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Abstract

The authors aim to examine the impact of capital structure on the performance of manufacturing
and processing companies listed on the stock exchange in Vietnam during the period of 2015 -
2020. Through the FGLS model, the study found that the ratio of short-term debt to total assets
(STDA) and the ratio of long-term debt to total assets (LTDA) have a negative impact on the
performance expressed through ROA. In contrast, in terms of Tobin's Q, STDA has no
significant relationship with firm performance but it is negatively impacted by LTDA. The two
control variables GROWTH and SIZE both have a positive impact on ROA and Tobin's Q.
Based on findings, some recommendations for manufacturing and processing companies to
enhance their profitability in the future.
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l. Introduction

Manufacturing and processing is a promising industry with great investment prospects in the
Vietnamese market since it leads to socio-economic growth. The sector has always made a
significant contribution to the country's economic progress, establishing itself as a core industrial
group and the country's major export industry. According to the report of the General Statistics
Office (2021), the manufacturing and processing industry in Vietnam has a high value-added
growth rate (an average increase of 10.44 percent in the period 2011-2020), export turnover
reached a good level (the growth rate of export turnover in the period 2011-2020 reached
16.2%/year); along with attracting a large number of foreign investment projects. However,
despite being recognized as the driving force of economic growth, the civil service industry's
current level is still modest when compared to other industrialized countries and countries in the
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region, who are Malaysia, Singapore, Thailand and Indonesia (General Statistics Office of
Vietnam, 2021). Therefore, it is necessary to find a solution to improve the profitability of
Vietnamese manufacturing enterprises, in other words, to determine the impact of capital
structure on the performance of enterprises.

Determining capital structure is a crucial decision for any business because the ideal capital
structure is the basis for creating a balance between risk and return, from that, the company can
design strategies to optimize stock prices while minimizing the cost of capital. Therefore, it is
very necessary to question the effect of capital structure on the performance of enterprises in
Vietnam at the present time.

Because of understanding the need for research on the topic, especially study based on the
manufacturing industry, the research team has chosen the topic "The Impact of Capital Structure
on Firm Performance: Case of Listed Firms in Processing and Manufacturing Industry in
Vietnam”.

1. Basic Theory and Literature Review
2.1 Basic Theory
e Miller and Modigliani Theory

Miller & Modigliani (1958) assume that in a perfect market, capital structure and firm value are
independent of each other and that firms have no way of changing value by adjusting for capital
structure. When considering corporate income tax as a determinant of capital structure, Miller &
Modigliani (1963) argue that the use of debt can increase the value of the firm due to the benefit
of the tax shield from debt. In addition, businesses should use debt as much as possible to
maximize business value when debt capital completely replaces equity capital. Therefore, the
researchers make the assumption that firm value and firm performance are affected by capital
structure. M&M theory (1958) also suggests that firm size has a positive relationship with debt,
because large firms often have low bankruptcy risk and low bankruptcy costs. In addition, large
firms have less information asymmetry than smaller firms, have less volatile cash flows, have
easier access to credit markets, and use more debt to benefit more from tax shield. Besides,
larger sized companies tend to possess stronger risk resistance and better negotiation ability
which can increase the company's performance.

e Static Trade-Off Theory

The static trade-off theory considers an optimal capital structure for firms, which is determined
by the trade-off between the marginal benefit of taxes (tax shield) and the expenses associated
with debt (financial distress costs and agency costs). As the firm increases its debt-to-equity
ratio, the benefit of the tax shield increases. A high degree of leverage also promotes firm
performance by reducing conflicts of interest between shareholders and managers regarding free
cash flow (Jensen, 1986) and optimal investment strategies (Jensen, 1986).

e Perking Order Theory

When the financial manager decides to finance with outside capital through the issuance of
shares, investors see this as a signal that the business is overvalued. As a result, investors tend to
sell their shares and as a result, the stock price will fall. To avoid stock price decline, enterprises
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will finance new investment needs in the following order: using internal capital first (internal
funds, retained earnings), then debt (debt securities) and finally equity. According to this theory,
the firm will not have an optimal capital structure. However, the use of internal capital will
reduce the enterprise's dependence on the outside, increase financial autonomy and reduce
internal information leakage.

Based on pecking order theory, firms that generate high returns tend to use internal capital to
finance investment needs, and therefore, the more profitable the firm, the lower its debt-to-equity
ratio. the lower the ownership (Fama & French, 2002). Therefore, the relationship between debt
utilization and performance is said to be inverse.

2.2 Literature Review

To analyze the impact of capital structure on firm performance, many authors use common
variables to clarify this relationship. First, Abor (2005) studies the relationship between capital
structure and performance across 22 companies on the GSE stock exchange in the period from
1998 to 2002. The author uses common variables to clarify the relationship between capital
structure and operating performance including return on equity (ROE) which represents the
profitability performance of the business, while equity is expressed through short-term debt to
total assets ratio (STD), long-term debt to total assets ratio (LTD) and total debt to total assets
ratio (TD). The results show that there is a positive relationship between capital structure and the
profitability of enterprises.

Salim and Yadav (2012) conducted a study on the relationship between capital structure and firm
performance on 237 companies listed on the stock exchange in Bursa Malaysia in 6 industries:
construction, plantation, manufacturing. consumer products, industrial products, property, trade
and services, 1995-2011. In this study, the author uses 4 profitability measures: ROE, ROA,
Tobin's Q and EPS, the independent variable is identified as capital structure including long-term
debt (LTD), short-term debt (STD) ) and total debt (TD). The results show that profitability, as
measured by ROE, is negatively affected by TD, LTD and STD. In addition, LTD and STD have
a significant negative effect on ROA in the plantation sector, but only TD has a negative effect
on the consumer products industry. In general, the above studies suggest that capital structure has
a negative impact on performance.

Leonard and Mwasa (2014) investigate the impact of capital structure on the corporate
performance of Kenyan firms on the NSE stock exchange from 2002 to 2011. In this study, the
author uses the three profitability measures, which are ROE, ROA and Tobin's Q, while capital
structure is represented by debt-to-equity ratio (DE), debt-to-total assets ratio, and long-term
debt-to-equity ratio. The results show no relationship between capital structure and firm
performance.

When studying the impact of capital structure on performance in the Vietnamese market, Tran
Thi Bich Ngoc et al (2017) in Thua Thien - Hue province investigated a study with 130 joint-
stock companies in the province in the past year. period 2010 - 2014. The authors use measures
for corporate performance as ROE, ROA and EPS. The total debt/total assets ratio represents the
capital structure. Control variables as firm size (SIZE) (calculated in natural logarithm of total
assets), revenue growth opportunity (GROWTH)(calculated by revenue growth over the previous
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year) and asset structure (AST)(calculated by the ratio of fixed assets to total assets) are also
included in the model. The results show that capital structure represented by the ratio of total
debt to total assets has a negative impact on performance, firm size has a positive effect on ROA
and EPS while GROWTH and AST have the same effect. inversely to the performance
represented by ROE and ROA.

It can be seen that previous studies have given mixed results on the impact of capital structure on
firm performance (positive effect, negative effect, unclear or no effect or have a connection).
This can be explained by the difference in the study environment, the object and the time of the
study, which will lead to contrasting impacts. Thus, the existence of inconsistence in the results
of previous studies also requires further research to re-validate the influence of capital structure
on firm performance in each specific context.

In foreign economies, this topic has been under the scope of the investigation for many years.
However, the number of studies conducted in Vietnam has yet reached such a level of
profoundness. Tobin's Q variable is one of the effective measures for firm value and has been
used in studies by foreign authors (Abor, 2007; Khan, 2012; Salim & Yadav, 2012; Zeitun &
Tian, 2007; Leonard & Mwasa, 2014). Meanwhile, there is no research in Vietnam using this
variable or if there is, it is ineffective, because the Vietnam stock market before 2014 was only
an efficient market in weak form (Vu Thi Minh Luan, 2009; Khoa Cuong Phan & Jian Zhou,
2014). Therefore, within the extent of this study conducted with the data in the period after 2014,
the variable Tobin's Q will be appropriate and effective in the context that the Vietnamese stock
market has witnessed a drastic reform along with a series of tightened management policies,
effective restructuring and relatively stable macroeconomic environment.

The research team will also conduct separate research with the processing and manufacturing
industry in Vietnam to better understand the characteristics of the impact of capital structure on
the performance of firms in this industry particularly.

3. Research Methodology
3.1 Hypothesis Development

Return on assets (ROA) is considered as the most effective measure to test the profitability of the
company, according to Abdel Shahid (2003). The authors also study the effect on market value
to fill the research gap of previous studies in Vietnam when mentioning about the manufacturing
and processing industry. After referring to related studies, based on the original theory is the
modern capital structure theory of Modigliani & Miller (1958, 1963), Jensen & Meckling's
capital structure trade-off theory (1976). According to the pecking order theory of Myers &
Majluf (1984), the team decided to come up with a research model as follows:

» Company performance (represented by ROA and Tobin's Q) depends on the group of
capital structure variables (represented by two variables, SDTA and LDTA).

» Company performance (represented by ROA and Tobin's Q) is also affected by two
control variables: Enterprise size (SIZE) and Growth opportunity (GROWTH) - growth
rate revenue.
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It can be said that debt ratios including short-term debt and long-term debt have a significant
impact on the company's performance due to the credit policy of the bank. Because the higher
the short-term debt ratio, the more it affects the refinancing ability of the business, so many
researchers believe that the short-term debt affects profitability. For long-term debt to total assets
ratio, heavy use of long-term debt can be costly, so a high long-term debt ratio will lead to low
return on assets (Zeitun & Tian, 2007; Abor, 2007; Khan, 2012). From there, we hypothesize

H1: The ratio of short-term debt to total assets has a negative effect on ROA.
H2: The ratio of long-term debt to total assets has a negative effect on ROA.

When studying the impact of capital structure on Tobin's Q, Khan (2012) said that the high cost
of short-term debt might affect the income of the business, which means that the ratio of short-
term debt to total assets has a negative impact on Tobin's Q. In addition, the use of long-term
debt reduces the market to book value ratio of the business, from which long-term debt has a
negative impact on Tobin's Q (Abor, 2007; Khan, 2012). Therefore, we have the hypothesis:

H3: The ratio of short-term debt to total assets has a negative effect on Tobin's Q.
H4: The ratio of long-term debt to total assets has a negative effect Tobin's Q.

Besides that, the authors also include a number of control variables to control the impact of
independent variables including growth rate (GROWTH) and company size (SIZE). Firms with
high growth rates are more profitable as firms can generate more profits from their investment
portfolios (Zeitun and Tian, 2007). Besides, the size of the company (SIZE) has a positive effect
on the profitability of the company because bankruptcy costs will be reduced due to the size of
the business. Therefore, we have the hypothesis:

H5: Growth rate has a positive effect on ROA.

H6: Growth rate has a positive effect on Tobin's Q.
H7: Firm size has a positive effect on ROA.

H8: Firm size has a positive effect on Tobin's Q.

3.2 Data Collection

Research data is based on enterprises in the manufacturing and processing industry listed on the
Vietnam Stock Exchange. The data in the article are secondary data extracted from the audited
consolidated financial statements of 85 listed processing and manufacturing enterprises in
Vietnam over a 6-year period from 2015-2020, which are made public on Vietstock company. In
addition, data such as amount of outstanding share and trading price of shares on the last trading
day of the year are compiled from fireant.vn web. The above data has been verified by auditing
companies and the State Securities Commission, consistent across all different websites and
information providers. The data collected from the above 85 enterprises ensures that there are no
data gaps in any year and also contain no outliers. Thus, the authors obtained a balanced panel
data consisting of 510 observations.
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3.3 Research Model

The obtained panel data are balanced. The authors use multiple regression analysis for panel data
to determine the direction and extent of the impact of capital structure on the performance of
processing and manufacturing enterprises over time.

Unlike most of the previous researches, to avoid the case that the model is missing variables that
affect the accuracy of the results, the research team performed a regression analysis of a model
including the ratio of short-term debt and long-term debt on; the ratio of total debt to total assets
will not be included in the model to eliminate the phenomenon of autocorrelation and
multicollinearity between variables. The main models of the study are presented as follows:

Main Model:
ROA;; = ay + @, SDTA;; +a,LDTA;; + a3SIZE,, + a,GROWTH,, + ¢;,

Tobin's Q,, = B, + B,SDTA;; +B,LDTA;; + B,SIZE;; + B,GROWTH,; + p,
0 1 2 3 4 Lt

There,

ROA;;: income on total assets of the company i at year t;

Tobin's Q; ;: coefficient Q at Tobin of the company i at year t;

SDTA;;: the ratio of short-term debt to total assets of the company i at year t;
LDTA;;: the ratio of long-term debt to total assets of the company i at year t;
SIZE;.: size of firm i at year t;

GROWTH,;: growth opportunity of firm i at year t;

@, @y (o s ay o, B1, B2, Ba, Ba: cOefficients of the regression equations;

&.t, ;.- €rror of the corresponding regression equations

Table 1: Measurement of variables

Variables Symbol Description
ROA Net profit after tax/Total assets
Profitability
Tobin’s Q (Market value + Total capital) / Total assets
STDA Short-term debt/Total assets

Capital Structure
LTDA Long-term debt/Total assets

GROWTH Annual revenue growth

Control Variables

SIZE Ln (Total assets)
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Data are entered into STATA software to conduct regression analysis, based on the panel data
regression method with the approach of all three models including: Pooled OLS model, fixed
effect model (FEM), model random effects (REM). Then, the F-test and Hausman test were
performed to select the most suitable model among the three models above. In case the selected
model does not satisfy the tests of heteroskedasticity and autocorrelation, FGLS regression will
be applied to overcome the defects of the model.

4. Empirical Result
4.1 Data Description and Summary

The research group will present descriptive statistics on data collected from listed securities
companies for the period from 2015 to 2020. Companies that are under-observed in a given year
in the dataset had been removed, the final result is 85 companies with full six-year data from
2015 to 2020. Thus, the dataset has a total of 510 observations. The research team will start with
descriptive statistics for the aforementioned companies.

Table 2: Summary Statistic
Variable [ Obs Mean Std. Dev. Min Max

ROA 510 0.073598 0.069572 -0.113805 0.7837
Tobin’s Q | 510 1.135363 0.541404 0.074763 4.521725
SDTA 510 0.412363 0.163361 0.026441 0.948583

LDTA 510 0.073563 0.094971 0.000019 0.69048
SIZE 510 27.71543 1.313898 24.86808 32.51012
GROWTH | 510 0.116646 0.45293 -0.898613 5.86954

Source: Summary of the research team's results

From Table 2 statistics of variables, we see that the ROA of the companies are on average 7.3%,
with the lowest is -11.38%, the highest is 78.37% and the standard deviation is 6.96%. Short-
term debt (SDTA) has an average of 41.24%, with the lowest being 2.64%, the highest being
94.86% and the standard deviation is 16.34%. Long-term debt (LDTA) has an average of 7.36%,
with the lowest being 0.0019%, the highest being 69.05%, and the standard deviation is 9.5%.
From this descriptive statistics table, we see that manufacturing enterprises in Vietnam use a lot
of short-term debt in their capital structure while using little long-term debt. In addition, Table 2
also shows that Tobin's Q of companies is 1,135 on average, with the lowest being 0.07, the
highest being 4.52 and the standard deviation is 0.54. When Tobin's Q is low on the spectrum of
0 to 1, it means that the cost of replacing a company's assets is greater than the value of its stock.
Firm size (SIZE) has a mean of 27.72, with the lowest being 24.89, the highest being 32.51, and
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the standard deviation is 1.31. The growth rate (GROWTH) has an average of 11.66%, with the

lowest being -89.86%, the highest being 586.95% and the standard deviation is 45.29%.

The research team examines the correlation between each relationship shown. The statistical
results describing the matrix of correlation coefficients between the variables are shown in the

table below:
Table 3: Matrix correlation
ROA Tobin’sQ SDTA LDTA SIZE GROWTH

ROA 1.0000
Tobin’s Q [ 0.4957  1.0000
SDTA -0.2027 0.0387 1.0000
LDTA -0.2695 -0.0397 -0.1724  1.0000
SIZE -0.0301 0.2095 0.1194 0.3298 1.0000
GROWTH |0.0245 0.0971 0.0807 0.1196 0.0814 1.0000

Source: Summary of the research team's results

In Table 3, it can be seen that there exists a correlation between the variables, specifically some
prominent pairs of variables such as:

Tobin's Q and LDTA, SDTA and LDTA.

e Positive correlation between three pairs of variables: Tobin's Q and SDTA, Tobin's Q and
ROA, SIZE and SDTA.

Table 4: Multicollinearity Test

Variable [ VIF 1/VIF
LDTA 1.20 0.833902
SIZE 1.16 0.858605
SDTA 1.08 0.926614
GROWTH | 1.03 0.974466
Mean VIF | 1.12

Source: Summary of the research team's results

Negative correlation between four pairs of variables: ROA and SDTA, ROA and LDTA,

www.ijebmr.com

Page 103




International Journal of Economics, Business and Management Research
Vol. 6, No.03; 2022
ISSN: 2456-7760

Table 4 shows that the values of the variance inflation factor (VIF) are all less than 10, so the
research variables in the model do not have multicollinearity with each other.

4.2 Regression Analysis Result

After performing the necessary tests, the research team selected FGLS as the most effective and
unbiased regression model.

Analyzing the impact of capital structure on corporate performance by book value

Table 5: The impact of capital structure on firm performance by book value

*** Significance level 1% (p < 0.01)
** 5% significance level (p < 0.05)
* Significance level 10% (p < 0.1)

Dependent variable: ROA

Variables FGLS
SDTA -0.1133***
(-10.81)
LDTA -0.2382***
(-14.87)
SIZE 0.00634***
(5.11)
GROWTH 0.00936**
(2.66)
_cons -0.0412
(-1.21)
Number of observations 510
R-square 0.131

Source: Summary of the group's results

Table 5 shows that all variables of short-term debt to total assets (SDTA), long-term debt to total
assets (LDTA), firm size (SIZE) and growth opportunity (GROWTH) have equally significant
effects on the performance at book value (ROA) of enterprises in the processing and
manufacturing industry in Vietnam with the regression coefficients reaching the significance
level of 1% and 5%.

From there, the regression equation for the impact of capital structure on the performance of
processing and manufacturing enterprises in Vietnam is presented below:

ROA =-0.0412 - 0.1133*SDTA - 0.2382*LDTA + 0.00634*SIZE + 0.00936*GROWTH

The intercept coefficient of -0.0412 explains that the total influence of the unobserved
components in the model will reduce the ROA of the enterprise by 0.0412. The coefficient of the
SDTA variable is -0.1133, which has a negative effect on the dependent variable ROA. Similar
to SDTA, the ratio of long-term debt to total assets negatively affects the performance of the firm
at book value with a regression coefficient of -0.2382. The variable firm size (SIZE) and growth
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opportunity (GROWTH) both have a positive effect on the dependent variable ROA with the
regression coefficients of 0.00634 and 0.00936, respectively.

Analyze the impact of capital structure on business performance according to market value

Table 6: The impact of capital structure on firm performance by market value

*** Significance level 1% (p < 0.01)

** 5% significance level (p < 0.05)

* Significance level 10% (p < 0.1)

Dependent variable: Tobin’s Q

Variables

FGLS
SDTA 0.0025
(0.04)
LDTA -0.5605***
(-4.53)
SIZE 0.0799***
(10.65)
GROWTH 0.0829**
(2.51)
_cons -1.1153***
(-5.64)
Number of observations 510

Source: Summary of the group's results

Equation to estimate the regression from the impact of capital structure on the performance of
processing and manufacturing enterprises in Vietnam:

Tobin’s Q =-1.1153 + 0.0025*SDTA - 0.5605*LDTA + 0.0799*SIZE + 0.0829*GROWTH

With the intercept in the regression equation estimated at -1.1153, this explains that the total
influence of the unobserved components in the model will reduce the Tobin's Q index of the
enterprise by 1.1153 units. The coefficient of the SDTA explanatory variable is 0.0025, but the
effect of the SDTA variable on Tobin's Q is inexplicable because the coefficient estimate of the
short-term debt ratio variable does not reach the statistical significance level. regression is -
0.5605. Unlike SDTA, the ratio of long-term debt to total assets has a negative and obvious
effect on the performance of the firm in terms of market value, with each additional unit of the
long-term debt ratio decreasing the market value field goes 0.5605 units. The variable enterprise
size and growth opportunity have the same effect on the dependent variable Tobin's Q with the
regression coefficients of 0.0799 and 0.0829, respectively.

5. Further Discussion

5.1 Impact of capital structure on firm performance at book value (ROA) Short-term debt to total
assets ratio

After conducting the test, the regression coefficient obtained by the FGLS model method shows
that the short-term debt to total assets (SDTA) ratio is -0.1133, which means that SDTA has a
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negative impact on ROA. The results are consistent with the economic significance because the
ROA variable in the study is measured by the ratio of profit after tax to total assets, so ROA is
negatively affected by interest. The use of loan interest contributes to reducing the numerical
element (profit after tax) but does not bring benefits to the denominator (total assets) of the ROA
indicator. The negative effect of short-term debt on book value (ROA) in the study is also
consistent with the pecking order theory of Myers & Majluf (1984) and is supported by results
from previous studies. by Abor (2007), Ghafoor Khan (2012), Zeitun & Tian (2007), Vatavu
(2015).

Long-term debt to total assets ratio

The results estimated by FGLS model show that, at the 1% significance level, the impact of long-
term debt to total assets (LDTA) on a firm's ROA is inverse. Specifically, an increase of 1 unit in
long-term debt will cause the company's ROA to decrease by 0.2695 units. This can be explained
by the fact that in Vietnam the benefit of the debt tax shield is outweighed by the cost of using
long-term debt. Therefore, when enterprises use long-term debt, they will incur costs of financial
difficulties, liquidity costs, bankruptcy costs, etc., so the negative impact of long-term debt on
ROA, a measure of business performance, is consistent with market realities. This result supports
the previous work of Abor (2007), Zeitun & Tian (2007), Saeed et al (2013), Nguyen & Nguyen
(2020).

Growth rate

Regression results obtained from Pooled OLS show the positive impact of growth rate index
measured by growth rate of revenue (GROWTH) on book value (ROA) of industrial companies.
processing and manufacturing industry. This result is reasonable and makes economic sense
because the high revenue growth rate is a sign of an enterprise on the verge of expanding the
market. This will create opportunities for making high profits. Some previous studies of Abor
(2007), Zeitun & Tian (2007), Nguyen & Nguyen (2020) have also tested and tested the positive
impact of revenue growth on ROA.

Firm size

The results show that the enterprise size index measured by the natural base logarithm of total
assets (SIZE) has a positive impact on the book value (ROA) of companies in the processing -
manufacturing industry. . This shows that economies of scale increase. In the research samples, it
can also be seen that the enterprises selected to extract data for research have significant
diversity and differences in size, large-scale enterprises operate more efficiently than other
enterprises in smaller-scale industry.

5.2 Impact of capital structure on firm performance by market value (Tobin's Q) Short-term debt
to total assets ratio

The study shows that the ratio of short-term debt to total assets has no effect on Tobin's Q. This
indicates that the efficiency of the firm in terms of market value is not affected by the increase or
decrease in value. A common component of short-term debt of manufacturing enterprises in
Vietnam is trade credit, which was found to have a positive impact on Tobin's Q in the research
by Abor (2007). Short-term debt can reduce a company's costs such as transaction costs and
create opportunities for tax shields (George, 2000). But it should also be noted that the
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proportion of short-term debt in the total capital of listed companies in the CNC machining
industry in Vietnam is quite significant (according to the results of the research team). Given that
this debt is not managed and utilized effectively, the pressure and ongoing cost of interest
payments will completely overwhelm the benefits of tax shields and commercial
misappropriation.

Long-term debt to total assets ratio

The research team has found that the ratio of long-term debt to total assets has a negative effect
on market value, and at the same time, the higher the ratio of long-term debt to total assets, will
decrease Tobin's Q, similar to the study of Abor (2007), Zeitun & Tian (2007). The reason that
long-term debt ratio has a negative impact on business performance can be attributed to the
interest rate of long-term debt. Businesses still have to pay interest expenses whether they make
a profit or not, companies will have to pay a large amount of interest if they have a lot of long-
term debt, which will affect their cash inflows. enterprise. The failure of businesses to pay
interest on debt on time can lead to business bankruptcy. In addition, the use of long-term debt
will increase agency costs and affect corporate performance (Liem, 2019). Thereby, if the
enterprise uses a lot of long-term debt, it will negatively affect the market value of the business.

Growth rate

In terms of the growth control variable, the research team believes that the growth rate has a
positive effect on Tobin's Q. This result indicates that the high growth rate leads to an increase in
the market value of the business, which is the reason why This makes perfect economic sense.
Thanks to the gradual increase in net revenue over the years, enterprises in the processing and
manufacturing industry take the opportunity to develop operational efficiency. From there,
companies with high growth rates will generate more profits and expand their value in the
market. Not only that, businesses with good growth will increase the liquidity of stocks in the
market.

Firm size

Through the results given by the research team, firm size has a positive impact on Tobin's Q
market value. This happens because large enterprise size will promote the brand and be widely
known to the market. widely, in addition, it also increases the consumption of the company's
products, thereby improving the company's profits. It can be said that a large firm will increase
the value of the market, or a large firm will be valued in the market. Since then, the increase in
the value of stocks of manufacturing companies is completely appropriate, and at the same time
indicates that the Vietnamese stock market has achieved a certain level of efficiency. This result
is similar to the conclusion of Bui Van Thuy & Nguyen Thi Ngoc Diep (2016) and Juan
Gallegos Mardones & Gonzalo Ruiz Cuneo (2020).

6. Recommendation
6.1 Recommendations for the government

The government and state management agencies need to have appropriate policies and
adjustments to help processing and manufacturing enterprises increase operational efficiency
through reducing debt, increasing size and increasing the ability to grow.
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Firstly, the government needs to adjust tax policies suitable for each specific business object.
Making reasonable adjustments to tax policy is the optimal method to help reduce the debt ratio
in processing and manufacturing enterprises. The same division, specific tax incentives and low-
interest financing for export industries will also be the driving force to stimulate investment by
private companies and foreign companies.

Second, the government should create favorable conditions for businesses to easily raise capital
from shares on the stock market. Currently, Vietnam imposes a 20% tax on the transaction of
company securities, with international companies paying a 0.1 percent sales tax. The lower
securities tax will assist enhance stock liquidity by encouraging people to invest their money in
the stock market. The value of the company will rise as a result, and it will be simpler for the
company to raise financing.

Third, the government might create conditions for businesses to promote the effectiveness of
debt financing activities by bonds. A developed market also means a better level of information
transparency and the ability to monitor the activities of creditors for the company, thereby
making timely adjustments in business activities and public efficiency. service.

Fourth, when businesses need loans to expand their scale, the Government and state
management agencies should create conditions for businesses to easily access capital.

6.2 Recommendations for businesses and administrators

From the research results, it can be seen that the increase in debt use will cause harm to the
efficiency of the enterprise, only increasing the ratio of short-term debt to total assets will not
affect the value of the business. industry in the market. Based on that result, the authors have the
following recommendations for businesses:

Firstly, businesses need to limit mobilizing capital through debt to improve their profitability as
well as their market value. Prioritize financing for investment, production and business activities
with short-term debt sources over long-term debt.

Second, business managers need to improve management capacity, regularly monitor the
situation of the capital structure of the enterprise and take reasonable risk prevention measures.

Third, businesses need to avoid forms of mobilization and use of loans but do not increase total
assets. This form can be mentioned as issuing more bonds, borrowing debt to restructure old
debts due or to buy back corporate shares. This not only destabilizes the liquidity of the
enterprise, increases the debt ratio in the total capital structure, and affects the efficiency of the
enterprise; but is not compensated by the positive impact of an increase in asset size on
performance (according to the team's research results).

Fourth, enterprises need to improve their management, production and business capacity to
expand their market scope and boost revenue growth. Actively increasing exports and accessing
foreign markets is one of the main driving forces for firms in the processing and manufacturing
industries to improve income. Vietnam has been a participant in and implementer of free trade
agreements, assisting in the removal of tariff barriers for Vietnamese goods exported to potential
markets such as Europe, Australia, and Japan, among others. This has resulted in increased
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opportunities for domestic goods to access international markets with more favorable terms,
promoting revenue growth opportunities.

6.3 Recommendations for credit institutions and banks

For many businesses, capital mainly comes from borrowing from credit institutions and banks.
Although the study has shown that debt has a negative impact on ROA; however, for credit
institutions and banks, lending is the main source of revenue for the institution. Therefore, banks
and credit institutions can still lend to businesses based on the following recommendations:

First, businesses can borrow short-term debt at a reasonable level. A reasonable level is an
amount that a business can pay based on its understanding of its operating situation and knowing
how to use that loan most effectively. Besides, enterprises can expand investment and production
activities, increase revenue and business scale by borrowing capital.

In addition, funding agencies, credit institutions and banks need to appraise and understand the
operation of the business to ensure that the capital is used well and there is no risk of bad debt.

Second, banks might have policies and strategies to ensure bond issuance at a reasonable level.
This will help develop the economy in general and contribute to improving business
performance. Research by Jugovic, Debelic & Loncar (2009) points to bond issuance as one of
the possibilities for external financing for business activities. According to their research,
compared with other forms of debt, the capital obtained from the issuance of corporate bonds has
a more positive impact, which can contribute to increasing the efficiency and effectiveness of the
company's operations. company, resulting in better business performance - but only in the long
run.

Third, banks need to take measures to manage bad debts, as well as support businesses with
financial difficulties, especially in difficult economic times such as during the recent COVID-19
period. Vietnam's economy increases the risk of bad debt due to the severe impact of COVID-19,
seriously threatening the financial health of the whole system, the introduction of debt
management measures Timely and effectively bad credit in the Vietnamese banking system is
very important. According to Dr. DAO Thi Thanh Binh & DO Van Anh (2013), carrying a large
number of inefficient loans will lead to financial institutions suffering possibly collapse.
Research shows that the bad debt problem will get worse if it is not resolved quickly. The second
factor that needs attention to prevent bad debt in Vietnamese banks is the interest expense ratio.
The root cause that made it become a decisive factor for bad debt in the context of Vietnam at
that time was the race in interest rates to mobilize capital between banks. The State Bank of
Vietnam needs to strictly control the interest rate ceiling during this difficult period and support
businesses to enjoy lower interest rates.

Fourth, banks should support businesses that want to export in international financial operations.
The export of industrial products is an important driving force for enterprises in the processing
and manufacturing industries to grow their business revenue and improve their operational
efficiency. Banks can support businesses wishing to export with letters of credit, helping them to
expand their business quickly into new geographical areas.
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7. Conclusion and Recommendation for Further Research

In conclusion, through the data of 85 manufacturing and processing enterprises listed on the
Vietnamese stock exchange from the period 2015 - 2020, the research team has investigated the
impact of capital structure on performance. By using the FGLS model, the results show that there
is a negative relationship between STDA, LTDA and ROA. In contrast, Tobin's Q and STDA
have no significant relationship but LTDA has a negative effect on Tobin's Q variable. Besides,
two control variables GROWTH and SIZE have a positive effect on ROA and Tobin's Q. The
study would useful for manufacturing and processing companies in Vietnam to effectively
manage their capital structure and increase profits. In addition, the author also gives
recommendations to the government, state agencies and banks to increase profits for
manufacturing and processing companies in Vietnam.

In terms of the study's limitations, the variables used are limited to avoid the complexity of the
study. Instead of separating short-term debt into interest-bearing and non-interest-bearing debt
such as trade credits, the authors combine them into one, which increases the probability of bias
in the relationship between capital structure and performance. Therefore, the following studies
can break down the composition of short-term debt for a more comprehensive assessment and
use total debt to total assets ratio variable to represent capital structure. Firm performance can be
measured by scales such as return on equity (ROE), return on equity (EPS) or even non-financial
scales including human resource management, operating time of the business, diversification of
business fields, corporate social responsibility, etc. Besides, the group's research paper only
studies the linear relationship. Previous authors have point out the existence of nonlinear
relationships in some other research contexts (Berzkalne, 2015; Doan Vinh Thang, 2016).
Therefore, the following studies can expand on the non-linear impact of capital structure on the
efficiency of Vietnamese manufacturing and processing enterprises.
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