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FACTORS AFFECTING
THE DEVELOPMENT

OF THE VIETNAMESE DERIVATIVE
SECURITIES MARKET

Abstract

In the context of integration, the capital market has important implications for
strengthening economic resources for development. This becomes even more im-
portant as the derivative securities market has recently emerged in some countries. It
is an opportunity for countries to approach many capital sources, especially foreign
capital. The objective of this paper is to identify factors affecting the development of
Vietnamese derivative financial markets. The paper uses exploratory factor analysis
and ordinary least squares to test the model. A survey sample includes 152 managers
and experts of Vietnamese derivative securities companies in 2019. The results show
that the International integration factor has the same direction, while the Legal envi-
ronment factor has an adverse impact on the development of the Vietnamese deriva-
tive securities market. Therefore, Vietnamese regulatory bodies should amend some
laws to create stability in the legal corridor, and state management agencies in the
country need the orientation and the international integration strategy to attract finan-
cial resources for the development of Vietnam’s economy.

Keywords capital market, derivatives, economic resources, financial
instrument, financial market, investment
JEL Classification D53, G23, 016

INTRODUCTION

Raising capital is an important problem for countries in the process
of economic development. Developing countries need capital resourc-
es to serve financial development, infrastructure, education, training,
health, etc. This is one of the core elements of financial development
and growth. Cyuzuzo (2018) argued that the mobilization of capital
from financial markets has contributed to the growth of the national
economy. Therefore, countries need to develop their securities mar-
kets to attract capital from investors. Gupta and Mokshmar (2018b)
believed that there was a relationship between capital mobilization
and derivative markets. Developing a derivative market will attract
economic resources from investors. This is an opportunity to increase
the capital source for the nation’s economic development.

Regarding regional and international integration trends in Vietnam,
this has opened up many opportunities in seeking financial resources
and developing economy through attracting capital from domestic and
foreign organizations, as well as investors. Vietnam has formed a de-
rivative financial market since the beginning of 2017 with the goal of
attracting capital for economic development. Vietnam has many sup-
porting activities to develop the derivative securities market such as
improving the legal environment, adjusting flexible mechanisms and
policies, as well as supporting financial resources for derivative securi-
ties companies (Tran & Nguyen, 2018). In 2018, the derivative trading
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account increased by 3.4 times compared to the end of 2017, but this mainly applies to domestic indi-
vidual investors, while foreign investors account for only about 1%. This stems from the fact that numer-
ous legal regulations, state policies and mechanisms, and the economic environment for servicing the
derivative securities market are not perfect (State Securities Commission of Vietnam, 2019). This is a
derivative market in the early stages of development, so there are many problems that need to be resolved.
One of the issues being concerned is the need to properly recognize the factors affecting the development
of the derivative market. The development of derivative securities market depends on many micro and
macro factors, as well as subjective and objective ones. This helps Vietnamese regulatory bodies and state
management agencies of Vietnam to have appropriate policies and strategic directions to attract financial

resources.

1. LITERATURE REVIEW

1.1. Related concepts

A derivative is derived from another establish-
ment and financial activity. It is a transaction
contract whose price originates from an underly-
ing asset. A derivative is a form of an asset that is
guaranteed or not guaranteed and is derived from
the price or price index of underlying securities
(Vashishtha & Kumar, 2010). Derivative securi-
ties are perceived differently. Financial Stability
Board (2016) argued that derivative securities
were a financial instrument based on the value
of underlying entities such as assets and interest
rates. Hull (1989) considered derivative securities
as a form of securities whose value depends on
the value of underlying securities. Whaley (2007)
considered that derivative securities were agree-
ments through economic contracts made in the
future. Derivative securities were financial in-
struments whose value depended on the price of
an underlying asset. Derivative securities stipu-
lated the rights and obligations of contract par-
ties for the payment and transfer of underlying
assets at a given time in the future.

Market is also meant in different ways, but in
general, this is where buyers and sellers interact
(directly or through intermediaries) in relation
to goods, services, or contracts by money or ex-
change. Therefore, the derivative securities market
is understood as a place for exchanging and trad-
ing contracts between parties on the basis of fi-
nancial institutions. The derivative securities mar-
ket is the financial market traded and exchanged
through contracts on financial institutions. This
market can be categorized into an Exchange trad-
ed and an Over the counter (OTC), and the legal-
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ity will also differ in each segment of the market
(Chance & Brooks, 2016).

1.2. Theoretical perspective

Economic development is a process of growth
through many activities of the economy, includ-
ing economic growth. According to Keynes (1936),
economic development is an increase in the quan-
tity and quality of economic resources. Thus,
economic development is a process of economic
growth through an increase in capital resources.
Based on Keynes’s growth theory (1936), Harrod
and Domar (1946) proposed the theory of the re-
lationship between economic growth and demand
for capital, especially the role of investment cap-
ital for the economic development of countries.
Harrod and Domar (1946) concerned with the
impact of capital. The capital value needed for
economic development, according to Harrod and
Domar, is savings. Later, Solow (1956) introduced
a new theory of economic growth on the basis of
Harrod and Domar’s model. According to this
theory, capital resources are the basic elements of
economic growth.

The legal theory of finance was proposed by Pistor
(2013). According to the theory, the financial mar-
ket is legally built for development. Therefore, the
connection between the state, the market, the pub-
lic and the private sector should ensure harmony.
Financial markets are built in accordance with the
financial law, and it is emphasized that finance
does not matter outside the law. To ensure the de-
velopment, it is necessary to coordinate them syn-
chronously and uniformly. This theory aimed to
explain the variables in the model related to the
economic, legal, and state policies to create the de-
velopment of the economy.

http://dx.doi.org/10.21511/imfi.17(4).2020.03
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1.3. Derivative securities market
framework

The content of this framework is considered based
on the international regulation. International
Organization of Securities Commissions (I0SCO)
is an international organization that issues reg-
ulations related to derivative securities. One of
the first documents related to derivatives was an
IOSCO Principle for monitoring derivative trad-
ing systems (IOSCO, 1990). This document con-
sists of ten principles and was added with four
more principles in 2000 (IOSCO, 2000). However,
the legal framework for derivatives, which was is-
sued by IOSCO in June 1996, is a standardized in-
ternational legal framework. Accordingly, there is
widespread agreement that market integrity and
efficiency, financial security and integrity, as well
as customer protection (fair treatment of custom-
ers) are critical to success of the derivative secu-
rities market (IOSCO, 1996). Moreover, IOSCO
also regulates some issues related to an OTC mar-
ket. Content includes standardizing and consider-
ing liquidity, improving transparency, minimiz-
ing systemic risks and protecting against market
abuse in the OTC derivative market, taking meas-
ures to strengthen oversight of the OTC market
(IOSCO, 2011).

Derivative securities and derivative securities
market activities, rights and obligations of organ-
izations and individuals in the field of derivative
securities, derivative securities market organiza-
tions, and state management of derivative secu-
rities and derivative securities market must com-
ply with the regulations. Derivative securities are
a financial instrument in the form of a contract,
including options contracts, futures contracts,
and forward contracts, which confirm the rights
and obligations of parties to the payment of mon-
ey for a specified future period or date (National
Assembly of Vietnam, 2019). Participants in the
derivative securities market include many partic-
ipating institutions. Regulatory agencies include
the Ministry of Finance and the State Securities
Commission of Vietnam to oversee the derivative
securities market in an extensive and effective
manner. This ensures a sustainable development
of the derivative securities market. The Securities
Exchange is the market operator responsible for
administrating and managing all trading-related

http://dx.doi.org/10.21511/imfi.17(4).2020.03

activities. The derivative securities clearing or-
ganization aims to ensure the smooth process of
clearing and settlement of derivative securities,
ensuring safety and fairness for the participating
parties. The settlement bank performs the settle-
ment and transfer of derivative products trading
accounts. Licensed financial institutions clear de-
rivative products. A market maker plays a role in
providing liquidity for new derivative products
and helps increase liquidity. Investors, includ-
ing retail investors or institutional investors, are
components that invest in the derivative securities
market (State Securities Commission of Vietnam,
2018).

1.4. Previous studies

The review studies related to the factors that af-
fected the development of the derivative securi-
ties market. This attracted the attention of some
previous authors. Njoroge et al. (2013) analyz-
ed the development of the financial derivatives
market in Kenya. The data included 138 subjects
of Kenya, capital market agencies and financial
market intermediaries in 2013. The authors used
quantitative methods and applied the SPSS soft-
ware. The study found that the use of financial
derivative instruments by companies in Kenya
was primarily influenced by the legal and regu-
latory framework, market environment, opera-
tional efficiency and the role of financial market
intermediaries. Gupta and Mokshmar (2018a)
considered the factors affecting the develop-
ment of the capital and derivative market in
Indore. The authors used a quantitative method
to test a sample of 300 investors who had deriv-
ative transactions in 2017. The results indicate
that social, economic and human factors have
the same direction to the development of the
capital and derivative market in Indore. Vo et
al. (2019a) checked the derivatives market and
economic growth nexus, and Vo et al. (2019b)
considered the importance of the financial de-
rivatives markets for economic development in
the world’s four major economies. The papers
focused on testing the relationship between the
derivative market and economic growth tak-
ing place on an international scale. The model
considers a dependent variable on the basis of
GDP (gross domestic product) and some inde-
pendent variables such as the consumer price

27



Investment Management and Financial Innovations, Volume 17, Issue 4, 2020

index (CPI), the real interest rate, inflation rate,
and the ratio of total exports and imports to GDP.
Bhattrai (2020) studied the factors influencing in-
vestment decisions in Nepal’s derivatives markets.
The author used a predictive sampling method to
select the sampling unit. Moreover, the study fo-
cused on structured questionnaires to assist in ex-
amining the relationship between variables. The
results show that factors influencing decisive in-
vestment in derivative investors are international
politics, international economics, national regu-
latory environment, and knowledge of derivative
instruments. In Vietnam, there are no quantita-
tive studies to consider factors affecting the deriv-
ative securities market. Tran and Nguyen (2018),
in their study on the securities market, focus on
testing the factors affecting the development of
the Vietnamese securities market. The authors
used a quantitative method with a survey sample
of 71 brokers in 2018. The results show that the
international integration factors have the same
direction, while the regulatory environment
had a negative impact on the development of the
Vietnamese securities market. In general, most
foreign studies recognize some key factors such
as legal, economic, political, international inte-
gration, etc., but there has not yet been research
in Vietnam on the derivative securities market.

2. METHODOLOGY

2.1. Research method

To test a model, a qualitative method with ordi-
nary least squares (OLS) is used. This method is
widely employed in research. A 7-point Likert
scale was used: 1 — Strongly disagree, 2 — Disagree,

3 — More or less disagree, 4 — Undecided, 5 - More
or less agree, 6 — Agree, and 7 - Strongly agree.

2.2. Data collection

To create high reliability for the paper, 152 man-
agers and experts working for the Vietnamese de-
rivative securities companies in 2019 were inves-
tigated. The questionnaire included 31 observed
elements of issues related to the variables in the
research model.

2.3. Research model

Based on a synthesis of previous studies and a com-
bination of interviews of experts from Vietnamese
derivative securities companies, the following re-
search model is proposed:

DS =pB,+p,-ECO+f,-REG +
+B,-POL+ B, -STA+ B, - INT +¢.

3. RESEARCH RESULTS

3.1. KMO and Bartlett’s test

Kaiser (1974) suggested that the value of KMO is
greater than 0.50, and the more statistically sig-
nificant it is, the higher its level. Furthermore,
the significance of Bartlett’s test is less than 0.05,
which provides statistical conditions.

According to Table 2, KMO test is 0.876, which
ensures statistical significance. Besides, Bartlett’s
test has significance less than 0.05, so this means
all variables mutually.

Table 1. Variable names and previous studies in the model

Source: Authors summary.

Variable names Symbol

Previous studies

Dependent variable

Development of the Vietnamese derivative

o DS
securities market

Independent variables

_Economic environment _ECO Njoroge et al. (2013); Gupta & Mokshmar (2018a); Tran & Nguyen (2018)
LEG Njoroge et al. (2013); Gupta & Mokshmar (2018a); Tran & Nguyen (2018);
""" i Bhattrai (2020)
""" POL Gupta & Mokshmar (2018a); Tran & Nguyen (2018)
""" STA Njoroge et al. (2013); Gupta & Mokshmar (2018a)
International integration INT i Njoroge et al. (2013); Tran & Nguyen (2018); Bhattrai (2020)
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Table 2. KMO and Bartlett’s test

Source: Analysis data from SPSS 22.0.

.876

Kaiser-Meyer-Olkin measure of sampling adequacy

Approx. Chi-square 682.076

Bartlett’s test of sphericity

Df 465

3.2. Rotated component matrix

Hair et al. (2009) considered that a loading factor
was an indicator ensuring the practical signifi-
cance of EFA. The loading factor of EFA with the
minimum level must be greater than 0.3, and if it is
greater than 0.5, it is more statistically significant.

Table 3. Rotated component matrix

Source: Analysis data from SPSS 22.0.

Component
1 ¢ 2 ¢ 3 { 4 ¢ 5
ECO1 : : i 569 i :

ECOZ TSSOSO SO S 721 L ST S
ECO3 TSSO SO SR 812 L ST S
ECO4 TSSO SO SO 843 L ST S
ECOS TSSO SO SR 856 L ST S
ECO6 SOOI SOSORNTOON STRRTION SOavciestw L AT SO
LEGl TSSOSO SO A 783 L OSSO SO SO
LE62 TSSOSO SO S 657 L ST SO SO
LE63 TSSOSO SO S 702 L ST SO SO
T P e 809 L OSSO SO SO
POL1 e e
POLZ TSSOSO STOTRRTOON ST SO W 641 A
POL3 TSSO SORRNTION ST SO W 702 T
POL4 TSSOSO STOTRRTOON ST SO W 734 A
729

Variables

e

The loading factors in Table 3 are higher than 0.5,
so they are considered practical. As to the Rotated
component matrix above, there are five columns
corresponding to five variables from 31 observed
elements.

http://dx.doi.org/10.21511/imfi.17(4).2020.03

3.3. Model summary

Horn and Johnson (1994) considered the adjusted
R-square to be the basis of a stronger correlation
between the independent and dependent variables.

Table 4. Model summary

Source: Analysis data from SPSS 22.0.

- ¢ Std. error
Adjusted of the

R {R-square R-sauare |
q estimate

.27636

Model

1 .610 .516 408

Table 4 shows that the adjusted R-square corre-
sponding to the model is 0.408. This means that
the independent variable explains 40.8% of the
variation of the dependent variable (DS). In gen-
eral, the degree of explanation of these variables
is relative.

3.4. Model suitability evaluation

The F-test in variance analysis was a hypothesis
for the suitability of the overall linear regression
model. This test aimed to consider a linear rela-
tionship between the dependent variable and all
independent variables (Horn & Johnson, 1994).

Hypothesis H;: i = 0: The variables included in
the model do not affect DS.

Hypothesis H: Bi # 0: The variables included in
the model affect DS.

Table 5. ANOVA

Source: Analysis data from SPSS 22.0.

- Mean
: square :
£342.059 : 4.769 : .000

Sum of
squares
1122294 i 5
""""" 146
i 151

Model Sig.

i Regression

1643.444

Table 5 shows the significance is 0.000, less than
0.05. This shows that the hypothesis H, is rejected.
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Table 6. Coefficients

Source: Analysis data from SPSS 22.0.

Model Unstandardized coefficients Standardized coefficients .

B Std. Error Beta ! Sig.

i (Constant) 1.228 ; .885 2.909 .000
o s T SO S 7
S 3L A86 . 198 L2471 000
POl i 02 L. N N 05 el 255
STA b 092 013 L1159 874
CINT .149 . 175 178 1.926 .000

So, the model fits the data and ensures the infor-
mation reliability.

3.5. Regression

Based on ensuring the relevance of the model, re-
gression analysis with five independent variables
was performed (Table 6).

According to Table 6, there were two variables, in-
cluding the Legal environment and International
integration, which had an impact on the develop-
ment of the Vietnamese derivative securities mar-
ket, in which International integration impacted
the same way, while the Legal environment had
the opposite effect. Therefore, the regression mod-
el was defined as follows:

DS§S=-0.198-LEG +0.178-INT.

4. DISCUSSION AND POLICY
RECOMMENDATIONS

The results of this study are quite similar to those of
some overseas studies such as Njoroge et al. (2013),
Tran and Nguyen (2018), and Bhattrai (2020). This
means that the Vietnamese derivative securities
market is at the early stage of its development, so
the legal corridor is important and crucial. When
the current regulatory framework is not consistent
and synchronized, there are certain obstacles to
development. Due to the new derivative securities
market in Vietnam, caution is always concerned
with strict binding regulations. This negatively af-
fects the development of the derivative securities
market. Moreover, for a developing country like
Vietnam, the international integration is essen-
tial. This is an important channel to attract capital
from foreign investors.

30

For Legal environment (LEG), the legal frame-
work negatively affects the development of the
Vietnamese derivative securities market (DS).
Strict regulations have become a barrier to the
growth of this financial market. Some inconsist-
ent and incomplete regulations affect the develop-
ment of derivative securities, such as limiting the
scope of operations, limiting types of derivative
products, etc. This result is similar to the results of
some previous studies such as Njoroge et al. (2013),
Gupta and Mokshmar (2018a), Tran and Nguyen
(2018), and Bhattrai (2020).

For International integration (INT), this shows a
relationship between this variable and the devel-
opment of the Vietnamese derivative securities
market (DS). This suggests that as the level of the
international integration increases, it will develop
the derivatives market. An increase in interna-
tional integration will help foreign investors bet-
ter understand the Vietnamese derivative market,
and this is an opportunity to attract investment to
develop derivative securities. This is in line with
Njoroge et al. (2013), Tran and Nguyen (2018), and
Bhattrai (2020).

To facilitate the application of the existing legal
environment in Vietnam, Vietnamese regulato-
ry bodies, in particular the National Assembly
and the State Securities Commission of Vietnam,
should adjust legal policies to create a stable legal
framework. It is also necessary to consider com-
pliance with international principles to create
standards in regulations. This is an essential con-
dition to ensure fairness and protect legitimate
rights and interests of domestic and foreign inves-
tors. In addition, Vietnamese derivative securities
companies must comply with the regulations, so
the transactions are consistent and synchronized.
This helps to raise capital to make financial mar-

http://dx.doi.org/10.21511/imfi.17(4).2020.03
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ket, in particular the Vietnamese derivative secu-
rities market, stable and developed.

With regard to international integration,
Vietnamese state management agencies must
have appropriate long-term international inte-
gration strategies. Recently, Vietnam has actively
participated in organizations such as the ASEAN
Economic Community (AEC), the Comprehensive
and Progressive Agreement for Trans-Pacific
Partnership (CPTPP) and the European-Vietnam

Free Trade Agreement (EVFTA). This has shown
positive points in the process of linking with
countries and creating a bridge for development.
However, it is important to participate in region-
al and international organizations, but more than
to attract foreign investment, large financial re-
sources from countries through financial markets,
namely Vietnamese derivative securities market.
This is an opportunity to develop strong econom-
ic resources and thereby contribute to national
growth.

CONCLUSION

A derivative securities market formed a few years ago has created a capital market for Vietnam. This
helps to increase financial resources to create momentum for economic growth of the country, and this
is important for developing countries such as Vietnam. The article uses exploratory factor analysis and
Ordinary least squares to test the model with data including 152 managers and experts of Vietnamese
derivative securities companies in 2019. The research results show that both International integration
and Legal environment affected the development of the Vietnamese derivative securities market, in
which International integration has the same direction, while the Legal environment the opposite. On
that basis, Vietnamese regulatory bodies should pay attention to legal regulations and comply with
international principles to create standards in regulations. At the same time, state management agen-
cies in Vietnam also need appropriate long-term and strategic international integration directions with
AEC, CPTPP and EVFTA to attract financial resources from foreign investors. This contributes to the
strong development and economic growth of Vietnam in the future.
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