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Abstract

This study aims to examine whether the capital structure and several factors have 
significant influences on firm value in Vietnam. To achieve this objective, 435 non-
financial listed companies have been selected from 2012 to 2019 on Vietnamese stock 
exchanges. Four groups of firms continue to be chosen from the total to investigate the 
differences in the outcomes among industries. The results altogether using the GMM 
method show that the impact of capital structure and other control variables on firm 
value is significant, yet different across industries: capital structure has a significant 
positive impact on firm value in the food and beverage industry, but has a significant 
negative effect on the value of the firm in wholesale trade and construction, as well as 
real estate industry, while has an insignificant influence on enterprise value consider-
ing all industries. Apart from the firm size, the impact of other control factors on firm 
value also indicates mixed results.
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INTRODUCTION

Despite the negative effects of COVID-19, Vietnam is recognized by the 
Asian Development Bank  (ASB) as one of the fastest-growing coun-
tries in Southeast Asia and is expected to rebound starting from 2021 
(Do, 2020). Besides, four industries have a substantial influence on the 
Vietnamese economy: wholesale trade industry and other market ser-
vices are important factors that led to the economic growth of Vietnam 
during the first half of 2020 (GSO of Vietnam, 2020). The European-
Vietnam Free Trade Agreement (EVFTA) taking effect in August 2020 
is an excellent opportunity for Vietnamese economic recovery, such 
as the tariffs’ liberalization of the food and beverage (F&B) industry’s 
products to export to the EU markets (Nguyen, 2020). Another industry 
forecasted to have a strong growth in the next 10 years is construction, 
owing to the increase in income level and demand and the positive im-
pact of investment laws on FDI inflows (Ngoc, 2020). Although the real 
estate industry is pointed out to have the same optimistic outlook due to 
the increase in demand and new FDI trends and segments, the sustain-
able growth of the industry is questionable due to the transparency and 
efficiency in regulation (Nguyen, 2020).

Financing is one of the most crucial decisions to maximize shareholder’s 
wealth (Arnold, 2013). Simultaneously, the choices of debt and equity are 
still an ongoing debate until nowadays with various types of research on 
financing decisions such as determinants of capital structure, estimates 
the adjustment speed toward optimal capital structure, etc. Nevertheless, 
the published research on the relationship between capital structure and 
firm value in Vietnam is stated to be limited (Vo & Ellis, 2017): the scope 
of the investigation is one industry only such as the research of Cuong and 
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Canh (2012), or listed firms in one stock exchange in the study of Vo and Ellis (2017) and Dang et al. (2019). 
To the best of our knowledge, no formal empirical studies have examined the factors that influence firm 
value, including capital structure, and investigated the differences in the outcomes among groups of firms in 
Vietnam. The present study intends to investigate the impact of capital structure on firm value of listed firms 
on the Vietnamese Stock Exchange using the GMM method from 2012 to 2019.

1. LITERATURE REVIEW

The propositions of first-ever meticulous theoretical 
research set in a frictionless world by Modigliani 
and Miller (1958) in which there are either taxes 
or transaction costs, no financial distress, agency 
costs, and all information are available to investors. 
They propose that firm value is unrelated to its cap-
ital structure, and when the gearing ratio increases, 
the expected return of equity will also rise at the 
same proportion. The authors continued to develop 
their propositions assuming in the world with taxes, 
the value of the firm is affected by its choices of debt 
and equity: which firm can take advantages of tax 
reduction to lower the cost of capital, thus increase 
the value of the firm (Modigliani & Miller, 1963). 

The effect of tax on debt is expanded in both costs 
and benefits: Miller (1977) argued that taxes could 
also bring disadvantages to debt structure as low 
personal taxes on equity will increase the costs of 
risky debt. A non-debt tax shield is another factor 
that reduces marginal tax advantages (DeAngelo & 
Masulis, 1980). Graham (2000) pointed out a spe-
cific number of tax benefits to firm value, which is 
9.7%, and the benefits could be double by debt issu-
ance until marginal tax advantages start to decrease.

The inability to make repayment on interests and 
principal of the debts – financial distress costs by 
Gordon (1970) and managers may not monitor as 
they do not in the benefits of debt holders – agen-
cy costs by Jensen and Meckling (1976) were taken 
into account and led to the development of trade-
off theory. It is stated that those costs can outweigh 
the low costs of debts, including tax benefits, in 
turn, increase the cost of capital and decrease firm 
value. While the static trade-off models by Kraus 
and Litzenberger (1973), Scott (1977), Myers (1977), 
Bradley et al. (1984) focused on one period only, the 
dynamic trade-off models by Fischer et al. (1989) 
emphasized multiple periods, including the costs 
in transactions and adjustments toward target debt 
ratio.

Another popular approach on the choices of capi-
tal structure is pecking-order theory (Myers, 1977; 
Myers, 1984; Myers & Majluf, 1984), in which 
asymmetric information results in the preference of 
internal financing and if there is a requirement for 
external financing, debt issuance is prioritized be-
fore share flotation. Signaling theory by Ross (1977) 
considers debt increase a good signal for on-go-
ing business, and the value of the firm will go up. 
The market timing theory by Baker and Wurgler 
(2002) claimed that the fluctuation of equity mar-
kets heavily influences financing decision: firms 
will issue new shares when they are overvalued and 
repurchase them when share prices are low; hence, 
there is no optimal debt ratio. However, later evi-
dence suggested that this is only a short-run effect, 
and firms can reach a target capital structure in the 
medium and long term (Arnold, 2013).

Empirical research on the relationship between 
capital structure and firm value provides various 
results, including significant, insignificant, and 
other mixed outcomes from the previous investi-
gations. As for the empirical findings on non-Vi-
etnamese firms, a significant positive influence of 
capital structure on firm value can be found in the 
study of Cheng and Tzeng (2011) and their later 
work in 2014 on Taiwanese companies using, Gill 
and Obradovich (2012) on firms of two sectors in 
the US, Rizqia and Sumiati (2013) on manufactur-
ing businesses, and Hasbi (2015) on microeconomic 
businesses in Indonesia. 

Besides, there is an insignificant influence in Al-
Sleha’s (2020) work on Jordanian mining and ex-
traction listed companies. The study of Aggarwal 
and Padhan (2017) on the Indian hotel industry in-
dicates both direction impact using different firm 
value measurement types. Cheng et al.’s (2010) re-
search on Chinese firms also comes to the same 
conclusion, but the relationship is proved to be 
non-linear in inverted U-shape. Moreover, Singh 
and Bansal’s (2016) work on the FMCG industry in 
India concludes a significant positive impact on one 
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firm value indicator but an insignificant impact on 
the other.

As for the empirical findings on Vietnamese firms, 
a significant negative influence of firm leverage on 
firm value is pointed out in the research on listed 
firms by Vo and Ellis (2017). Furthermore, the re-
sults of Cuong and Canh (2012) on Vietnamese sea-
food processing are the same as Cheng et al. (2010), 
using the same panel threshold regression model. 
Additionally, another research on listed firms by 
Dang et al. (2019) indicates a significant positive re-
lationship between capital structure on enterprise 
value but an insignificant connection between cap-
ital structure and Tobin’s Q.

Although it can be seen that there is a variety of 
work on the topic, some certain gaps are remain-
ing that need to be filled, particularly the empirical 
evidence in Vietnam: GMM method is rarely used 
in the previous study and only in the research of 
Cheng and Tzeng (2011) and has not yet been ap-
plied in any previous work regarding the relation-
ship between capital structure and firm value in 
Vietnam. Apart from the panel threshold method 
by Cheng et al. (2010) and Cuong and Canh (2012), 
most research mentioned applies OLS panel regres-
sions. Moreover, except for the research of Gill and 
Obradovich (2012), which investigates two indus-
tries, previous studies mentioned examine solely 
one industry, such as the study of Cuong and Canh 
(2012) on Vietnamese seafood firms, or listed firms 
from one stock exchange like the study of Vo and 
Ellis (2017) and Dang et al. (2019) on Ho Chi Minh 
stock exchange in Vietnam. Thus, the article inves-
tigates the impact of capital structure on firm val-
ue not only from all industries as a whole but also 
from several industries, to investigate the differenc-
es in various outcomes under an advanced estima-
tion technique.

2. HYPOTHESES AND 

METHODOLOGY

The article addresses the effect of capital struc-
ture on non-financial listed companies’ firm val-
ue from 2012 to 2019 by applying both micro and 
macroeconomic variables. The independent vari-
able (firm value) is measured by enterprise value, 
which is equal to market capitalization plus book 

value of debt minus cash and cash equivalents. 
The indicator appears in the empirical research of 
Singh and Bansal (2016), Aggarwal and Padhan 
(2017), and Dang et al. (2019) and considered a fine 
measurement owing to the combination of both 
equity and debt, as well as market value and book 
value. Other dependent variables and alternative 
hypotheses include:

Capital structure (firm leverage): equals total lia-
bilities divided by total assets. It is mentioned in 
the empirical study of Gill and Obradovich (2012) 
and Vo and Ellis (2017). The alternative hypothe-
sis only indicates the significance because of the 
mixed results in the relationship in theoretical 
and empirical research: 

H1.1: Capital structure has a significant impact on 
firm value.

Firm size: equals the natural logarithm of total as-
sets. It is a common factor mentioned in most pre-
vious studies, except for the research of Cheng and 
Tzeng (2011, 2014) and Singh and Bansal (2016). 
The larger the firm, the more diversification and 
ability to withstand unfavorable changes that af-
fect business operations, but previous findings 
demonstrate mixed results:

H1.2: Firm size has a significant impact on firm 
value.

Firm profitability: equals a return on total assets 
(ROA). It is mentioned in several past research in 
which the most recent ones are Singh and Bansal 
(2016), Aggarwal and Padhan (2017), Dang et al. 
(2019). However, EBIT will be employed in the nu-
merator instead of earnings after taxes because it 
indicates a better quality of earnings generation by 
excluding the effects of interest expenses and in-
come taxes. High earnings increase the ability to 
meet financial obligations in the future, but each 
of the previous empirical studies shows different 
results on their findings:

 H1.3: Firm profitability has a significant impact on 
firm value.

Firm growth: equals to proportional changes in 
the total assets. It appears in both theoretical and 
empirical studies: while the growth opportuni-
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ties will lead to conflicts of interest as ineffective 
projects are chosen by managers according to the 
agency theory by Jensen and Meckling (1976), later 
empirical findings of Cheng et al. (2010), Aggarwal 
and Padhan (2017) and Dang et al. (2019) demon-
strate various results:

H1.4: Firm growth has a significant impact on firm 
value.

Firm tangibility: equals the proportion of fixed 
assets in total assets. Although a large amount of 
fixed assets can reduce the problem of information 
asymmetry, the results by Singh and Bansal (2016), 
Aggarwal and Padhan (2017), and Al-Sleha (2020) 
are different from each other:

H1.5: Firm tangibility has a significant impact on 
firm value.

Firm liquidity: equals current assets divided by 
current liabilities. A high current ratio means 
a better chance for a firm to meet its short-term 
financial obligations, yet the results by Aggarwal 
and Padhan (2017) yield both positive and nega-
tive substantial influence on firm value:

H1.6: Firm liquidity has a significant impact on 
firm value.

Inflation rates: equal to the proportional changes 
in the CPI. A high inflation rate will lower the cash 
flows and increase the cost of capital, thus lower-
ing the firm’s value. Cheng and Tzeng (2011, 2014) 
show an opposite relationship but inconclusive in 
Aggarwal and Padhan (2017): 

H1.7: Inflation rates have a significant impact on 
firm value.

One of the common issues of OLS methods is en-
dogeneity and, in turn, leads to errors and biases 
in estimation models. Thus, the GMM method will 
be employed to solve this problem (Verbeek, 2017).

The regression model is presented as follows:

, 1 , 1 2 , 3 ,

4 , 5 , 6 ,

7 , 8 , ,
,

i t i t i t i t

i t i t i t

i t i t i t

EV EV LEV SIZE

ROA GROW TANG

CR INFL

β β β

β β β

β β ε

−= + + +

+ + + +

+ + +

 (1)

where EV  – Enterprise value, 
, 1i t

EV −  – Enterprise 
value of previous year, ROA  – Firm profitability, 
GROW  – Firm growth, TANG  – Firm tangibil-
ity, CR  – Firm liquidity, INFL  – Inflation rate.

After comparing and contrasting between the 
database of Bureau van Dijk’s Osiris and classifi-
cation of Finpro database, secondary data of 435 
non-financial listed Vietnamese firms on HNX 
and HOSE have been chosen for this research, 
along with inflation rates from General Statistics 
Office (GSO) of Vietnam from 2012 to 2019. Four 
industries continued to be extracted from the total 
listed firms, including 30 wholesale trade compa-
nies, 32 F&B companies, 56 construction compa-
nies, and 38 real estate companies. The number of 
firm-year observations in balanced panel data is 
27,840.

3. EMPIRICAL RESULTS

The distribution of all variables in Table 1 is 
non-normality as the Jarque-Bera tests’ probabil-
ities are significant at 1% level. Enterprise values 
are absolute numbers without modification, and 
it has much higher standard deviations than other 

Table 1. Descriptive statistics

Source: EViews results using statistics from Bureau Van Djik’s Osiris and GSO of Vietnam.

Variables EV LEV SIZE ROA GROW TANG CR INFL

Mean 1888.289 0.499712 6.382803 0.065949 0.102992 0.373828 2.316371 0.041188

Max 291754.9 1.760588 11.48553 5.191044 21.19322 0.977396 67.14000 0.091000

Min –1141.201 0.002674 2.607094 –1.464455 –0.842050 0.000000 0.140000 0.006300

Std. Dev. 11109.77 0.221255 1.511985 0.124273 0.623514 0.228111 3.227422 0.024415

Skewness 14.63751 –0.091950 0.122721 19.41675 22.82339 0.564813 8.587812 0.779105

Kurtosis 264.6809 2.643299 2.969114 841.2100 685.9119 2.448942 119.5924 2.849073

Jarque-Bera Prob. 0.000000 0.000008 0.011835 0.000000 0.000000 0.000000 0.000000 0.000000

Observation 3,480 3,480 3,480 3,480 3,480 3,480 3,480 3,480
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variables. It is noticed that database also consists 
of negative figures as the minimum values of some 
variables are lower than 0, including enterprise 
value, firm profitability, and firm growth.

The coefficients in Table 2 show that financial lev-
erage and firm liquidity have the highest correla-
tions (–0.4874), while firm tangibility and inflation 
rates have the lowest (0.0025). All independent 
variables have coefficient correlations lower than 
0.8 and higher than –0.8; thus, multi-collinearity 
is not a serious issue in the estimation.

As can be seen from Table 3, firm size has a sig-
nificant positive impact on firm value across in-
dustries; thus, the alternative hypothesis H1.2 can 
be accepted. However, capital structure and oth-
er factors have both insignificant and significant 
impact on firm value. This means that the alter-
native hypotheses H1.1, H1.3, H1.4, H1.5, H1.6, 
and H1.7 can be accepted and rejected under dif-
ferent circumstances. These findings are consist-
ent with previous empirical studies of Cheng and 

Tzeng (2011, 2014), Gill and Obradovich (2012), 
Rizqia and Sumiati (2013), Hasbi (2015), Al-Sleha 
(2020), and particularly with Singh and Bansal 
(2016), Aggarwal and Padhan (2017) and Dang 
et al. (2019) using enterprise value as firm value 
measurement.

On the one hand, capital structure has a signifi-
cant positive effect on firm value in the food and 
beverage industry, which follows the proposition 
of Modgliani and Miller (1963) and signaling the-
ory by Ross (1977). On the other hand, there is 
a significant negative relationship between cap-
ital structure and firm value in wholesale trade, 
construction, and real estate industry. These re-
sults follow the pecking-order theory by Myers 
(1977), Myers (1984), and Myers and Maljuf (1984). 
Besides, it is worth noting that trade-off theo-
ry can also explain both significant positive and 
negative effect of firm leverage on enterprise val-
ue: the average debt ratio of the F&B industry is 
approximately 47.73% compared to 54.86% in the 
wholesale trade industry, 65.54% in the construc-

Table 2. Correlation matrix of independent variables

Source: EViews results using statistics from Bureau Van Djik’s Osiris and GSO of Vietnam.

LEV SIZE ROA GROW TANG CR INFL

LEV 1.0000

SIZE 0.3060 1.0000

ROA –0.1895 0.0173 1.0000

GROW 0.0144 0.0719 0.0209 1.0000

TANG –0.1564 0.1767 –0.0242 –0.0251 1.0000

CR –0.4874 –0.1849 0.0056 0.0543 –0.1026 1.0000

INFL 0.0384 –0.0680 0.0220 –0.0495 0.0025 –0.0496 1.0000

Table 3. Empirical results using GMM

Source: EViews’ results using statistics from Bureau Van Djik’s Osiris and GSO of Vietnam.

Variables

Coefficients
All industries 
(excluding the 

financial sector)

Wholesale trade 
industry

Food and beverage 
industry

Construction 
industry

Real estate 
industry

EV(–1) 0.400960*** 0.275495*** 0.491143*** 0.507995*** 0.605541***

LEV –397.4093 –154.6918** 16251.87*** –843.9995*** –1202.335***

SIZE 609.4070*** 369.6975*** 1886.209*** 583.5000*** 575.7077***

ROA 205.3406*** 365.9832** 37769.31*** 70.45963 –578.1850

GROW –7.236595 20.40364*** –677.6794*** 351.4388*** 130.4173

TANG 231.2954** 140.4882 7762.122*** 1274.037*** –299.6847**

CR –4.713218 –51.69390*** 33.22979 –6.365106*** –133.1746***

INFL 210.6694 –1248.387*** –36389.25*** 215.9315 914.3344

J-stats. prob. 0.032113 0.508077 0.113427 0.136279 0.177843

Note: *** p-value < 1%; ** 1% < p-value < 5%; * 5% < p-value < 10%.
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tion industry and 53.28% in real estate indus-
try based on the data gathered for this research. 
These results imply that listed F&B firms might 
not have reached their optimal capital structure, 
while the others went beyond their target ones. 
Although firm leverage has no significant impact 
on firm value considering all industries together, 
the propositions of Modgliani and Miller (1958) 
do not seem to justify this relationship as the as-
sumptions of the irrelevancy theory are not suit-
able for real-world situations.

The significant positive influence of firm size on 
enterprise value advocates both financial distress 
costs (Gordon, 1970) and agency costs (Jensen & 
Meckling, 1976) as the benefits of large firms can 
reduce these expenses and in turn lower the cost 
of capital, increase the value of the firm.

The significant positive impact of firm profita-
bility on enterprise value also advocates the fi-
nancial distress theory but only in the wholesale 
and F&B industry; however, the connection is 
insignificant in the construction and real estate 
industry. This could be due to a large amount of 
interest expense from high financial leverage de-
creasing the quality of earnings generation; thus,, 
the returns on assets using EBIT do not have 
substantial impact firm value in the construction 
and real estate industry.

Firm growth has a significant positive effect on 
firm value in the wholesale trade industry, while 
the factor has a significant negative influence on 
firm value in the F&B industry. This means that 
the agency theory does not always hold, and a de-
crease in agency costs due to the effective expan-
sion or shrinkage could reduce the cost of capital, 
in turn, increase the value of the firm.

The significant positive link between firm tangi-
bility and firm value also supports the agency the-
ory in the F&B and construction industry and all 
industries together, because information asymme-
try in borrowing can be reduced by having a large 
amount of fixed assets. However, firm tangibility 
has a significant negative influence on firm value 
in the real estate industry. Since a high proportion 
of fixed assets can raise the fixed costs, an increase 
in operating leverage can increase the business 
risks and lower the enterprise value.

The statistical results on the relationship between 
firm liquidity and firm value are inconsistent 
with the financial distress theory: the relation-
ship is insignificant considering all industries 
and F&B industry, but significant negative in 
wholesale trade, construction, and real estate in-
dustry. Even though a high current ratio implies 
a better guarantee for short-term financial ob-
ligations, it could be ineffective if the ratio con-
tains excessive cash, which should be used for 
investments or too many illiquid assets such as 
inventories.

The inflation rate has an insignificant impact on 
enterprise value considering all industries and 
the construction and real estate industry but 
has a significant negative impact on wholesale 
trade and the F&B industry. In addition to the 
reduction in cash flows and the rise in the cost of 
capital as negative effects of inflation, it is worth 
reminding that CPI changes are based on the 
changes in prices the essential goods and servic-
es. Because of this reason, inflation might have a 
more significant impact on firm value in whole-
sale trade, as well as food and beverage than oth-
er selected industries, including construction 
and real estate.

When all industries are combined, it might be 
more difficult to identify a significant relation-
ship between independent and dependent var-
iables, owing to the fact the several business 
characteristics of each industry are not identi-
cal to one another. Additionally, the economic 
conditions among regions and nations can al-
so be different from each other: while the US 
and China are considered the leaders of world-
wide economic growth for a long time, several 
other Asian economies mentioned are still on 
the rise in recent years such as Vietnam, India, 
Indonesia, Jordan, etc. Moreover, enterprise val-
ue consists of not just book value but also mar-
ket value. Changes in stock prices do not always 
comply with a particular set of rules because the 
financial market has not reached its highest lev-
el of efficiency and the behavior of investors is 
not rational all the time. Therefore, the impact 
of capital structure and other control factors on 
firm value can still be found insignificant and 
inconsistent with theories and practices across 
industries and countries.
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CONCLUSION

The study examines the effect of capital structure and other factors on the firm value of 435 listed com-
panies and listed firms of four selected industries on two Vietnamese stock exchanges from 2012 to 2019. 
The results from data analysis show that the relationship between firm leverage and firm value is signif-
icant, and the same conclusions can be drawn from other factors. It is emphasized that the impacts can 
be both positive and negative among industries, except for firm size that is significantly positive in all 
cases. Most of the effects are consistent with past theoretical and empirical research, but some of them 
are inconsistent and different among groups of firms. 

The study shows the impact of capital structure and other factors on firm value considering all indus-
tries and several prominent ones using the GMM method. Besides, the research demonstrates the dis-
tinctions in the results among industries and explain these results under the light of both past theoret-
ical research and business characteristics of various industries, which is often failed to notice by both 
empirical findings on both Vietnamese and non-Vietnamese firms. 
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