8%) and 

commercial (34.5%) loans are most common. Our identification strategy exploits the 

differential treatment between individuals who have to pledge collateral and those who 

don’t based on their risk assessment. Our main analysis will be based on consumer 

loans only, as these comprise a relatively clear-cut market in which banking competition 

stems from foreign banks.  
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The second data set was assembled by USAID and comprises provincial property 

rights indicators over time. These data contain objective measures of the quality of 

property rights like the number of legal property rights disputes per 100 firms (obtained 

from the Supreme Court of Vietnam), as well as indicators derived from an enterprise 

survey on property rights. This survey interviews roughly 9,000 firms on an annual ba-

sis and asks questions about the firms’ behaviour regarding legal institutions rather than 

subjective perceptions. Only indicators are chosen which exhibit significant differences 

between the 25th and 75th percentile. Our main indicator of interest will be the property 

rights index constructed from firms’ ratings of how strongly property rights are secured 

(ranging between 0 and 5).   

Third, we use the licensing date for loans operations by foreign banks and Joint 

Ventures as a source of exogenous variation in banking competition. Foreign banks and 

Joint Ventures are the most relevant competitors for our bank regarding consumer loans 

and their market entry is determined by the licensing decision of the regulator. We col-

lect the complete address data on all 110 branches of these banks and compute the 

georeferenced distance between each branch of our private bank and all other bank 

branches across the country. While distances are reported in kilometres, we also com-

pute the minimal travel time between two banks in minutes (using Google Maps). 

 
 
4. Identification 
 

Our Identification builds on a number of exogenous changes to the quality of 

property rights. First, in the past few years, the government has started to address slow 

institutional development in Vietnam and strongly enforced regional land titling pro-

grammes. An update of the land law induced enormous efforts to increase the fraction 

of land plots with land titles. While the fraction of eligible plots with titles was 63% in 

2006, this fraction rose to 80% within five years but with vast regional differences 

(USAID/VNCI, 2012). Similarly, the Public Administration Reform (PAR, Decision 

181/2003/QD-TTg dated September 4, 2003) was designed to improve the situation 

regarding homeownership and land property rights. These reforms were, again, imple-

mented with substantial regional variation. Finally, 27 of the 63 provincial leaders were 
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replaced at the 11th National Congress in 2010 for political reasons unrelated to the de-

velopment of property rights in the provinces.1 These replacements took place at a time 

when the Communist Party modernized in a way that business development is consid-

ered more important. Hence, most replacements also brought about a further push to the 

implementation of proper property rights. 

Besides regional variation in the quality of property rights that is exogenous to 

the bank and its customers, we provide further support that our estimates can be inter-

preted causally: The banking practice of our bank (in Vietnam) provides a peculiar fea-

ture to conduct a falsification exercise: While all customers of the bank are treated 

equally, a small portion of individuals is not required to provide collateral independent 

of the bank’s risk assessment, namely employees of the bank’s business customers. 

Hence, we observe a subset of borrowers whose interest rates should not be affected by 

the quality of regional property rights simply because they never need to collateralize 

their loans.  

 
We estimate a simple difference-in-differences 

𝑦𝑖 = 𝛼0 + 𝛽1𝐼𝑝𝑟𝑜𝑝𝑟𝑖𝑔ℎ𝑡𝑗 + 𝛽2𝐷𝑐𝑜𝑙𝑙𝑎𝑡𝑖 + 𝛽3𝐷𝑐𝑜𝑙𝑙𝑎𝑡𝑖 ∗ 𝐼𝑝𝑟𝑜𝑝𝑟𝑖𝑔ℎ𝑡𝑗 + 𝑋′𝛾 + 𝜀𝑖    (1) 
 

where yi is the annual interest rate for loan i, Iproprightj is an indicator capturing 

the quality of property rights in region j and Dcollatj is a dummy taking on the value of 

one if the bank’s automatic risk threshold for requiring collateral is exceeded. 

The vector of covariates includes personal characteristics (age, age squared, gen-

der, education, marital status, ethnicity, residential status) of the borrower, loan charac-

teristics (size, duration), borrower quality indicators (log of household income, previous 

default, years with bank, other bank relation). Importantly, we can also control for the 

bank’s risk assessment of the borrower—a typical omitted variable in most previous 

studies. In fact, because our units of observations are loans, we can also control for in-

dividual fixed effects and hence for time-invariant borrower unobservables. The results 

of OLS and FE estimations are almost identical, suggesting that OLS does not suffer 

                                            
3 The party surprising replacements represent the introduction of excess voting rules at the 11th National 

Congress which admitted more candidates than political posts. New political ideas of the included the 
admission of private entrepreneurs to the Communist Party (APCO, 2011). 
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from omitted time-invariant variable bias. X further includes monthly time and 289 

branch fixed effects. We cluster standard errors at the provincial level, where property 

rights vary. 

In an important extension we include measures of competition in the estimation 

regression: 

 
𝑦𝑖 = 𝛼0 + 𝛽1𝐼𝑝𝑟𝑜𝑝𝑟𝑖𝑔ℎ𝑡𝑗 + 𝛽2𝐷𝑐𝑜𝑙𝑙𝑎𝑡𝑖 +   𝛽3𝐷𝑐𝑜𝑙𝑙𝑎𝑡𝑖 ∗ 𝐼𝑝𝑟𝑜𝑝𝑟𝑖𝑔ℎ𝑡𝑗 +
𝛽4𝐶𝑜𝑚𝑝𝑒𝑡𝑖𝑡𝑖𝑜𝑛 + 𝑋′𝛾 + 𝜀𝑖               (2) 
 
 
5. Results 

 

In the following section we will present the main results of our analysis, some ex-

tensions and a falsification exercise with customers which enjoy a special treatment by 

the bank. Before turning to the impact of property rights on interest rates, we investigate 

the determinants of collateral: 

According to the first specification in column 1 of Table 2, the regional property 

rights index is not significantly related to the propensity of securing loans, while the 

personal risk score computed by the bank (based mainly on information about the pur-

pose of the loan as well as the educational attainment, job, earnings and household in-

come of the borrower) suggests that lower risk is associated with less securitization. 

This finding is important as it confirms that banks to do not demand collateral depend-

ing on the ease of liquidating it in case of default, but against the personal risk of default 

of each borrower. In column 2, we add personal and loan specific characteristics which 

are—however—unrelated to the computation of the risk score. Mainly the amount and 

duration of the loan determine positively the propensity to collateralize the loan. Col-

umn 3 adds education, occupation and household income to the regression: Especially 

the former two are strongly significant and fully pick up the effect of the risk score 

which turns zero. Column 4 adds our inverse measure of competition: the time required 

to travel to the next foreign or JV bank branch. While more competition increases secu-

ritization, all previous results remain unchanged. Notably, the property rights index is 

not significant in any of the four specifications.  
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Table 2: Determinants of collateral 
 (1) (2) (3) (4) 
Dependent variable Loan is secured (0/1) 
     
Property rights index  0.069 0.035 0.062 0.063 
 (0.058) (0.038) (0.040) (0.040) 
Risk score (10: high risk, 50: low risk)  -0.003*** -0.006*** 0.000 0.000 
 (0.001) (0.001) (0.002) (0.002) 
Legal development index  -0.007 -0.005 -0.004 
  (0.023) (0.020) (0.020) 
Other bank  -0.071*** -0.043*** -0.046*** 
  (0.004) (0.006) (0.006) 
Years w/ bank  -0.002 0.002 0.002 
  (0.001) (0.001) (0.001) 
Other bank*years w/ bank  0.001 0.001 0.002 
  (0.001) (0.002) (0.002) 
Log duration  0.077*** 0.070*** 0.068*** 
  (0.012) (0.011) (0.012) 
Log amount  0.191*** 0.164*** 0.162*** 
  (0.007) (0.011) (0.012) 
Gender   0.030*** -0.004 -0.004 
  (0.008) (0.004) (0.004) 
Age   0.002 -0.001 -0.001 
  (0.005) (0.002) (0.003) 
Age squared   0.000 0.000** 0.000** 
  (0.000) (0.000) (0.000) 
Log income   0.011 0.011 
   (0.012) (0.012) 
Log minimal travel time to next bank    -0.068*** 
    (0.005) 
Year FE Yes Yes Yes Yes 
Month FE No Yes Yes Yes 
Branch FE No Yes Yes Yes 
Residential Status FE No Yes Yes Yes 
Ethnicity FE No Yes Yes Yes 
Occupation FE No No Yes Yes 
Education FE No No Yes Yes 
Observations 31,680 31,680 31,680 31,680 
R-squared 0.409 0.654 0.718 0.719 
Note: Linear probability models. Robust standard errors clustered by province in paren-
theses; *** p<0.01, ** p<0.05, * p<0.1. Source:  

 
 

Table 3 provides the main results of our analysis concerning the impact of the 

quality of regional property rights on the interest rate charged for consumer loans. As 
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expected, column 1 indicates that lower expected default risk reduced the interest rate 

charged by the bank. Also, lower interest rates apply for secured as compared to unse-

cured loans with an average discount of 3.6 percentage points. The regional property 

rights quality index is unrelated to the interest rate of unsecured loans; however, it nega-

tively impacts the price on secured loans. The estimate of β3 is -0.008 and highly signif-

icant. In other words, an improvement of regional property rights by one standard devia-

tion implies a reduction of interest rates by 2 percentage points. Column 2 repeats the 

analysis by including a number of personal and loan characteristics. While estimates are 

somewhat smaller, the overall results remain fully robust. In Column 3 we multiply the 

interaction term between property rights and secured loan additionally with a dummy 

indicating whether a borrower has relations to another bank. We interpret this latter 

dummy variable as an (imperfect) measure of bank competition. 

Column 4 repeats the analysis of our main specification of interest but this time 

substituting the quality measure of property rights with a quantitative measure: The 

fraction of firms that command land use (property) rights. The interaction between the 

prevalence of land certificates and the indicator for secured loans is negative and signif-

icant at the 5% level. An expansion of land use rights by one standard deviation would 

reduce interest rates by 1.5%. Columns 5 and 6 employ the same estimation equation as 

Column 2, but we modify the sample to account for some regional or temporal peculiar-

ities of our loan data. First, the two economic power houses of Vietnam, Ho Chi Minh 

City and Ha Noi, account for roughly 16% of Vietnam’s total population and an even 

larger share of its economic product. Hence, by omitting these two major municipalities 

from our sample in Column 5 we confirm that the effect of property rights exists also 

for the remaining provinces in Vietnam. Second, our data span the global financial crisis 

and by omitting the months between September 2008 and the end of 2009 confirms that 

our results are in no way driven by these exceptional times (Column 6). It should also 

be noted that our general approach is flexible to pick up macro-economic disruptions by 

controlling for months fixed effects. 

Table 4 provides the major extension discussed under equation (2). We include 

(the log of) the distance (in kilometres) and the lowest travel time (in minutes) to the 

nearest banking branch as a measure of competition and find that more competition 
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clearly lowers interest rates. Our previous main results are robust to this extension, no 

matter whether we use the property rights quality index (Columns 1-2) or a dummy var-

iable indicating that a region has better property rights than the median region (Columns 

3-4). The effect of good property rights on interest rates is about one third in size of the 

effect of securing a loan. In Columns 4 to 8 we interact distance with either the good 

property rights dummy or with the interaction term between good property rights and 

secured loans, but none of these further interactions yield significant results. 
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Table 3: Main results 
 (1) (2) (3) (4) (5) (6) 
 Full sample Full sample Full sample Full sample W/o Ha Noi & 

HCMC 
W/o months of 
financial crisis 

Dependent variable Interest rate 
       
Secured loan -0.036*** -0.021*** -0.022*** 0.041 0.009 -0.036*** 
 (0.008) (0.007) (0.007) (0.034) (0.019) (0.008) 
Property rights safe (R) 0.001 -0.001 -0.002  0.017*** -0.004 
 (0.007) (0.007) (0.007)  (0.005) (0.005) 
Secured loan*prop rights -0.008*** -0.006*** -0.006***  -0.016*** -0.003** 
 (0.002) (0.001) (0.001)  (0.005) (0.001) 
Secured loan*prop 
rights*other bank 

  -0.004***    

   (0.001)    
Firms with LURC (%) (R)    0.035   
    (0.037)   
Sec loan* firms with LURC    -0.123**   
    (0.059)   
Risk score -0.001*** -0.000*** -0.000*** -0.000*** -0.000 -0.000*** 
 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Other bank  0.006*** 0.009*** 0.006*** 0.010 0.006*** 
  (0.001) (0.001) (0.001) (0.007) (0.001) 
Years with bank  -0.000*** -0.000*** -0.000*** -0.000 -0.000*** 
  (0.000) (0.000) (0.000) (0.000) (0.000) 
Other bank*years w/ bank  -0.001*** -0.001*** -0.001*** -0.004 -0.001*** 
  (0.000) (0.000) (0.000) (0.004) (0.000) 
Legal quality (R)  -0.004 -0.004 -0.007** -0.002 -0.002 
  (0.003) (0.003) (0.003) (0.004) (0.002) 
Log duration  0.010*** 0.010*** 0.010*** 0.008*** 0.009*** 
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  (0.000) (0.000) (0.000) (0.001) (0.000) 
Log amount  -0.009*** -0.009*** -0.009*** -0.007*** -0.011*** 
  (0.001) (0.001) (0.001) (0.003) (0.001) 
Gender   -0.001*** -0.001*** -0.001*** -0.001 -0.001*** 
  (0.000) (0.000) (0.000) (0.001) (0.000) 
Age   0.000*** 0.000*** 0.000*** 0.000 0.000*** 
  (0.000) (0.000) (0.000) (0.000) (0.000) 
Age squared  -0.000*** -0.000*** -0.000*** -0.000 -0.000*** 
  (0.000) (0.000) (0.000) (0.000) (0.000) 
Log household income  -0.003*** -0.003*** -0.003*** -0.005*** -0.002*** 
  (0.001) (0.001) (0.001) (0.001) (0.000) 
Previous default  0.050*** 0.050*** 0.050*** 0.027*** 0.053*** 
  (0.008) (0.008) (0.008) (0.007) (0.009) 
Ethnic: Chinese  -0.001 -0.000 -0.000 0.006 -0.000 
  (0.000) (0.000) (0.000) (0.004) (0.000) 
Ethnic: other  0.002 0.002 0.002 0.009** 0.004 
  (0.003) (0.003) (0.004) (0.003) (0.003) 
Constant 0.239*** 0.420*** 0.420*** 0.373*** 0.318*** 0.438*** 
 (0.020) (0.031) (0.031) (0.031) (0.062) (0.024) 
Branch FE Yes Yes Yes Yes Yes Yes 
Year FE Yes Yes No No Yes Yes 
Year*month FE No No Yes Yes No No 
Education FE No Yes Yes Yes Yes Yes 
Residential status FE No Yes Yes Yes Yes Yes 
Observations 34,261 32,059 32,059 32,059 7,083 27,695 
R-squared 0.487 0.638 0.638 0.650 0.560 0.666 
Note: Linear OLS models. Robust standard errors clustered by province in parentheses; *** p<0.01, ** p<0.05, * p<0.1. Source:  
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Table 4: Extensions with banking competition 
 (1) (2) (3) (4) (5) (6) (7) (8) 
Dependent variable Interest rate 
 Preferred spec with 

distance to next bank 
Dummy spec with dis-

tance to next bank 
—plus interaction dis-

tance*secure prop 
rights 

—plus interaction dis-
tance*interaction term 

         
Secured loan -0.021*** -0.021*** -0.034*** -0.034*** -0.034*** -0.034*** -0.034*** -0.034*** 
 (0.007) (0.007) (0.005) (0.005) (0.005) (0.005) (0.005) (0.005) 
Property rights safe (R) -0.001 -0.001       
 (0.007) (0.007)       
Secured loan*prop rights -0.006*** -0.006***       
 (0.001) (0.001)       
Property rights safe dummy (R)   0.003 0.003 0.003 0.004 0.003 0.003 
   (0.006) (0.006) (0.006) (0.006) (0.006) (0.006) 
Secured loan*prop rights dummy 
(Interaction term) 

  -0.011** -0.011** -0.011** -0.011** -0.011** -0.011** 

   (0.005) (0.005) (0.005) (0.005) (0.005) (0.005) 
Log min. dist. next bank (in km) 0.002***  0.002***  0.002***  0.002***  
 (0.000)  (0.000)  (0.000)  (0.000)  
Log min. travel time (in min)  0.003***  0.003***  0.003***  0.003*** 
  (0.001)  (0.001)  (0.001)  (0.001) 
Property rights dummy*Distance     -0.000 -0.000   
     (0.000) (0.000)   
Interaction term*Distance       -0.000 -0.000 
       (0.000) (0.000) 
Score risk -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** 
 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Other bank 0.006*** 0.006*** 0.006*** 0.006*** 0.006*** 0.006*** 0.006*** 0.006*** 
 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 
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Years with bank -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** 
 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Other bank*years w/ bank -0.001*** -0.001*** -0.001*** -0.001*** -0.001*** -0.001*** -0.001*** -0.001*** 
 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Legal quality (R) -0.004 -0.004 -0.005 -0.005 -0.005 -0.005 -0.005 -0.005 
 (0.003) (0.003) (0.003) (0.003) (0.003) (0.003) (0.003) (0.003) 
Log duration 0.010*** 0.010*** 0.010*** 0.010*** 0.010*** 0.010*** 0.010*** 0.010*** 
 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Log amount -0.009*** -0.009*** -0.009*** -0.009*** -0.009*** -0.009*** -0.009*** -0.009*** 
 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 
Gender  -0.001*** -0.001*** -0.001*** -0.001*** -0.001*** -0.001*** -0.001*** -0.001*** 
 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Age  0.000*** 0.000*** 0.000*** 0.000*** 0.000*** 0.000*** 0.000*** 0.000*** 
 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Age squared -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** 
 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Log household income -0.003*** -0.003*** -0.003*** -0.003*** -0.003*** -0.003*** -0.003*** -0.003*** 
 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 
Previous default 0.050*** 0.050*** 0.050*** 0.050*** 0.050*** 0.050*** 0.050*** 0.050*** 
 (0.009) (0.009) (0.009) (0.009) (0.009) (0.009) (0.009) (0.009) 
Ethnic: Chinese -0.000 -0.000 -0.001 -0.001 -0.001 -0.001 -0.001 -0.000 
 (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Ethnic: other 0.002 0.002 0.002 0.002 0.002 0.002 0.002 0.002 
 (0.003) (0.003) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) 
Constant 0.417*** 0.414*** 0.421*** 0.418*** 0.421*** 0.418*** 0.421*** 0.418*** 
 (0.030) (0.031) (0.021) (0.021) (0.021) (0.021) (0.021) (0.021) 
         
Observations 30,655 30,655 30,655 30,655 30,655 30,655 30,655 30,655 
R-squared 0.639 0.639 0.641 0.641 0.641 0.641 0.641 0.641 
Note: Linear probability models. Robust standard errors clustered by province in parentheses; *** p<0.01, ** p<0.05, * p<0.1. Source:  
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Finally, Table 5 provides evidence from a unique falsification exercise: We hy-

pothesize that the quality of property rights should not matter for the interest rates of 

loans that are not collateralized. This assertion cannot be answered under normal condi-

tions as it alludes to an unobservable counterfactual scenario for collateralized loans. 

However, the bank under consideration practices one quite peculiar loan granting rule: 

Employees of enterprises which themselves are customers of the bank receive consumer 

loans without having to pledge collateral. In practice, their employer guarantees repay-

ment through the labor contract. While the loans of ‘employee customers’ may be per-

fectly comparable to those of ‘non-employee customers’ (including the bank’s risk as-

sessment) the former are never required to provide collateral and hence cannot benefit 

from better regional property rights. Regressing the interest rate on the property quality 

indicator for this subset of borrowers should not yield any significant results. Table 4 

indeed confirms the absence of any significant relationship. 

 
 
6. Conclusions 

 

Collateral can be seen as a way to reduce moral hazard and property rights are 

important mediators to make collateral ‘work’. This paper provides evidence on the 

causal effect of the quality of property rights on the price of credit—the interest rate. 

We identify this effect by exploiting exogenous variation in land titling efforts and po-

litical change across Vietnam’s provinces.  
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Table 5: Falsification exercise 
 (1) (2) (3) (4) 
Dependent variable Interest rate 
     
Property rights safe (R) 0.016 0.020   
 (0.010) (0.011)   
Firms with LURC (%) (R)   0.031 0.014 
   (0.022) (0.031) 
Risk score -0.002*** -0.001*** -0.002*** -0.001*** 
 (0.000) (0.000) (0.000) (0.000) 
Other bank  0.002***  0.002*** 
  (0.000)  (0.000) 
Years with bank  -0.000  -0.000 
  (0.000)  (0.000) 
Other bank*years w/ bank  -0.000  -0.000 
  (0.000)  (0.000) 
Legal quality (R)  0.003  0.007 
  (0.005)  (0.008) 
Log duration  0.005***  0.005*** 
  (0.001)  (0.001) 
Log amount  -0.031***  -0.031*** 
  (0.003)  (0.003) 
Gender   -0.002**  -0.002** 
  (0.001)  (0.001) 
Age   0.001  0.001 
  (0.001)  (0.001) 
Age squared  -0.000  -0.000 
  (0.000)  (0.000) 
Log household income  0.005**  0.005** 
  (0.002)  (0.002) 
Previous default  0.061***  0.061*** 
  (0.003)  (0.003) 
Ethnic: Chinese  0.004***  0.004*** 
  (0.001)  (0.001) 
Ethnic: other  -0.018***  -0.018*** 
  (0.000)  (0.000) 
     
Observations 8,822 8,822 8,822 8,822 
R-squared 0.364 0.700 0.364 0.700 
Note: Linear probability models. Robust standard errors clustered by province in paren-
theses; *** p<0.01, ** p<0.05, * p<0.1. Source: 
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Appendix A: Banking operations across Vietnamese regions 
 
Figure A-1: Regional GDP per capita across regions 

 
Figure A-2: Regional average population across regions 
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Figure A-3: Regional legal development index across regions 
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