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Abstract

This paper investigates the impact of financial development on corporate performance. Particularly, financial
development is approximated by the parallel development of the banking system and stock market, which is expected
to demonstrate the multidimensional nature in financial development. Specially, we consider the influence of
financial development on corporate performance by exploring the theoretical and empirical works, a novel way of
approaching the problem. We analyse the data of logistics sector and financial development in Vietnam, an economy
whose logistics sector is relatively limited and financial development is quite fledging, but has enormous potential.
Therefore, this study is expected to identify a number of unprecedented findings. The Generalized Method of
Moment (GMM) is chosen for the analysis to ensure the reliable results. We successfully find that the banking
system plays an essential role in enhancing corporate performance while the stock market does not perform this role.
Admittedly, this is an interesting finding which brings the novelty of this study.
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1. Introduction

Financial development can be defined as improvements in the financial sector, mainly focused on development in the
banking system and the stock market (Greenwood & Jovanovic, 1990; Bencivenga & Smith, 1991; Pradhan et al.,
2014; Bui, 2020a; Nguyen et al., 2020). In other words, financial development enables the efficient resource
allocation in the economy (Cherif & Dreger, 2016; Bui, 2020b) as well as a better performance (Nguyen & Bui,
2020), which greatly contributes in promoting corporate performance. The logistics sector is a young industry with
enormous potential for development in Vietnam. This is because Vietnam is a developing country with lots of
considerable achievements in international economic integration, which in turn brings Vietnam a big number of
potential domestic and foreign customers. To meet requirements of stronger development and competition, young
logistics firms in small size are facing bigger challenges in accessing capital. Hence, financial development is
essential to logistics enterprises, especially in enhancing corporate performance. Indeed, financial development
allows the companies to facilitate raising their efficiency as well as profits (King & Levine, 1993; Levine, 2005; Bui,
2020b). The improvements in financial development helps firms easily access to bank loans as well as capital by
capital issue. The causal relationship between financial development and capital structure has been investigated by
Guiso et al. (2004), Dehejia et al. (2007), Fafchamps and Schindeln (2013), Lee (2015), O’Toole and Newman
(2017). However, these empirical studies have limitations when financial development is only examined by
developments in the banking system, not by the parallel development of the banking system and stock market.
Actually, these firms can raise capital from both banks and stock market. In the context of international economic
integration, medium-term and long-term capital is vital to companies (Bui, 2019; 2020c). Thus, investigating
financial development through the parallel development of the banking sector and stock market is really necessary,
which also allows to overcome the limitations in the existing studies. By this study, we consider the impact of
financial development on corporate performance theoretically and empirically, a new approach as compared to the
previous ones. Furthermore, the data are obtained in Vietnam, a developing economy with the limited financial
development and nascent logistics sector. We thus expect to reveal first empirical evidence in Vietnam.

2. Literature Review
Financial development can be understood as development in the overall size of financial sector and its individual
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participants’ efficiency (Zaman et al., 2012; Bui, 2020d). To be specific, financial development is development of the
banking system and stock market, an essential base to determine how to measure financial development (Greenwood
& Jovanovic, 1990; Bencivenga & Smith, 1991; Pradhan et al., 2014; Bui, 2020a; Nguyen et al., 2020). In fact,
financial development is frequently approximated by domestic credit to private sector (Fisman & Love, 2003; Shen,
2013; Choi & Park, 2017; Lim, 2018; Bui, 2020a, 2020b) and stock market capitalization (Fisman & Love, 2003;
Shen, 2013; Choi & Park, 2017), which are two major indicators of size of the banking system and stock market
relative to the economy, which means financial development of each economy (Greenwood & Jovanovic, 1990;
Bencivenga & Smith, 1991; Pradhan et al., 2014; Bui, 2020d).

In countries with a limited financial development, the banking system plays a major role in supplying credit to the
economy while the stock market has a smaller size relative to the economy (Nguyen & Bui, 2019). Therefore, a
majority of existing studies usually employ domestic credit to private sector (% of GDP) as a proxy of financial
development (Ashraf, 2017). This measure can suit the contexts in some certain countries but still has its own
limitation when only considering financial development through the banking system’s development. When
international economic integration has accelerated among lots of countries, the stock market is also important for
companies to raise their capital access. Hence, financial development should be measured by the parallel
development of the banking sector and stock market in order to demonstrate the multidimensional nature of financial
development correctly.

Financial development plays a crucial role in allowing firms to maintain their performance (King & Levine, 1993),
raising their capital access (Rajan & Zingales, 1998; Levine et al., 2000; Love, 2003; Beck et al., 2006), and more
notably, improving their profitability (King & Levine, 1993; Levine, 2005). Consequently, there have been a large
number of empirical scholars analysing the significant impact of financial development on corporate performance,
namely Guiso et al. (2004), Fafchamps and Schindeln (2013), Lee (2015). Together with considering the direct
impact of financial development on corporate performance, Dehejia et al. (2007) emphasized that financial expansion
enables to foster growth in manufacturing industry. In another analysis, Chauvet and Jacolin (2017) confirmed that
the growth process in private sector frequently has its difficulties in credit access. Besides, Fowowe (2017) declared
that advantages in the credit access process will promote growth rate of African companies. More than that, O’Toole
and Newman (2017) confirmed the major role of financial development in accelerating the corporate growth rate.

Generally, a large body of previous research suggests that financial development positively affects corporate
performance. Nevertheless, there still exist limitations when financial development is only examined through
development in the banking system, not the stock market. This is a big gap in the existing studies.

3. Research Methodology

Methodologically, we estimate the model by employing the Pooled Regression Model, Fixed Effects Model and
Random Effects Model, which are the fundamental analyses appropriate for panel data (Doan, 2020a, 2020b). Their
results, however, can be unreliable if the tests are violated. Hence, we adopt the Generalized Method of Moment
(GMM) for the estimation to ensure the most reliable results. Thanks to this analysis, the results will overcome the
violated hypotheses pham (Doytch & Uctum, 2011) as well as control potential endogeneity (Doan & Bui, 2020).

In this paper, we obtain the database from financial statements of 28 logistics firms and statistical indicators released
by World Bank in the 2015-2019 periods. Specifically, we use the financial reports to collect firm-specific data while
the World Bank’s database is adopted for data on financial development and economic growth.

We choose the ratio of net income to total assets as a proxy of corporate performance (). Financial development is
approximated by two independent variables which are domestic credit to private sector (X1) and stock market
capitalization (X2). In addition, the control variables as indicators of firm characteristics (financial leverage (X3) and
firm size (X4)) and the macroeconomy (economic growth (X5)) are included, following what have been suggested
by Lee (2015), Vithessonthi and Tongurai (2015). It can be admitted that little attention has been given to analyse
both indicators of firm characteristics and macroeconomic factors. The study is thus expected to reveal more reliable
results than the previous ones.

Consequently, the suggested model is estimated as follows:
Y= f(X1, X2, X3, X4, X5) 1)

Where: Dependent variable includes corporate performance (Y), measured by the ratio of net income to total assets.
Independent variables consist of domestic credit to private sector (% of GDP) (X1) and stock market capitalization
(% of GDP) (X2). Control variables are financial leverage (X3 = total debt / total assets), firm size (X4 = logarithm
of total assets), and economic growth (X5 = GDP growth).
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4. Data Analysis and Discussion

The estimation results by adopting the Pooled Regression Model, Fixed Effects Model, and Random Effects Model
are presented in Table 1 as follows:

Table 1. Regression models

Y Pooled Regression Model  Fixed Effects Model Random Effects Model
Constant -40.930 -60.484" -48.555
X1 0.465 0.454" 0.461"
X2 -0.066 -0.067 -0.065
X3 -0.0617" -0.063 -0.063"
X4 0.452 1.262" 0.769"
X5 -1.738 -1.816 -1.767
R-squared 31.94% 45.67% 45.37%
F(5, 134) = 12.58 F(5, 107) = 17.99 Wald chi2(5) = 92.85

Significance level

e

Prob>F = 0.000"" Prob>F = 0.000™ Prob>chi2 = 0.000""
F(27, 107) = 4.00

Prob>F = 0.000""

chi2(5) = 1.26

Prob>chi2 = 0.940

Note: *, “and ~ indicate significance at the 10%, 5% and 1% level, respectively.

F test

Hausman test

Table 1 show that the Random Effects Model is more appropriate. In specific, the F test (F(27, 107) = 4.00) is
significant at the 1% level and the Hausman test (chi2(5) = 1.26) has no significance. Accordingly, the Random
Effects Model is chosen for the next steps.

Table 2. Testing research model

Multicollinearity test

_ Heteroscedasticity test Autocorrelation test

Variable VIF

X1 3.63

X2 1.02

X3 1.02 chibar2(01) = 37.97 F(1, 27) = 1.057
X4 1.02 Prob>chibar2 = 0.000™" Prob>F = 0.313

X5 3.63

Mean VIF = 2.06

Note: " indicates significance at the 1% level.

Table 2 indicates that there is no serious issue of multicollinearity with a relatively small VIF. Also, autocorrelation
does not really exist. Heteroscedasticity, however, is significant at the 1% level. Thus, the GMM is adopted for the
estimation to guarantee the most reliable results.
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Table 3. GMM estimation results

Y Coef. P>|z|
Constant -47.088"" 0.001
X1 0.424" 0.000
X2 -0.087" 0.037
X3 -0.092"" 0.002
X4 0.778" 0.093
X5 -1.033 0.164
Significance level Wald chi2(4) = 96.15

Prob>chi2 = 0.000™"
Arellano-Bond test z=-129

Pr>z =0.195
Sargan test chi2(3) =5.24

Prob>chi2 = 0.155
Note: , ~and " indicate significance at the 10%, 5% and 1% level, respectively.

As can be seen from Table 3, the estimation results employing the GMM have significance at the 1% level.
Meanwhile, the results of Sargan and Arellano-Bond tests are appropriate. Thus, the results are valid for the analysis.
Alternatively, financial development significantly runs corporate performance. To be specific, corporate performance
(Y) is positively (B = 0.424) affected by domestic credit to private sector (X1) at the 1% level of significance. Also,
stock market capitalization (X2) is negatively (B = -0.087) correlated to corporate performance at the 5% level of
significance. This is consistent with what is happening among Vietnamese logistics companies. Indeed, the banking
system plays a key role in supplying credit to these companies. A strongly developed banking system facilitates these
firms to access credit in order that they can expand their investment and promote their profit. This result is in line
with what have been suggested by Guiso et al. (2004), Fafchamps and Schindeln (2013), Lee (2015), O’Toole and
Newman (2017). Interestingly, the causality between financial development and corporate performance is totally
different from the perspective of the stock market. In specific, stock market capitalization (X2) exerts a negative
effect on corporate performance (), but at a low level. This indicates that development in the stock market does not
certainly lead to positive impact on the profitability in logistics firms. It is straightforward because firms with high
market capitalization tend to make less trading. On the other hand, both size and number of logistics firms listed on
the stock market are still limited. Therefore, Vietnam’s stock market cannot perform their function well in by
supplying medium-term and long-term capital to promote corporate performance in the logistics sector.

Beside the considerable effect of financial development on corporate performance, the results also reveal that
corporate performance is affected negatively by financial leverage (X3) and positively by firm size (X4). It can be
concluded that firm-specific factors are really essential to corporate performance. Specifically, small firms with less
debt will be more advantageous to enhance corporate performance. It is straightforward because fledging firms have
shorter time in using debt, which cannot improve the profitability.

5. Conclusion

By confirming the significant impact of financial development on corporate performance in Vietnamese logistics
companies, we obtain the objective of this study. Furthermore, we succeed in finding the major role of the banking
sector in promoting corporate performance. Meanwhile, the stock market cannot perform this function. These are
admittedly unprecedented findings of this study. They are essential for policymakers in developing detailed solutions
to foster financial development in the combination with corporate performance in the logistics sector. Despite
achieving the objectives, the paper has its own limitations when only approximating corporate performance by the
ratio of net income to total assets. Other proxies like the ratio of net income to equity, net income to revenue are
suggested to be employed in future studies.
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