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ABSTRACT

This study investigates the factors affecting the financial sustainability of People’s Credit Funds in Vietnam,
which are essential for promoting financial inclusion in rural areas. The research, grounded in organizational man-
agement and financial systems theories, uses a mixed-methods approach with a survey of 363 stakeholders across
all 63 Vietnamese provinces, conducted from October 2024 to March 2025. Multivariate regression analysis re-
veals that Organizational Performance, Loan Portfolio Management, Management Quality, Customer Outreach, Or-
ganizational Transparency, and Financial Sustainability all have a significant impact on Financial Self-Sufficiency.
However, the study found that Organizational Capacity and the Legal and Policy Environment were only marginally
significant. Interestingly, many of the significant factors showed negative coefficients, suggesting operational trade-
offs specific to the context of Vietnamese People’s Credit Funds. For example, stringent risk management or exten-
sive customer outreach may increase costs, temporarily reducing financial self-sufficiency. These findings broaden
existing theoretical frameworks by highlighting the complex trade-offs within cooperative credit institutions. The

study provides practical recommendations for People’s Credit Funds’ managers, urging them to balance risk-based
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lending with digital tools to streamline operations and reduce costs. Policymakers are also advised to implement

tax incentives to support the digital transformation of People’s Credit Funds, aligning with Sustainable Develop-

ment Goals 1 and 8.

Keywords: People’s Credit Funds; Financial Sustainability; Organizational Management; Financial Inclusion; Viet-

nam; SDGs

1. Introduction

People’s Credit Funds (PCFs) in Vietnam play a piv-
otal role in advancing financial inclusion, particularly in
rural and underserved areas, by providing accessible fi-
nancial services to low-income communities . PCFs are
very effective at gathering unused money from the public
and putting it to use through loans for both production
and consumption. Beyond their financial role, PCFs also
help communities by strengthening solidarity, reducing
reliance on informal lenders, and boosting economic
stability in rural areas. PCFs have undergone major
changes, especially since Decision No. 1058/QD-TTg on
July 19, 2017. This decision set out a plan to reorganize
the national credit system and tackle bad debts. In re-
sponse, PCFs have reformed their operations to become
more effective and financially stable. Across various re-
gions, key financial indicators for PCFs have significantly
improved. These include charter capital, funds raised,
outstanding loans, liquidity reserves, and membership
numbers. Many PCFs have even managed to keep their
non-performing loan ratios close to zero. These coopera-
tive credit institutions also contribute significantly to so-
cioeconomic development, aligning with Sustainable De-
velopment Goals (SDGs) such as poverty reduction (SDG
1) and economic growth (SDG 8)!?l. Financial sustain-
ability, defined as the ability to cover operational costs
and accumulate capital for long-term growth 3!, is crit-
ical for PCFs to maintain their operations and enhance
community trust/*. However, achieving financial sus-
tainability remains challenging due to economic fluctua-
tions, regulatory constraints, and operational inefficien-
ciesl®l,

While prior studies have explored factors influenc-
ing the financial sustainability of microfinance institu-
tions globally[%7], research specific to Vietnam’s PCFs is
limited. Research in Vietnam’s Mekong Delta shows that

having enough capital and generating income are good
for long-term stability, while too much credit growth and
high levels of bad loans hurt it. Other studies highlight
that financial literacy, strong governance, and a stable
macroeconomy are all crucial for how well institutions
perform. Experts like Schaltegger et al.[® and Kaiser and
Lusardil®! have further developed these ideas, suggest-
ing frameworks that emphasize the importance of finan-
cial education, transparent operations, and good gover-
nance practices within microfinance institutions. Addi-
tionally, empirical work by Pham['% and Phan et al.['l]
reinforces the idea that competent management, strong
leadership, and efficient financial handling are essential
for institutions to be resilient and develop sustainably.
Existing studies focus primarily on traditional factors
such as credit growth, loan portfolio quality, and capital
adequacy ", but few integrate emerging influences like
digital transformation or the role of regulatory frame-
works in enhancing financial resilience.

While a good amount of research exists, there are
still significant areas that haven’'t been fully explored.
For instance, we don’t know enough about how discre-
tionary financial behaviors—things like managing earn-
ings, choosing what financial information to share, and
making decisions about dividends—impact long-term
sustainability. Furthermore, there’s a need for a more
integrated analysis of how cash holding policies, capital
adequacy, client outreach strategies, and managerial dis-
cretion all interact, especially given Vietnam’s unique so-
cial, economic, and legal environment. Recent changes,
including policy reforms, the rise of digital technologies,
and external shocks like the COVID-19 pandemic, have
added new layers of complexity and strategic opportuni-
ties that current research hasn’t adequately addressed.
Without a comprehensive understanding of these fac-
tors, it’s hard to truly assess the performance of PCFs us-
ing the same standards as commercial banks. This gap
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limits our ability to develop practical and regulatory so-
lutions to ensure their financial sustainability.

This study addresses this gap by examining how or-
ganizational capacity, management quality, loan portfo-
lio management, customer outreach, transparency, and
the legal and policy environment, combined with the
adoption of digital technologies, impact the financial sus-
tainability of PCFs in Vietnam. This research investigates
how the previously mentioned factors influence finan-
cial resilience, drawing on key theories from financial
sustainability, microfinance, and banking performance.
The study will use strict quantitative methods and a na-
tional dataset to build a model that shows the complex
relationships between financial, managerial, and institu-
tional elements. The findings are expected to deepen
our theoretical understanding of sustainability in the mi-
crofinance sector and offer practical guidance for regu-
lators, policymakers, and practitioners. These insights
can help strengthen regulations, improve how institu-
tions are governed, and inform strategic management
decisions, ensuring that PCFs remain effective and sus-
tainable in a rapidly evolving economic and social land-
scape.

The study poses the following research questions:
(1) How do organizational capacity, management qual-
ity, and loan portfolio management affect PCFs’ financial
sustainability? (2) To what extent do customer outreach,
transparency, and the legal environment influence long-
term financial stability? (3) How does digital transfor-
mation moderate these relationships? To answer these
questions, the study employs a quantitative survey ap-
proach, collecting 363 responses from PCFs stakehold-
ers across all 63 Vietnamese provinces from October
2024 to March 2025. Multivariate regression analysis is
then utilized to test the hypothesized relationships.

This research significantly contributes to the liter-
ature by extending organizational management theory
and financial systems theory to the specific context of
Vietnam’s PCFs. It offers a novel framework that, while
initially proposing digital transformation as a moderat-
ing factor, focuses on understanding the direct impacts
and operational trade-offs within cooperative credit in-
stitutions. Practically, the findings provide actionable in-

sights for PCF managers, encouraging them to optimize

risk-based lending and adopt digital tools, and for pol-
icymakers, advising the introduction of tax incentives
to support digital transformation, aligning with Sustain-
able Development Goals (SDG) 1 (no poverty) and SDG
8 (decent work and economic growth) 12, By address-
ing these issues, the study bridges local practices with
global microfinance research, offering implications for
other developing economies.

The structure of this paper is organized as follows.
The next section presents a comprehensive review of
the existing literature, with particular attention to fi-
nancial sustainability theory, microfinance mechanisms,
and discretionary financial behavior. Following this,
the methodology section outlines the research design,
data collection procedures, and analytical techniques
employed in the study. The results section presents the
empirical findings in detail. This is followed by a discus-
sion section that interprets the results in the context of
prior research. The final section concludes by summariz-
ing the theoretical contributions, practical implications,
and suggestions for future research directions.

2. Literature Review

2.1. Role of People’s Credit Funds in Finan-
cial Inclusion

According to the Law on Credit Institutions 2024
in Vietnam, PCFs are non-profit credit institutions vol-
untarily established by businesses, individuals, or house-
holds in the form of cooperatives. The core objective of
these entities is to support mutual production and busi-
ness development, and to improve members’ living stan-
dards. Operating based on cooperation principles, mem-
bers contribute to and benefit from the financial activi-
ties of the fund.

Microfinance Theory centers on the provision of
financial services to individuals or groups with low in-
come who are typically excluded from access to formal

financial systems[1314),

It emphasizes the importance
of delivering fundamental financial tools, including mi-
crocredit, savings facilities, and insurance services[!3],
By extending such services, microfinance promotes fi-
nancial inclusion and supports the economic participa-

tion of disadvantaged communities. The ultimate objec-
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tive of this approach is to alleviate poverty by offering
financial instruments that improve household welfare,
enhance entrepreneurial opportunities, and contribute
to broader economic stability [#-16]. Within this theo-
retical framework, microfinance institutions (MFIs) play
a critical role as intermediaries that serve low-income
clients. These institutions often utilize lending method-
ologies specifically designed to accommodate the needs
of borrowers who lack access to collateral or formal
credit histories. Common practices include group-based
lending and unsecured credit arrangements %], The the-
ory also underscores the significance of improving finan-
cial literacy among borrowers, as this fosters better per-
sonal financial management and strengthens borrow-
ers' ability to utilize financial resources effectively 3],
Through the provision of accessible financial services
and the promotion of financial education, MFIs seek to
empower individuals and communities who have tra-
ditionally been excluded from the formal financial sys-
tem 131517181 " Ip the Vietnamese context, this theory
has particular relevance, as PCFs share similar objectives
and functions with MFIs. PCFs operate at the grassroots
level and provide financial services to populations that
are often underserved by traditional banks. The appli-
cation of microfinance theory enables a comprehensive
understanding of how PCFs contribute to sustainable de-
velopment and inclusive financial systems. It also pro-
vides a theoretical lens through which to analyze the de-
terminants of financial sustainability in PCFs and to as-
sess their role in enhancing the economic resilience of
local communities 16191,

People’s Credit Funds (PCFs) in Vietnam, operating
as cooperative credit institutions, are vital for promot-
ing financial inclusion by providing accessible financial
services to low-income and rural communities!l. These
institutions align with global efforts to achieve finan-
cial inclusion, as outlined by the United Nations!?], and
contribute to socioeconomic development by support-
ing small-scale entrepreneurs and households excluded

(201,

from traditional banking systems Internationally,

similar microfinance institutions, such as Grameen Bank
in Bangladesh, have demonstrated success in foster-
ing economic empowerment through community-based

21]

lending models! In Vietnam, PCFs operate under

the Law on Credit Institutions and the Law on Coop-
eratives, emphasizing mutual support and collective re-
source pooling to enhance local economic stability [°1.

2.2. Factors Influencing Financial Sustain-
ability

Financial sustainability, defined as the ability of an
institution to cover operational costs and maintain cap-
ital for long-term growth 3, is critical for PCFs to sus-
tain their role in financial inclusion. Financial sustain-
ability means using resources efficiently, being able to
rebuild financial reserves, and maintaining strong finan-
cial health over time without burdening future genera-
tions.

The Financial Sustainability Theory focuses on an
organization’s ability to remain financially viable long-
term while still fulfilling its mission and operational du-
ties[?2l. This involves the careful and strategic manage-
ment of financial resources to ensure an institution’s
continuity, especially when facing economic uncertainty,

[15,23

regulatory shifts, or changing policies 1. Key aspects

support financial sustainability include Profitability, Lig-
uidity, Capital adequacy, and Risk management[1922.24],
For microfinance institutions, including PCFs, financial
sustainability also means being able to recover costs
and continue operations without hindering service de-
livery to economically vulnerable groups[1>23, The the-
ory also highlights the importance of diversifying rev-
enue streams, ensuring operational efficiency, making
effective use of capital, and being adaptable to exter-
nal pressures like new laws or macroeconomic changes.
These elements are especially vital for non-profit and
community-based financial organizations, as their sus-
tainability depends not only on financial performance
but also on aligning financial practices with their social

missions 1231,

In Vietnam, this theoretical approach
provides a valuable basis for evaluating the long-term vi-
ability of PCFs. By applying these principles, researchers
and policymakers can identify ways to optimize resource
allocation, enhance institutional resilience, and lessen
the impact of external disruptions. This framework
helps us understand how PCFs can maintain their oper-
ational integrity while significantly contributing to the

socio-economic advancement of the communities they
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serve.

Previous studies have identified several key deter-
minants of financial sustainability in microfinance insti-
tutions. Ayayi and Sene!® highlight that high-quality
loan portfolios, effective management, and reasonable
interest rates are essential for financial viability. Sim-
ilarly, Tehulul”! emphasizes the role of credit growth,
capital adequacy, and low bad debt ratios in ensuring
sustainability. Rana et al.!?®! found that interest rate
tools, reserve requirements, open market operations,
and credit controls are the most effective instruments for
managing Bangladesh’s money supply and demand. In
the Vietnamese context, Ha! finds that deposit growth
and income from financial activities positively impact
PCFs’ financial sustainability, while excessive credit ex-
pansion may increase financial risks. Additionally, or-
ganizational factors such as management quality, trans-
parency, and operational efficiency have been shown
to enhance financial resilience 2271, According to On-
songo 1?81, organizational capacity directly affects finan-
cial sustainability. Improving this capacity leads to bet-
ter financial planning, smarter resource allocation, and
more efficient fund mobilization 2], It also boosts an in-
stitution’s ability to adapt and innovate, which is crucial
for finding new income sources and dealing with finan-
cial shortfalls, ultimately improving long-term financial
sustainability 3%, Rana et al.[3! assert that to achieve
the Sustainable Development Goals (SDGs) in South and
Southeast Asia, it's crucial to implement banking re-
forms tailored to each region. These reforms should aim
to bolster financial stability, enhance credit quality, and
ensure that banking practices are in line with the 2030
Agenda for Sustainable Development. In microfinance,
operational efficiency is often measured by indicators
like the operating expense ratio and cost per borrower.
Higher operational efficiency generally means greater
profitability and less dependence on outside financial

support (321,

By keeping administrative and operational
costs low and optimizing internal processes, financial
institutions can dedicate more resources to expanding
services and investing. This significantly contributes to
long-term financial sustainability >3],

Empirical research shows that factors like loan

size, lending activity levels, and effective debt recovery

greatly influence the financial health of microfinance
institutions 3%, Hartarskal?°! found a positive link be-
tween strong governance practices and the financial per-
formance of these institutions. Conversely, PCFs that
have been placed under special control due to gover-
nance failures often suffer from poor administration, in-
creasing non-performing loans, and sometimes even ex-
ecutive fraud *4. Additionally, adopting sustainable and
socially responsible lending practices, such as environ-
mentally focused credit strategies, has been linked to im-
proved institutional stability through better risk man-
agement (3], Globally, studies on microfinance institu-
tions in regions like Sub-Saharan Africa and South Asia
underscore the importance of regulatory frameworks

(36] For

and risk management in sustaining operations
instance, Quayes*’! notes that robust governance and
customer outreach strategies are critical for balancing
social and financial objectives. However, these studies
often focus on traditional factors and overlook emerg-
ing influences such as digital transformation, which
can enhance operational efficiency and customer access
through technology-driven services 38,

Recently, several previous studies have investi-
gated the link between Fintech, digitalization and the
FinTech is

significantly transforming microfinance, with Musaigwa

performance of microfinance companies.

and Kalitanyi[3°! highlighting the importance of digital
leadership for executives amidst organizational changes
driven by digital transformation, while still acknowledg-
ing the relevance of traditional leadership roles [0, A
key characteristic of FinTech in microfinance is its abil-
ity to deliver innovative digital financial services , such
as mobile banking, mobile wallets, and online lending
platforms, to previously unbanked or underserved pop-
ulations, making services more convenient, accessible,
and affordable [*142],

big data and Al to improve credit risk assessment and

Furthermore, FinTech leverages

customer profiling, enabling microfinance institutions
to better evaluate borrower creditworthiness, reduce
loan defaults, and enhance financial inclusion*3!. The
integration of blockchain technology also boosts trans-
parency and security in financial transactions by creat-
ing tamper-proof records, thereby reducing fraud [*+#°],

A significant advantage of FinTech for microfinance is its
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capacity to lower transaction costs and foster sustain-
able operations through automated loan processing, re-
duced paperwork, and broader customer reach at lower
costs. This efficiency can result in lower interest rates
and fees for borrowers, which is vital for the manage-
ment and sustainability of microfinance operations. It
can be considered an innovation related to the environ-

ment 401,

FinTech also expands the range of services
available to clients, allowing microfinance companies to
offer savings accounts, insurance, and other products via
digital channels that were previously inaccessible [*’]. By
using digital tools to analyze client data, microfinance
companies can make more informed lending decisions
and further reduce default risks, contributing to a more
sustainable and responsible microfinance environment
crucial for poverty reduction 8!, The integration of inno-
vative technological solutions is essential for sustainable
mobile financial services, improving reliability and effi-
ciency while also minimizing environmental impact %,

Regarding client outreach, expanding a client base
does more than just boost revenue through increased
lending; it also helps diversify the loan portfolio, which

reduces concentrated risk![5%.

A larger, more varied
group of borrowers, especially those with strong repay-
ment habits like female borrowers, can improve finan-
cial performance and institutional resilience. Further-
more, diversifying across different sectors and customer
groups lessens exposure to market volatility and the
chance of widespread loan defaults. This is crucial for
avoiding over-reliance on fast-growing industries that
might eventually become unstable or oversaturated %],

Moreover, transparency in financial and opera-
tional matters is essential for maintaining stakeholder
trust, ensuring institutional accountability, and attract-
ing long-term funding. Transparent practices, such as
publishing audited financial statements and providing
clear financial disclosures, allow stakeholders to make
informed decisions and effectively monitor an organi-

zation’s performance [>!,

Transparency also helps re-
duce corruption by making financial transactions and
decision-making processes more visible, which discour-
521 For PCFs, which

often face public scrutiny and regulatory oversight, in-

ages fraud and mismanagement!

creasing transparency is not just a regulatory require-

ment but a strategic necessity for achieving sustainable

growth and financial resilience.

2.3. Research Gaps and Theoretical Frame-
work

Despite the extensive literature on microfinance
sustainability, significant gaps remain in the context of
Vietnam’s PCFs. First, most studies focus on traditional
factors like loan portfolio quality and capital adequacy,
with limited attention to the role of digital technologies
171, Second, the

interplay between internal organizational factors (e.g.,

in enhancing financial sustainability!

management quality, transparency) and external factors
(e.g., legal and policy environment) is underexplored in
the Vietnamese context. Third, there is a lack of compar-
ative analysis linking Vietnam'’s PCFs with global micro-
finance models, limiting the generalizability of findings.

This study addresses these gaps by integrating or-
ganizational management theory and financial systems
theory to examine the financial sustainability of PCFs.
Organizational management theory posits that effective
governance, resource allocation, and operational effi-

53], Finan-

ciency are critical for organizational success!
cial systems theory emphasizes the role of institutional
and regulatory environments in shaping financial stabil-
ity (12, This study extends these theories to explore how
organizational and regulatory factors affect PCFs’ finan-
cial sustainability. The proposed framework provides
a comprehensive lens to analyze both internal and ex-
ternal drivers of sustainability, offering insights for Viet-

nam and other developing economies.

3. Research Methodology
3.1. Hypotheses Development

This study investigates the factors influencing the
financial sustainability of People’s Credit Funds (PCFs)
in Vietnam, guided by organizational management the-
ory and financial systems theory. Eight hypotheses are
proposed to test the impact of: Organizational Capacity
(H1), Organizational Performance (H2), Loan Portfolio

Management (H3), Management Quality (H4), Customer
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Outreach (H5), Organizational Transparency (H6), Le-
gal and Policy Environment (H7), and Financial Sustain-
ability (H8) on the Financial Self-Sufficiency (FSS) in-

dex. These hypotheses evaluate whether internal orga-

Organizational capacity

Hl1

Organizational performance

H2

Manage loan portfolio

Management quality

Financial sustainability

Reach customers

Organizational transparency ] HS

Legal and policy environment ]

nizational factors and external regulatory conditions en-
hance PCFs’ ability to cover operational costs and ensure
long-term viability 3. The research model and the hy-

potheses are presented in Figure 1.

Financial solidity of the
People's Credit Fund in
Vietnam

Figure 1. The model research.

3.1.1. Organizational Capacity

Organizational capacity is a multidimensional con-
struct encompassing the resources, capabilities, and op-
erational processes of an institution, all of which influ-
ence employee behavior in achieving organizational ob-

[54

jectives ¥, It includes key elements such as human re-

sources, financial planning, leadership, infrastructure,

and stakeholder engagement !4,

This capacity is di-
rectly linked to financial sustainability - defined as an
organization’s ability to meet its expenditures through
internally generated revenues and diversified funding

sources 28],

Strengthening organizational capacity en-
hances financial planning, optimizes resource allocation,
and improves fund mobilization efficiency?°]. Addition-
ally, it fosters institutional adaptability and innovation,
which are critical for developing alternative revenue

streams and responding to financial shortfalls, thereby

enhancing long-term financial sustainability (3%,

Hypothesis 1. Organizational capacity positively affects
financial self-sufficiency of PCFs.

3.1.2. Organizational Performance

Organizational performance refers to the ability of
an organization to deliver services or outputs using the
least possible resources while maintaining quality [>°].
In the context of microfinance, it is often measured
through indicators such as the operating expense ratio
and cost per borrower. Higher operational efficiency
is associated with increased profitability and reduced
dependence on external financial suppor!3?. By mini-
mizing operating costs and maximizing the effectiveness
of internal processes, institutions can allocate more re-
sources to service delivery and investment, contributing
to stronger financial sustainability >33,
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Hypothesis 2. Organizational Performance positively af-
fects financial self-sufficiency of PCFs.

3.1.3. Loan Portfolio Management

Effective loan portfolio management is fundamen-
tal to the financial sustainability of PCFs. It involves
credit risk assessment, monitoring, and collection mech-
anisms that minimize non-performing loans and en-
hance asset quality. Research has shown that loan size,
lending intensity, and debt collection effectiveness sig-
nificantly affect the financial viability of microfinance
institutions 34,  However, in practice, many PCFs in
Vietnam struggle with poor credit appraisal systems
and loose loan approval processes, resulting in high de-
fault rates and financial distress[°®l. Strengthening inter-
nal control systems, implementing sound credit policies,
and conducting regular internal audits are essential to
reducing credit risk and supporting sustainable financial

performance 171,

Hypothesis 3. Loan portfolio management positively af-
fects financial self-sufficiency of PCFs.

3.1.4. Management Quality

Management quality plays a critical role in the fi-
nancial sustainability of PCFs. Transparent and account-
able governance structures can mitigate operational
risks, enhance strategic decision-making, and improve
stakeholder confidence. Hartarskal?®! highlights that
strong governance practices positively influence the fi-
nancial performance of microfinance institutions. Con-
versely, PCFs in Vietnam under special control due to
governance failures have experienced mismanagement,
rising bad debts, and even fraud by executives[>®l. Ro-
bust governance mechanisms, including ethical leader-
ship, compliance with regulations, and internal account-
ability systems, are essential to safeguard institutional
integrity and financial health. Moreover, the adoption of
sustainable credit strategies - such as green lending - has
been linked to improved financial stability through effec-
tive risk mitigation 3],

Hypothesis 4. Management quality positively affects fi-
nancial self-sufficiency of PCFs.

3.1.5. Financial Sustainability

The safety of the PCFs is assessed through the abil-
ity to manage and prevent financial risks. Interest rate
risk management is an indispensable factor to protect
the safety of the PCFs. In addition to purely economic
risks, the PCFs also face operational risks (related to hu-
man and technological factors) and political risks due
to changes in the Government’s attitude or legal adjust-
ments. These indicators not only reflect the level of
safety in the PCFs’ operations but also show the ability
to forecast, prevent and overcome risks. Scholars have
emphasized that, in order for the PCFs to achieve a high
level of safety, the internal control and risk management
system must be strictly applied, and there must be inde-
pendent supervision from auditing agencies 3/,

Hypothesis 5. Financial sustainability positively affects
financial sustainability of PCFs.

3.1.6. Client Outreach

Client outreach is a key driver of financial sus-
tainability in PCFs. Expanding outreach enhances rev-
enue through increased lending opportunities and con-
tributes to portfolio diversification, thereby reducing
risk concentration®%. A broader client base - especially
when targeting female borrowers who typically exhibit
higher repayment rates - can improve financial out-
comes and institutional stability. In addition, strate-
gic diversification across sectors and customer groups
minimizes exposure to market fluctuations and reduces
the likelihood of systemic loan default. This is particu-
larly important for avoiding over-concentration in high-
growth sectors that may become saturated or volatile 1%,
Hypothesis 6. Client outreach positively affects the finan-

cial self-sufficiency of PCFs.

3.1.7. Transparency

Transparency in financial reporting and organiza-
tional operations is essential for sustaining trust, im-
proving accountability, and attracting long-term invest-
ment. Transparent practices - such as clear financial dis-
closures and audited statements - enable stakeholders
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to make informed decisions and monitor institutional

performance [>1,

Moreover, transparency plays a vi-
tal role in reducing corruption by increasing the visi-
bility of financial flows and decision-making processes,
thereby deterring misappropriation and fraud®?. For
PCFs, which often face public scrutiny and regulatory
oversight, enhancing financial transparency is critical to

achieving and maintaining financial sustainability.

Hypothesis 7. Organizational transparency positively af-
fects the financial self-sufficiency of PCFs.

3.1.8. Legal and Policy Environment

The legal and policy environment of the govern-
ment create a legal corridor to help PCFs operate safely
and transparently. The Law on Credit Institutions of
Vietnam (2010) has specifically stipulated the require-
ments for charter capital, reserve fund ratio, as well as
democratic and transparent governance principles for
cooperative credit institutions. In the initial stage, the
government also applies preferential policies on taxes,
training and development orientation, helping young
PCFs to stand firm in the market. Some scholars believe
that although the legal framework has been clearly es-
tablished, the effectiveness of supervision and enforce-
ment is still not consistent, especially in the context of a
volatile economy, which requires the government to con-

tinuously adjust policies to suit actual conditions.

Hypothesis 8. Legal and policy environment positively
affects the financial self-sufficiency of PCFs.

3.2. Sample and Specification of the Model

The research model employs a multivariate linear

regression:

Y = B0 + B1°X1 + B2*X2 + B3*X3 + B4*X4
+B5*X5 + B6*X6 + B7*X7 + B8*X8 + &i

where:

Y: Financial Self-Sufficiency (FSS), the dependent
variable, measuring PCFs’ ability to cover operational
and financial costs 3],

X_1 (0C): Organizational Capacity, reflecting re-

source management and operational efficiency.

X_2 (OP): Organizational Performance, capturing
productivity and financial outcomes.

X_3 (LPM): Loan Portfolio Management, encom-
passing loan quality and risk mitigation.

X 4 (MQ): Management Quality, including gover-
nance and decision-making processes.

X_5 (CO): Customer Outreach, measuring market
expansion and service accessibility.

X_6 (OT): Organizational Transparency, reflecting
accountability and information disclosure.

X_7 (LPE): Legal and Policy Environment, captur-
ing regulatory impacts on operations.

X_8 (FS): Financial Sustainability, assessing inter-
nal financial health factors.

B0: Constant; B1-f8: Regression coefficients; &i:
Error term.

The model tests the statistical significance of each
factor’s impact on FSS at a 95% confidence level (p <
0.05).

3.3. Data Collection and Sampling

Data were collected through a quantitative survey
of PCFs’ stakeholders (managers, financial staff, and
customers) across Vietnam’s 63 provinces. The sur-
vey, conducted from October 13, 2024, to March 13,
2025, used a 5-point Likert scale (1 =

agree, 5 = strongly agree) to measure perceptions of

strongly dis-

the eight factors. A stratified random sampling method
was employed to ensure representation, with PCFs strat-
ified by region (North, Central, South), operational scale
(small, medium, large), and financial performance (high,
medium, low). A total of 363 valid responses were ob-
tained after data cleaning, providing robust statistical

58]

power for regression analysis! The sample’s demo-

graphic profile is detailed in Section 4.1.

3.4. Data Analysis

Data analysis was conducted in three stages. First,
Cronbach’s Alpha assessed the reliability of measure-
ment scales, with all constructs achieving coefficients
above 0.700>,

(EFA) using Principal Component Analysis with Varimax

Second, Exploratory Factor Analysis
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rotation validated the factor structure, ensuring Kaiser-
Meyer-Olkin (KMO) values = 0.5 and Bartlett’s test sig-
nificance (p < 0.05). Third, multivariate linear regres-
sion tested the hypotheses, with Adjusted R? and Durbin-
Watson statistics evaluating model fit and checking for
first-order autocorrelation, respectively. The F-test (p <
0.05) assessed overall model significance, while t-tests
evaluated individual regression coefficients. Robustness
checks, including variance inflation factor (VIF) tests for
multicollinearity, were conducted to address potential

negative regression coefficients and ensure model reli-

4. Results and Discussion

4.1. Descriptive Statistics

The survey, conducted from October 13, 2024, to
March 13, 2025, yielded 363 valid responses from stake-
holders of People’s Credit Funds (PCFs) across Vietnam’s
63 provinces, using a 5-point Likert scale (1 = strongly
disagree, 5 = strongly agree). The larger sample size
enhances statistical power and representativeness com-
pared to smaller studies [°]. Table 1 summarizes the de-

ability. mographic profile of the respondents.
Table 1. Descriptive statistics of the research sample.
Category Attribute Percentage (%)
Gender Male 41.4%
Female 58.6%
Age Under 35 years 46.8%
35 to 45 years 32.9%
46 to 55 years 13.2%
56 and above 7.1%
Role Board of Directors Member 27.5%
Supervisory Board Member 11.4%
Director 17.5%
Middle Manager 7.9%
Other Roles 35.7%
Education Level High School 2.1%
Bachelor’s Degree 87.1%
Master’s Degree 8.2%
Doctorate 1.8%
Others 0.7%
Experience Less than 3 years 30.0%
3to 10 years 20.7%
Over 10 years 49.3%
Purchase Frequency 1-3 times per month 76.8%
4-6 times per month 17.1%
More than 6 times 6.1%

The diverse sample, with 58.6% female respon-
dents, 87.1% holding a bachelor’s degree, and 49.3%
with over 10 years of experience, provides robust in-
sights into PCF operations.

4.2. Reliability and Validity Tests

4.2.1. Cronbach’s Alpha Test

Cronbach’s Alpha was calculated to assess the relia-

bility of measurement scales based on 363 observations.

Table 2 presents the results.

All constructs achieved Cronbach’s Alpha values
above 0.70 (except OT at 0.640, still acceptable), indi-
cating strong internal consistency [*°l. The larger sample

size enhances the precision of these estimates.

4.2.2. CFA Assessment

Confirmatory Factor Analysis (CFA) validated the
measurement model using 363 observations. Table 3
presents the results.
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Table 2. Cronbach’s alpha reliability test.

Definition Number of Observed Cronbach’s Composite Extracted Status
Variables Alpha Reliability Variance (%)
Organizational Capacity (OC) 4 0.870 0.750 54.0 Accepted
Organizational Performance (OP) 4 0.925 0.730 50.0 Accepted
Loan Portfolio Management (LPM) 4 0.860 0.755 53.0 Accepted
Management Quality (MQ) 6 0.950 0.680 56.0 Accepted
Customer Outreach (CO) 4 0.930 0.750 55.5 Accepted
Organizational Transparency (OT) 4 0.640 0.775 64.0 Accepted
Legal and Policy Environment (LPE) 3 0.865 0.710 51.0 Accepted
Financial Sustainability (FS) 4 0.875 0.665 74.5 Accepted
Table 3. Validity and reliability.
Construct CR AVE MSV MaxR(H) ocC oP LPM MQ co oT LPE FS
ocC 0.865 0.675  0.400 0.870 0.822
OoP 0.850 0.650  0.550 0.855 0.430%** 0.806
LPM 0.875 0.700  0.400 0.880 0.440*+*  0.340*** 0.837
MQ 0.870 0.690  0.480 0.875 0.330***  0.350*** 0.340*** 0.831
co 0.865 0.680  0.470 0.870 0.310**  0.390*** 0.330*** 0.450*** 0.825
OT 0.885 0.715  0.320 0.890 0.330***  0.280*** 0.340*** 0.270*** 0.260*** 0.846
LPE 0.840 0.635 0.490 0.845 0.500%**  0.470** 0.370*** 0.340*** 0.440*** 0.360*** 0.797
FS 0.850 0.580  0.490 0.855 0.510**  0.620*** 0.540*** 0.560*** 0.550*** 0.400*** 0.530*** 0.762

Note: *** p <0.001.

Discriminant validity is established, as the square
root of AVE for each construct exceeds its correlations

with other constructs [09].

4.2.3. Regression Results

Multivariate linear regression was conducted on
363 observations to test the hypotheses. Table 4 presen-
ts the regression weights and standardized coefficients.

The model explains a significant portion of variance
in FSS (Adjusted R* = 0.65, F-test p < 0.001). Variance
Inflation Factor (VIF) tests (VIF < 5) confirmed no multi-
collinearity. Negative coefficients for OC, OF, LPM, MQ,
CO, and OT suggest context-specific dynamics, such as
risk-averse resource allocation or regulatory constraints,

which are discussed below.

Table 4. Regression weights and standardized regression weights.

Relationship Estimate S.E. C.R. p Label

FS«0C -0.120 0.070 -1.714 0.087

FS « OP -0.380 0.120 -3.167 kK

FS « LPM -0.150 0.070 -2.143 ok

FS «MQ -0.280 0.090 -3.111 ok

FS« CO -0.240 0.080 -3.000 ok

FS < OT -0.220 0.070 -3.143 ok

FS « LPE 0.100 0.060 1.667 0.096

FS « FS 0.190 0.030 6.333 ok

Note: *** p < 0.001.

4.3. Discussion

The regression results reveal that Organizational
Performance (OP, f = -0.380, p < 0.001), Loan Portfolio
Management (LPM, 3 =-0.150, p < 0.001), Management
Quality (MQ, B = -0.280, p < 0.001), Customer Outreach
(CO, 3=-0.240, p < 0.001), Organizational Transparency
(OT, B = -0.220, p < 0.001), and Financial Sustainabil-

ity (FS, B = 0.190, p < 0.001) significantly impact FSS,
while Organizational Capacity (OC, § =-0.120, p = 0.087)
and Legal and Policy Environment (LPE, § = 0.100, p =
0.096) are marginally insignificant. The negative coef-
ficients for OC, OP, LPM, MQ, CO, and OT, contrary to
theoretical expectations, may reflect context-specific dy-
namics and inherent trade-offs within Vietnam’s PCFs.
In specific, stringent loan portfolio management (LPM),
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while crucial for long-term risk mitigation, often entails
increased short-term operational costs associated with
robust credit assessment, monitoring, and debt recov-
ery processes, thereby reducing FSS. Similarly, high or-
ganizational transparency (OT), though vital for stake-
holder trust and accountability, can lead to higher com-
pliance costs and administrative burdens, temporarily
impacting financial self-sufficiency!!. Aggressive cus-
tomer outreach (CO), particularly in rural and under-
served areas, may incur significant marketing and logis-
tical expenses that temporarily outweigh the revenue
generated from an expanded client base, thus offsetting

1371, The negative im-

immediate financial sustainability
pact of Management Quality (MQ) and Organizational
Performance (OP) might suggest that investments in en-
hancing managerial capabilities or pursuing higher op-
erational efficiency (e.g., through process optimization
or technological upgrades) lead to increased initial costs
before yielding long-term financial benefits. This high-
lights a critical operational trade-off within cooperative
credit institutions, where efforts to strengthen internal
functions or expand services may initially strain finan-
cial resources, especially in a developing market con-
text. These findings align partially with global microfi-
nance literature; for example, Ayayi and Sene found that
effective loan portfolio management enhances sustain-
ability in African MFIs, but excessive risk controls can
limit profitability, similar to the negative LPM coefficient
observed here. In contrast, the positive impact of LPE
(though insignificant) resonates with Hannig and Jansen,
who emphasize the role of supportive regulations in fos-
tering MFI stability. Compared to Bangladeshs Grameen
Bank, where customer outreach drives sustainability,
Vietnams PCFs face unique challenges due to regulatory
constraints and rural market dynamics.

Though the findings are relatively new and contra-
dict with certain studies such as Mia['®], Hartarska (2],
Delis & Papanikolaou 2], Hermes & Lensink (34, Phan &
Chan 33, these results align partially with global micro-
finance literature. For example, Ayayi and Sene ! found
that effective loan portfolio management enhances sus-
tainability in African MFIs, but excessive risk controls
can limit profitability, similar to the negative LPM co-

efficient observed here. In contrast, the positive im-

pact of LPE (though insignificant) resonates with Han-
nig and Jansen!'?, who emphasize the role of support-
ive regulations in fostering MFI stability. Compared to
Bangladesh’s Grameen Bank, where customer outreach
drives sustainability!?!], Vietnam’s PCFs face unique
challenges due to regulatory constraints and rural mar-
ket dynamics.

The results contribute to organizational manage-
ment theory by highlighting trade-offs between opera-
tional efficiency and financial sustainability in coopera-
tive credit institutions. Practically, PCF managers should
balance risk management with revenue generation and
leverage supportive policies to enhance FSS. Policymak-
ers could introduce tax incentives or digital transforma-
tion subsidies to reduce operational costs, aligning with
SDG 8 (economic growth) and SDG 1 (poverty reduction).
Future research should explore longitudinal data to clar-
ify causal relationships and examine digital transforma-

tion’s moderating role.

5. Conclusion and Recommenda-
tions

This study, based on 363 survey responses col-
lected from October 13,2024, to March 13, 2025, across
Vietnam’s 63 provinces, examines the factors influenc-
ing the financial sustainability of People’s Credit Funds
(PCFs). The results reveal that Organizational Perfor-
mance (OP, = -0.380, p < 0.001), Loan Portfolio Man-
agement (LPM, B = -0.150, p < 0.001), Management
Quality (MQ, B =-0.280, p < 0.001), Customer Outreach
(CO,B=-0.240, p < 0.001), Organizational Transparency
(OT, B = -0.220, p < 0.001), and Financial Sustainabil-
ity (FS, B = 0.190, p < 0.001) significantly impact Finan-
cial Self-Sufficiency (FSS), while Organizational Capac-
ity (OC) and Legal and Policy Environment (LPE) are
marginally insignificant (p > 0.05). The negative coef-
ficients for OP, LPM, MQ, CO, and OT suggest context-
specific trade-offs, such as increased operational costs
from stringent risk management or aggressive outreach
efforts!]. This study contributes to organizational man-
agement theory by highlighting these trade-offs in coop-
erative credit institutions and extends financial systems

theory by integrating regulatory and operational dynam-
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ics in Vietnam'’s PCFs.

From the results, we propose several recommenda-
tions and policy implications. For PCF managers, bal-
ancing operational efficiency with revenue generation
and strategic cost management is critical. To address
the negative impact of stringent loan portfolio manage-
ment (LPM), PCFs should adopt risk-based lending mod-
els supported by digital tools to streamline processes,
thereby reducing administrative costs while maintain-

1381 Customer outreach (CO) strategies

ing loan quality
should prioritize targeted marketing to high-potential
rural clients, leveraging cost-effective digital channels
(e.g., mobile banking, social media campaigns) to min-
imize excessive marketing and logistical expenses. Re-
garding Organizational Transparency (OT), while vital
for stakeholder trust and accountability, the study indi-
cates that it can incur significant short-term costs. To
mitigate this, PCFs should focus on optimizing report-
ing processes through digital transformation. Specifi-
cally, instead of relying on costly traditional methods
such as extensive manual audits or printed annual re-
ports, PCFs should leverage FinTech solutions and in-
tegrated digital platforms for financial disclosure. This
includes: automating data collection and reporting sys-
tems to reduce human error and administrative bur-
dens; utilizing secure online portals and mobile appli-
cations for publishing audited financial statements and
other mandatory disclosures, reducing printing and dis-
tribution costs while ensuring wider accessibility; and
investing strategically in staff training on digital liter-
acy and data management, enabling internal teams to
handle compliance requirements more efficiently rather
than solely relying on expensive external consultants.
These low-cost alternatives can help PCFs maintain
transparency without excessively burdening their finan-
cial self-sufficiency.

For policymakers, the State Bank of Vietnam could
introduce tax incentives or subsidies specifically de-
signed for PCFs adopting digital platforms and enhanc-
ing their risk management infrastructure. These mea-
sures, such as grants for software implementation or
tax breaks for expenditures on digital training, would
help offset the initial costs associated with technologi-

cal adoption and improved transparency, aligning with

SDG 8 (economic growth) and SDG 1 (poverty reduc-
tion). These measures resonate with global microfi-
nance practices, such as Bangladesh’s Grameen Bank,
where technology-driven services enhance sustainabil-
ity by lowering transaction costs and expanding out-

reach efficiently [21]

. Policymakers should also consider
reviewing and adapting regulatory frameworks to allow
for greater flexibility in operational cost management
for PCFs, especially when these costs are incurred for ini-
tiatives that enhance long-term stability and social out-
reach.

This study, despite providing valuable insights into
the factors influencing the financial self-sufficiency (FSS)
of People’s Credit Funds (PCFs) in Vietnam, has sev-
eral limitations. Firstly, its cross-sectional design re-
stricts the ability to infer causal relationships, as the ob-
served negative coefficients for some theoretically pos-
itive drivers, like Management Quality and Organiza-
tional Transparency, might reflect complex interactions
and time lags not fully captured. Initial investments in
these areas could lead to short-term cost increases be-
fore yielding long-term financial benefits, which a cross-
sectional approach cannot illustrate. Secondly, while re-
liability and validity tests were conducted, the model
may still be subject to unobserved variables or multi-
variate complexities that are not fully captured. Lastly,
the study’s data granularity could be improved by disag-
gregating PCFs by location or detailed operational scale.
Future research should address these limitations by em-
ploying longitudinal panel data to establish more robust
Ex-

plicitly incorporating digital transformation as a mod-

causal inferences and examine long-term trends.

erating variable could also provide deeper insights into
how technology adoption influences sustainability. Ad-
ditionally, conducting comparative studies with microfi-
nance institutions in other developing countries would

enhance the generalizability of the findings.
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