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Cuong Vu Hung (Vietnam), Tuong Phi Vinh (Vietnam), Binh Dang Thai (Vietnam)

THE IMPACT OF FIRM SIZE
ON THE PERFORMANCE

OF VIETNAMESE PRIVATE
ENTERPRISES: A CASE STUDY

Abstract

This article investigates the effect of firm size on the performance of Vietnamese pri-
vate enterprises. Based on the data from the Annual Enterprise Survey from 2009 to
2018, this study uses an ordinary least-squares regression model (OLS) to point out
the effects of firm size (growth rate, total assets, and total labor) on the performance
of Vietnamese private enterprises in both static and dynamic states. According to the
results of the quantitative model, total assets are the biggest factor for determining firm
performance, followed by total labor and growth rate. The results highlight the issue in
Vietnamese private enterprises development in terms of scale, despite the fact that their
number is growing, as the scale of enterprises decreases (the proportion of micro and
small enterprises increases, but the proportion of medium and big enterprises decreas-
es). Besides, the disadvantages of scale also negatively affect the development process
of Vietnamese private enterprises, including accessing capital, increase in production
or productivity, business expansion, and improving competitiveness.

Keywords OLS model, firm performance, profitability, enterprise
development, PCI, private enterprise, Vietnam
JEL Classification D22, 125, 012

INTRODUCTION

Firm size is among determinant factors of firm performance and par-
ticularly shows the profitability of business (Oyelade, 2019; Isik et al.,
2017). In the context of international integration, emergence and vast
influence of large enterprises-multinational corporations (MNCs)
have proved the important role of scale in firm performance and busi-
ness environment (Babalola, 2013). New economic geography theory
and studies show the relationship between the economic growth and
the growth of firm size. On the one hand, the economic growth of a
country or an area will be based largely on the scale-up of existing in-
stitutions (Bhayani, 2010). Otherwise, regarding the economy of scale,
enterprises can produce more efficiently, reduce costs, apply technolo-
gy to production easily, negotiate with suppliers easily, increase com-
petitiveness, and access to capital easily, etc. (Voulgaris & Lemonakis,
2014; Fiegenbaum & Karnani, 1991; Lee, 2009).

Over the past decade, in Vietnamese enterprises of the private sector,
especially micro and small sized, have been developing based on ex-
ploiting the domestic market even though there is dynamic develop-
ment and significant contribution to the growth of the economy. The
small size limits access to capital, the ability to apply innovative tech-
nologies, and the capacity to create good quality jobs, which govern-
ment expects from enterprise development. Besides, the fierce com-
petition with foreign large-scale enterprises with modern technology
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and good managerial ability poses many challenges for Vietnamese private enterprises. Therefore, fig-
uring out the optimal firm size is a current issue for Vietnamese enterprises in general and for private

enterprises in particular.

1. LITERATURE REVIEW

Firm performance is an interesting topic not on-
ly for academic scholars but also for policymak-
ers, in which firm size is one of the main factors
deciding the operation of any enterprises (Oyelade,
2019; Khemiri & Noubbigh, 2019). Majumdar
(1997) showed that different sizes could affect the
firm performance in various ways. For example, for
large enterprises the exploitation of economies of
scale, the variety of business activities, the ability
to exploit a large market, and the degree of easing
administrative procedures essentially influence
firm performance. By exploiting economies of scale,
large enterprises can increase productivity com-
pared to small enterprises (Liu, 2018). Therefore,
based on the economies of scale, large enterprises
often work more efficiently than small enterprises.

In addition, the extent of firm size is often as-
sociated with the market power of the firm
(Shepherd, 1986; Amato & Wilder, 1985; Voulgaris
& Lemonakis, 2014). Large enterprises have more
advantages in negotiating with sellers and sup-
pliers. Big enterprises create market entry barri-
ers for new players (Serrasqueiro & Nunes, 2008;
Ramsay et al., 2005). Hence, they increase market
power in the industry (Lee, 2009). Moreover, large
enterprises often exploit capital markets as well as
public debt markets with lower capital costs (Isik
et al., 2017). Large enterprises also have superi-
or resources and capabilities in product develop-
ment, technology innovation development, and of
course better implementation of business strate-
gy, marketing, and e-commerce (Kipesha, 2013).
Therefore, large enterprises can operate more ef-
ficiently because they have good resources with
more efficient use of inputs (Halkos & Tzeremes,
2007). An outstanding feature of large enterpris-
es is the possession of human capital resources
(Pisserides, 2000; Yang & Chen, 2009). They have
a large workforce as well as highly qualified work-
ers and can recruit skilled workers. At the same
time, a big impact of large-scale enterprises is
the creation of job opportunities for society and
communities.
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Otherwise, large enterprises have many disad-
vantages compared to small enterprises. Large
enterprises often are mature firms, so they are of-
ten not flexible with market and strategy chang-
es (Mankiw, 2018). Meanwhile, with a small-scale
small enterprise have more flexibility in manag-
ing organization machinery, product innovation,
and market approach. In addition, large enterpris-
es will have to spend more on activities to main-
tain and increase market share such as advertis-
ing costs, marketing costs, and expenses to set up
distribution channels, etc. (Majumdar, 1997). In
particular, some industries (such as e-commerce
enterprises) may spend more on advertising and
marketing activities. Large enterprises may face
inefficiencies due to some constraints such as la-
bor costs, larger related costs, e.g. complex man-
agement processes, bureaucratic management,
administration, high levels of investment, invest-
ment diversion, etc. (Jonsson, 2007; Becker-Blease
et al., 2010).

In addition, the relationship between firm size
and firm performance is mentioned in various
theories: organizational theory, theory of indus-
trial location, theory of strategic management
and finance, etc. (Goddard et al., 2005; Dogan,
2013). However, both empirical and theoreti-
cal studies provided different results of the re-
lationship between firm size and firm perfor-
mance as well as optimal firm size for efficien-
cy. Most of the results show a positive relation-
ship between firm size and firm performance.
Fiegenbaum and Karnani (1991) studied the
relationship between firm size and profitability
among 3000 enterprises in the period of 1979-
1987. The results showed a positive relationship
between firm size and profitability. Applying
the causality test in empirical research for 66
firms in Nigeria in the period of 1999-2007,
Anthony Enisan Akinlo (2012) pointed out a
long-run steady-state relationship between firm
size and firm profitability. The results also indi-
cated that increasing firm size can enhance firm
profitability in Nigeria. Similar to the above
study, John and Adebayo (2013) used data from
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manufacturing companies on the stock market
of Nigeria. This study used total assets and total
revenue as variables representing the firm size
and return on assets (ROA) as variables being
profitability. The results of this study expressed
that both total assets and total revenue related
to firm size positively influence the profitabili-
ty of processing and manufacturing enterprises
in Nigeria. The study of Isik et al. (2017) also
showed the positive effect of firm size on firm
performance for processing and manufactur-
ing enterprises in Turkey. Such variables as total
assets, total revenue, and total labor were used.
These factors represent the firm size and ROA
(firm profitability). Analyzing system GMM es-
timators and research results, a positive relation-
ship between the size and performance for pro-
cessing and innovative enterprises during the
period of 2005-2013 was shown. Besides, Hall
and Weiss (1967), Jonsson (2007), Papadogonas
(2007), Serrasqueiro and Nunes (2008), Dogan
(2013), and Liu et al. (2014) also described posi-
tive influence of firm size on firm performance.

On the other hand, the extent of the effect of size
on firm profitability is also an inconsistent prob-
lem in experimental studies. There are still many
studies showing negative effects or no effect of firm
size on the profitability of enterprises. Studying fi-
nancial services sector, Amato and Burson (2007)
showed negative impact of firm size on firm prof-
itability. Shehata et al. (2017) also described neg-
ative effects of size and profitability. Focusing on
34,798 small and medium-sized UK enterprises in
the period of 2005-2013, the study showed nega-
tive effect of firm size (proxy by total assets) on
firm profitability (proxy by ROA). Many other dis-
coveries illustrated no relationship between firm
profitability and firm size (Whittington, 1980;
Gonenc et al., 2007; Becker-Blease et al., 2010;
Niresh & Thirunavukkarasu, 2014; Hatem, 2014;
Abeyrathna & Priyadarshana, 2019).

2. THE AIM OF THE STUDY

The article focuses on assessing the effects of firm
size on the performance of Vietnamese private
enterprises. The results of this study will provide
more evidence on the relationship between firm
size and profitability of private enterprises.

http://dx.doi.org/10.21511/ppm.19(2).2021.20
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3. METHODOLOGY

This research used a combination of data on
business results of enterprises and data on
business environment assessment. Specifically,
secondary data from 2009 to 2018 of 190,499
Vietnamese private enterprises were compiled
from the Annual Enterprises Survey by the
General Statistics Office of Vietnam and the
cleaning data set. Data include information
on after-tax profit, business growth rate, to-
tal assets, total labor, firm age, and provincial
competitiveness index (PCI). After-tax prof-
it is a variable representing firm performance.
Growth rate, total assets, and total labor are
three variables as the proxy measures of firm
size. In addition, firm age and provincial com-
petitiveness index (PCI) are control variables.

Table 1. Descriptive statistics

Variable: Obs | Mean
Size_Gr_: 190,499
499
499
90,499 | 11.77561 : 7.28202

£ 190,499 6033403 :.0396007
190,499 | 6617.262  85098.63 :

‘Std. Dev.:
2086215 - :

Age 2 S
o 4511707 7595631
Profit

8509863 1 1.13e+07

Based on earlier empirical studies on the relation-
ship between size and firm performance (Babalola,
2013; Sritharan. 2015), to determine the effect of
firm size on the performance of Vietnamese pri-
vate enterprise, the model was proposed as follows:

).

where i, j,t is the firm, province, and year re-
spectively; Y denote performance of Vietnamese
private enterprise, is proxy by profit after tax; C
is a constant; Size describe firm size, a proxy by
growth rate (Size_Gr), which is measured by the
growth of firm revenue, total assets (Size_A), total
labor (Size_L); X is the control variables includ-
ing firm age (A), which is measured by the number
of operational years since it was established, and
provincial competitiveness index (PCI).

X

it

Y, =C ~f(Size.

i,j,t?

O

To assess the different influence of firm size
on the performance of Vietnamese private en-
terprise, the model is transferred into the loga-
rithm as follows:
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In (Proﬁti,j’t) =a,+ ayln(Size_Gr)+
+a,ln (Size_ A) +a,ln (Size_ L) +
+a,In(Age)+asPci+u, .

4. RESEARCH RESULTS

@

The result showed that R-Squared approximate
0.4064 corresponds to P-value 0.000 < 0.05,
which indicates that all variables: firm size (growth
rate, total assets, total labor) and control variables
(firm age and provincial competitiveness index)
are statistically significant. The variables of the
model can accurately explain about 40.64% of the
change in profit of Vietnamese private enterprises.

Table 2. Final estimation result

. Linear log-model
Expla.natory Coefficient: Std. Err. : g
variables : t P-value
In(Size Gr) 00000202 . 6.42e-06

Const
Adj. R?

Note: Significant at the 5% level. F = 26094.16, Sig. = 0.000.

Besides, to avoid the problem of multicollinearity,
the VIF (Variance inflation factor) test was used
for independent variables. The results of the VIF
test for the independent variables showed that not
all dependent variables have VIF < 2. Hence, there
is no multicollinearity among the dependent vari-
ables, as shown in Table 3.

Table 3. Test for multicollinearity for the selected
variables

Variable VIF 1/VIF
Size_Gr : 1 i 0.999754
Size_A L1838 0518140
size_L 186 .....0537581
Age 1.08 0925313
PCl 103 .967030
Mean VIF 1.38

The results showed that firm size (in both static
and dynamic states) positively affects firm per-
formance. The growth of firm size (dynamic state)
and total assets (static state) have positive effects
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on profit of private enterprises with different lev-
els of influence. This finding is very meaningful
and consistent with the research on Vietnamese
economic reform. This leads to building up a new
business due to unemployment, vacation, etc.
Profit growth also motivated Vietnamese private
enterprises to increase reinvestment and thus,
achieve better business results.

The research results showed that among the varia-
bles representing the size of private enterprises, to-
tal assets is the crucial factor determining firm per-
formance, followed by total labor and growth rate.
This is explained by the fact that for Vietnamese
enterprises in general (and private enterprises in
particular) production and business activities still
depend on assets and labor. This is also the gener-
al situation of Vietnamese private enterprises, as
they are still capital- and labor-intensive.

Besides, the number of employees and total capital
of Vietnamese private enterprises grow at different
speeds, which leads to a change in business size in
terms of both labor and capital criteria. The increase
in the number of Vietnamese enterprises faster than
the increase in the employee number, which leads
to the downsizing of enterprises in terms of labor.
The average number of employees in the enterprise
has continuously decreased from 49 employees in
2007 to only 29 employees in 2015, corresponding
to the size of a small enterprise (Vietnam Chamber
of Commerce and Industry, 2018). It reflects the fact
that the share of micro and small enterprises in the
economy is increasing and Vietnam continues to
lack medium enterprises. The downsizing of busi-
nesses will force Vietnamese enterprises in general,
and the majority of private enterprises in particu-
lar, to face a series of difficulties such as economy
of scale, difficulty in accessing capital sources, lack
of capital and modern technologies, high informal
costs, etc. The proportion of informal costs is 64%
for micro-enterprises, 56% for small enterprises,
and 49% for medium enterprises, while for large
enterprises it is only 30% (Phuing, 2019). Therefore,
the operations of the Vietnamese private sector,
most of which are micro, small, and medium en-
terprises, will face more difficulty in competing
with foreign enterprises. Vietnam is in the process
of deep integration into the world economy where
major powers are competing fiercely through their
protectionist policies.

http://dx.doi.org/10.21511/ppm.19(2).2021.20



In terms of capital size, the average capital flow
of Vietnamese enterprises has increased 1.7
times, from 32 billion VND in 2007 to 53 billion
VND in 2015, and 59,77 billion VND per enter-
prise in 2016, which equals to the size of medi-
um business. The increase in capital size took
place in all three types of enterprises, most of
which were in the state-owned enterprise sector.
The average capital size of state-owned enter-
prises increased by about 4.25 times, from 616
billion to 2,616 billion (Vietnam Chamber of
Commerce and Industry, 2018). This is the re-
sult of the process of restructuring and equali-
zation of state-owned enterprises when the state
only retains large corporations and proceeds to
equitize and mobilize more capital from the pri-
vate sector. State-owned enterprises continued
to have the highest average capital scale, reach-
ing 2,616 billion VND/enterprise in 2015, which
is 7 times higher than the average capital scale
of FDI enterprises and 95 times higher than the
average capital scale of the domestic private en-
terprises. FDI and domestic private enterpris-
es have similar average growth rates of capital,
more than doubling in the period of 2007-2015.
Specifically, the average capital size of non-state
enterprises increased from 13 billion VND in
2007 to 28 billion VND in 2015, while FDI en-
terprises increased from 172 billion VND to 373
billion VND (Chamber of Commerce Trade and
Industry of Vietnam, 2018). Thus, the increase
in the size of capital has helped domestic private
enterprises gradually shift from small to medi-
um size in terms of capital, while state-owned
enterprises and FDI enterprises have always re-
mained on a big scale. However, although do-
mestic private enterprises have seen an increase
in size based on capital criteria, the growth rate
has not kept pace with state-owned and FDI en-
terprises. This has a significant impact on the
operational efficiency, investment expansion
capacity, capital assessment, technology up-
grading, and competitiveness improvement of
Vietnamese domestic private enterprises.

Among factors of firm size, growth rate has the
smallest positive effect on firm performance.
Therefore, it is necessary to review the issue
of growth efficiency as well as performance
of Vietnamese private enterprises. To evaluate
growth efficiency of private enterprises, this

http://dx.doi.org/10.21511/ppm.19(2).2021.20
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study examines the return on assets (ROA) of
profitable firms. According to a report by the
Chamber of Commerce Trade and Industry of
Vietnam (2018), ROA of large and medium-sized
Vietnamese enterprises is always the highest
and has the same progress, decreasing contin-
uously in the period of 2010-2013 and slightly
recovered in 2014-2016. ROA of micro-enter-
prises, after increasing sharply in 2011-2012 to
7.7%, the highest among enterprises by size, fell
sharply to 3.3% in 2013 and slightly recovered
to 3.5% in 2014, then decreased to 2.9% in 2015
before rising sharply in 2016 to 4.5%. ROA of
small firms is similar to that of micro firms, but
with a narrower margin. In 2011-2014, ROA of
small businesses is the lowest. By 2015, ROA of
microenterprises continued to decrease by 2.9%,
the lowest in the scale of Vietnamese enterpris-
es. In 2018, large enterprises have an ROA of
3.6%; medium enterprises 1.1%; SMEs - 0.3%
and micro firms - 1.1% (Ministry of Planning
and Investment, 2020). This shows that the
problem of the quality and efficiency of busi-
ness growth in Vietnam, in which the majority
of enterprises are he private enterprises. It also
shows high business uncertainty of micro-and
small-sized firms compared to large and medi-
um-sized firms.

In addition to firm size, firm age and provincial
competitiveness index also have positive effects
on private firm performance. This result is un-
derpinned by the characteristics of Vietnamese
private enterprises (namely family-formed).
Therefore, the operation of private enterpris-
es is largely based on the experience of owners.
Among the factors of the model, PCI is the most
influential factor in the performance of private
enterprises. The reality shows that institutional
and administrative procedures should be sim-
ple, compact, and uncorrupted to create favora-
ble conditions for enterprises. Any areas with
such a support system can attract more busi-
nesses. On the other hand, when enterprises
run in areas with favorable conditions and en-
vironments, they will operate more effectively.
Besides, enterprises will be willing to increase
their scale, expand production and business
when receiving support from local authorities,
as well as institutional and policy transparency,
and clearance.

247



Problems and Perspectives in Management, Volume 19, Issue 2, 2021

CONCLUSION

This study examined the relationship between firm size and firm performance of Vietnamese private
enterprises. The results of this research provided evidence that firm size has an important influence
on firm performance of Vietnamese private enterprises with different levels. Among the variables of
firm size, total assets are the biggest factor determining the firm performance of Vietnamese private
enterprises, followed by total labor and growth rate. The results of this study also showed that the de-
velopment of business size of Vietnamese private enterprises has been ineffective despite the increase in
numbers of this sector. To solve this problem, Vietnamese private enterprises need to change from the
basic resources-driven growth model to the knowledge-based growth model in the context of the glo-
balization process and increasing competition pressure among Vietnamese enterprises. Besides, local
governments need to improve local business environment policies and institutions, create conditions to
attract investors, and support more domestic private enterprises to turn the private sector into an im-
portant driving force of the economic development.
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