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Abstract

This study is conducted to examine how macro determinants affect capital structure of non-financial joint stock
companies in Vietnam. The two-step system GMM is used to analyze data which is a combination of two sources:
financial statements of 464 listed joint stock companies on 3 main stock exchanges (HOSE, HNX, and UPCOM),
and World Bank database in the period of 2008-2015. The findings show that firms’ capital structure decisions are
impacted by elements which reflect macroeconomic conditions. In detail, the inflation rate has positive influence
while corporate income tax rate is on the contrary. Besides, the affectation of financial development and institutional
quality on capital structure of these enterprises is found clearly. Not only macro factors, this research explores but
also other determinants which are characteristics company such as size, profitability, and payment capacity. Finally,
it is noticeable that capital structure decisions depend on capital structure of the previous year.
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1. Introduction

Structuring capital is one of the most important decisions of corporate financial officers. Choosing the appropriated
proportion of each funding sources to form the optimal capital structure in order to minimize capital cost, minimize
risk and maximize corporate value was the goal which most of the administrators want to achieve. Finding an
optimal capital structure and influencing factors is not only a top concern of financial managers but also a topic that
attracts a large number of theoretical and empirical researches in the world. The pioneering theory about the capital
structure was found out nearly 70 years ago by Modigliani & Miller's (1958, 1963) (referred as M & M theories).
Then, it was further developed by many following theories such as the Trade-off theory of capital structure (Kraus
and Litzenberger, 1973); the Pecking order theory (Myers, 1984; Myers and Majluf, 1984); the Agency costs theory
(Jensen and Meckling, 1976); the Market timing theory (Graham and Harvey, 2001). In parallel with these theories,
the explorations from the empirical studies proved that the decision to choose a capital structure was affected by
factors that reflected the company's unique characteristics, such as size, profitability, opportunity for growth, tangible
assets, liquidity, risks of bankruptcy... (Titman and Wessels, 1988; Rajan and Zingales, 1995; Wald, 1999; Michaelas
et al., 1999; Booth et al., 2001; Deesomsak et al., 2004; Chakraborty, 2010; Handoo and Sharma, 2014). Moreover,
many recent studies have examined the impact not only of the company's characteristics but also of factors which
reflected the government policies, law, macroeconomic status or financial development of the host country where the
firm operated (Bokpin, 2009; Bostos et al., 2009; Kayo and Kimura, 2011; Camara, 2012; Mokhova and Zinecker,
2014; Memon et al., 2015; Temimi et al., 2016; Belkhir et al., 2016).

For Viet Nam, a number of studies were conducted to point out which elements affected the capital structure of listed
companies. It is the fact that most of the researches focused on determinants related to the firms’ characteristics
(Biger et al., 2008; Phan Thi Bich Nguyet, 2011; Nguyen Thi Canh and Nguyen Thanh Cuong, 2011; Le Dat Chi,
2013; Vu Thi Ngoc Lan and Nguyen Tien Dung, 2013; Pham Tien Minh and Nguyen Tien Dung, 2015; Nguyen
Thanh Cuong and Nguyen Hong Thang, 2015; Truong Hong Trinh and Nguyen Thao Phuong, 2016; etc). Only a few
studies mentioned the macroeconomic factors which affected the capital structure of corporations in Vietnam,
typically the study by Dang Thi Quynh Anh and Quach Thi Hai Yen (2014), Vo Thi Thuy Anh et al. (2014). It is
worth mentioning that the identification of influencing elements in these studies was based on static capital structure;
whereas several recent findings from Yang et al. (2015), Temimi et al. (2016), Belkhir et al. (2016) showed that the
dynamic capital structure would be more appropriate when considering the impact of macro factors on the capital
structure of firms. Besides, these papers tilted in favour of macroeconomy and financial development, and no studies
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have addressed the affectation of institutional quality on capital structure decisions of Vietnamese firms. Thus, this
study was conducted to examine the impact of macro factors on the capital structure of listed joint stock companies
in Vietnam through dynamic capital structure. Namely, the elements concerning macroeconomic conditions
(corporate income tax rates, inflation rates, economic growth, and interest rates); financial development (based on
three indicators: operation, size, and effectiveness of financial market); and the institutional quality (based on three
indicators: Control of Corruption, Regulatory Quality, and Rule of Law).

The rest of the paper is structured as follows: section 2 presents literature review. Section 3 shows hypotheses and
research model. Section 4 mentions research data and methodology. The two remaining sections reveal results and
conclusions.

2. Literature Review

The theorem about optimal capital structure (M&M theory) was first found by Modigliani and Miller (1958). They
stated that the value of a company did not depend on its financial system in competitive capital markets without
bankruptcy costs, corporate income tax or other market hazards. It was also recognized in 1963 that the value of a
levered firm was equal to the value of an unlevered firm plus the present value of the "tax shield" when Modigliani
and Miller assumed the corporate income tax. Although the M&M theory considered the advantages of the tax shield,
the argument about maximizing debt ratio to benefit from tax shield was not appropriate. This is because it did not
care about the bankruptcy costs, the asymmetric information as well as the agency cost that might occur when
lending. These major limitations of M&M theory put the foundation for the development of modern capital structure
theories.

Unlike M&M theory, the trade-off theory, which was supported by Kraus & Litzenberger (1973), suggested that
optimal capital structure could be visualized as a balance between the costs and benefits of borrowing. A company
would borrow until the marginal benefit of the tax reduction (tax shield from the debts) was equal to the increase in
the present value of the bankruptcy costs.

Another view was developed by Myers (1984), Myers and Majluf (1984) when they researched the asymmetric
information that existed between managers, shareholders, and investors. It was called the pecking order theory. This
theory pointed out that the companies would like to fund themselves firstly with internal resources, then with loans,
and eventually with the equities provided by shareholders.

In terms of expense which company spends, Jensen and Meckling (1976) developed a principal called the Agency
cost theory. They cared about the costs that derived from the conflicts of benefits between the shareholders and the
managers which occurred due to disagreements over executive decisions. Concurrently, these costs were related to
the clash between shareholders and creditors when the company's debt increased and shareowners received benefits
in creditors’ stead in case of bankruptcy.

Dissimilar to many authors, Graham and Harvey (2001) researched the capital structure from the external factors.
They focussed the Market timing theory which had been strongly supported by many financial managers around the
world. Although the optimal capital structure was not defined, the market timing theory found out some certain
elements of capital market and macroeconomic conditions that might affect the capital structure of companies. Rely
on information asymmetry, managers would lend if their stocks were undervalued by the investors, otherwise, they
chose issuing shares.

In brief, capital structure theories have been built on the contribution of various assumptions to offer an explanation
for the relationship between capital structure and firm performance through the connection between rate of return
and risk, the link of benefit between the owner, the creditor and the managers in a company. Moreover, these theories
aimed to explain the determinants that concerned the choice of companies’ capital structure. Beside the capital
structure theories, many empirical studies tried to examine what things had the impact on the decisions of choosing
capital structure in a company. In general, most of the researches explored that those aspects included not only the
factors that reflected companies’ characteristics such as size, profitability, growth opportunities, tangible assets,
solvency, bankruptcy risk, etc. (Titman and Wessels, 1988; Rajan and Zingales, 1995; Wald, 1999; Michaelas et al.,
1999; Booth et al., 2001; Deesomsak et al., 2004; Jong et al., 2007; Chakraborty, 2010; Handoo and Sharma, 2014)
but also macroeconomic conditions (such as corporate income tax rates, inflation rates, economic growth and interest
rates (Booth et al., 2001; Deesomsak et al., 2004; Bokpin, 2009; Bostos et al., 2009; Frank and Goyal, 2009;
Mokhova and Zinecker, 2014; Memon et al., 2015; Temimi et al., 2016; Belkhir et al., 2016)), as well as financial
development (Booth et al., 2001; Deesomsak et al., 2004; Bokpin, 2009; Kayo and Kimura, 2011; Temimi et al.,
2016; Belkhir et al., 2016), and institutional quality (Mokhova and Zinecker, 2014; Belkhir et al., 2016) of the host
countries, where the companies were operating.

The business in Vietnam has flourished more strongly since the early 1990s when a great economic reform was
conducted. From a centrally planned economy, Vietnam transformed into a market economy managed by the state in
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which the most favorable business environment for enterprises has created with all Government’s effort. It is the fact
that many corporate decisions, especially capital structure decisions, are based not only on the characteristics of the
company but also on the volatility of the macroeconomic factors. In other words, business environment plays a
crucial role in firm’s performance. Indeed, using data from 180 non-financial corporations listed on the Ho Chi Minh
City Stock Exchange (HOSE) between 2010 and 2013, Dang Thi Quynh Anh and Quach Thi Hai Yen (2014) proved
that the effective corporate income tax affected the capital structure of firms. With longer research time, Vo Thi Thuy
Anh et al. (2014) analyzed the data of 200 companies listed on the Vietnam securities market for 2005-2013. They
revealed that along with corporate income tax, many factors like inflation, GDP growth, capital market conditions,
and debt market conditions also had an impact on the capital structure of companies in Vietnam. In both of these
studies, the authors researched a static capital structure through the fixed-effects estimation (FEM) and
random-effects effects (REM) for panel data.

3. Models

Based on the theories and empirical studies of Ozkan (2001), Fama and French (2002), Kayhan and Titman (2007),
Oztekin and Flannery (2012), Yang et al. (2015), Temimi et al. (2016), Belkhir et al. (2016), model which reveals
determinants affecting the capital structure of listed joint stock companies in Vietnam is suggested as follows:

Model 1: Dit=ap+ a;.Dir1 + a2 Xit + @3. Y + &y
|V|0de| 2 Di,t = bO + bl-Di,t—l + bZ'Xi,t + bg.FDt + ai,t
Model 3: Di,t =Cpt+ Cl-Di,t—l + Cz.Xi,t + C3.INSt + Mt

In the models, the dependent variable (D;;) reflects the capital structure of listed joint stock companies in Vietnam. It
is measured by three indicators: total debts/total assets (LEV), long-term debt/total assets (LTD), short-term
debt/total assets (STD). This scale is used by Titman and Wessels (1988), Michaelas et al. (1999), Bastos et al.
(2009), Mokhova and Zinecker (2014), Handoo and Sharma (2014).

As above review, capital structure is strongly affected by firm’s characteristics. Thus, X;; is a group of dependent
variables that reflected the company's characteristics, which include company size (SIZE, calculated by log of total
assets), profitability (PROFIT, defined by the rate of profit before tax, interest, and depreciation to average total
assets), growth opportunities (GROW, measured by the growth rate of total assets), tangible assets (TANG,
determined by the share of fixed assets to total assets), liquidity (LIQUID, described by the ratio of current assets to
current liabilities), risk of bankruptcy (RISK, be the percentage of standard deviation of profit before tax and interest
to total assets). Those scales are approached by Titman and Wessels (1988), Rajan and Zingales (1995), Wald (1999),
Michaelas et al. (1999), Booth et al. (2001), Deesomsak et al. (2004), Chakraborty (2010), Handoo and Sharma
(2014).

Moreover, each group of macro factors will be added in turn to the model with the aim of analyzing the influence of
these external things. They consist of the groups of elements that reflect the macroeconomic conditions (Y,), the
financial development (FDy), and the institutional quality (INS;) in model 1, 2, and 3 respectively. Firstly, the
following items are used to illustrate macroeconomic conditions: corporate income tax (TAX), described by
corporate income tax to profit before tax (Bostos et al., 2009; Handoo and Sharma, 2014; Belkhir et al., 2016);
inflation rate (INF), calculated by the annual increase in consumer price index (Frank and Goyal, 2009; Bokpin,
2009; Memo et al., 2015; Yang et al., 2015; Temimi et al., 2016; Belkhir et al., 2016); economic growth (GDPG),
defined by growth rate of real GDP (Camara, 2012; Belkhir et al., 2016); and interest rate (IR), measured by lending
interest rate (Deesomsak et al., 2004; Memon et al., 2015). The second group which reflects the financial
development of a country (FD) is based on studies of Belkhir et al. (2016), Tema et al. (2016). The detail
independent variables in this group include FD1 (financial activity), FD2 (financial size), FD3 (financial efficiency).
Financial activity, financial size, and financial efficiency are the measure of the activity, size, and efficiency of stock
markets relative to that of banks. The two former are calculated by the logarithm of the total value traded ratio times
the private credit ratio and the logarithm of the market capitalization ratio times the private credit ratio whereas the
latter is the logarithm of the total value traded ratio divided by overhead costs. Next, on the basis of Belkhir et al.
(2016), institutional quality (INS) is defined through three indicators: CORR — logarithm of the control of corruption;
REGUL — logarithm of the regulatory quality; LAW — logarithm of rule of law. Those indicators are retrieved from
Government Indicators of World Bank. Finally, the one-lagged of the dependent variables (D;:.1) is also considered as
an independent variable in the model; therefore, the capital structure decision of a company will depend on its value
itself of the previous year.

4. Data and Methodology
4.1 Data
The data in this paper are assembled from two sources including financial statements of Vietnamese companies and
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database of World Bank. In detail, information about characteristics of the company is retrieved from financial
statements of 464 non-financial listed joint stock companies on the three main stock exchanges in Vietnam (HOSE,
HNX, and UPCOM) during the period 2008 to 2015. Data of macroeconomic conditions, financial development, and
institutional quality of Vietnam from 2008 to 2015 are collected from the World Development Indicators database,
the Financial Structure database, and Government Indicators database of the World Bank respectively.

4.2 Methodology

It is noticeable that the one-lagged of the independent variable (D;.;) plays a role as an independent variable in the
model; thus, this is dynamic panel data regression model in theoretical background terms. Using this type of model
can bring some violations such as (1) capital structure variable goes endogenous because of the correlation between
the one-lagged capital structure (D;y.;) and the residual in model; (2) The one-lagged variable of dependent variable
makes the one-level autocorrelation in the models; (3) the fixed effect in models’ residual can exist because several
features of companies which do not change over time (e.g. field of business) can be correlated with explanatory
variables; (4) Research data has short time (time — T = 8) and large scope of space (quantity of companies — N = 464).
To tackle the above mistakes, Difference Generalized method of moments (GMM), mentioned by Arellano and
Bover (1991), Blundell and Bond (1998), is considered as the most suitable method to get unbiased, sustainable
estimation results as well as reliable test results. Contemporaneously, Arellano-Bond test on autocorrelation at level 2
and Sargan test on exogenous instrumental variables will be employed to test the suitability of estimated results via
GMM. After assessing test result by difference GMM and system GMM in all three models, Arellano-Bond test on
autocorrelation test at level 2 and Sargan test on exogenous instrumental variables will be conducted. As a result, the
two-step system GMM is confirm to be more suitable (Pyqye in all cases are larger). Thus, this method is chosen to
examine the effect of macro determinants of capital structure of listes joint stock companies in Vietnam.

5. Results
5.1 Descriptive Statistics

Table 1. Descriptive statistics

Variable Units Obs Mean Min Max Std. Dev.
LEV (%) 3712 51.02 0.00 117.32 22.33
LTD (%) 3712 10.47 0.00 75.11 14.34
STD (%) 3712 40.55 0.00 98.78 21.07
SIZE 3712 26.84 20.97 32.62 1.41
PROFIT (%) 3712 13.31 -144.67 179.18 16.94
GROW (%) 3712 167.44 -99.70 165,535.00 3,947.82
TANG (%) 3712 27.07 0.00 97.79 21.54
LIQUID (%) 3712 1,370.77 10.63 4,214,136.00 69,165.70
RISK (%) 3712 35.97 1.01 3706.74 106.53
TAX (%) 3712 18.64 1,478.02 -2,382.48 -55.28
INF (%) 3712 9.80 0.88 23.12 6.96
GDPG (%) 3712 5.88 5.25 6.68 0.50

IR (%) 3712 11.95 7.12 16.95 3.23
FD1 3712 0.10 0.03 0.17 0.04
FD2 3712 0.21 0.12 0.25 0.04
FD3 3712 14.78 0.00 30.93 9.65
CORR 0-100 3712 34.22 26.21 39.42 4.07
REGUL 0-100 3712 29.95 27.96 33.65 1.71
LAW 0-100 3712 40.50 34.60 46.15 3.36

Source: calculated by the author
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Figures in Table 1 supply descriptive statistics about variables in three models. For the dependent variable which is
the capital structure of listed joint stock firms in Vietnam, the average value in the period 2008-2015 of total debts
rate (LEV), long-term debt rate (LTD), short-term debt rate (STD) were respectively 51.02%, 10.47%, and 40.55%.
Hence, the capital structure of these corporations was debt-oriented mainly, in which a very high percentage
belonged to short-term debt, at 79.48% of total debts.

For the independent variables that reflect firm characteristics, the statistical results show that the average value of
logarithm of the companies’ total assets (SIZE) was 26.84, which was in proportion to their average asset at VND
1,380 billion; The average of return on assets (PROFIT) accounted for 13.31%; The average of potential growth
(GROW) made up 167.44%; The share of fixed asset to total assets (TANG) spent an average of 27.07%; The
percentage of short-term assets to short-term debt (LIQUID) was in average at 1,370.77%; The average of business
risk (RISK) amounted to 35.97%.

In terms of independent variables illustrating the impact of macroeconomy, the effective corporate income tax rate of
listed joint stock companies in Vietnam from 2008 until 2015 spent an average of 19.65%. According to Vietnamese
state regulations, along with current corporate income tax, the deferred income corporate tax will occur with what
firms in priority. If the latter is bigger than the former, corporate income tax which the company has to pay will be
positive. This is the reason why some cases whose effective corporate income tax is negative, e.g. this highest value
in Table 1 accounts for -2,382.48, which Khang Dien House Trading and Investment JSC incurred in 2011.
Furthermore, data which are assembled from World Bank (2017) shows that the average inflation rate in Vietnam
was 9.8% over the period of 2008-2015, in which the highest and the lowest numbers were 23.12% in 2008 and 0.88%
in 2015 in succession. The average, the highest, and the lowest real growth rate were 5.88%, 6.68% in 2015, and 5.25%
in 2012. The interest rate experienced an average of 11.95% while 16,95% in 2011 was the highest figure, and the
adverse value was 7.12% in 2015.

Regarding financial development, the average figures of financial activity, financial size, financial efficiency were
0.1, 0.21, and 14.78 respectively.

The proxies concerning institutional quality in Vietnam are measured with ratio scales from 0 to 100. Then, the
averages of control of corruption, regulatory quality, rule of law were in turn 34.22, 29.95, and 40.50.

5.2 Research Results

As mentioned in literature review, six variables which describe firm’s characteristics affect capital structure in most
of studies. However, it is not clear on the impact of the business environment. So, in this paper, these six independent
variables remain unchanged in the model, then we add each variable group of macro influence into the model
gradually. There is a notice of simultaneous non-existence of all variables which reflect macro affectation in a model.
It results from the perfect multicollinearity between those variables after testing Pearson autocorrelation coefficient
and variance-inflation factor (VIF). Thus, the two-step process via GMM for each dependent variable (LEV, LTD,
STD) which represents for capital structure will be carried out as follows.

(1) Regressing dependent variables on six independent variables which reflect company’s characteristics (SIZE,
PROFIT, GROW, TANG, LIQUID, RISK) and ones which describe macroeconomic conditions (TAX, INF, GDPG,
IR);

(2) Regressing dependent variables on six independent variables which reflect company’s characteristics and ones
which describe financial development (FD1, FD2, and FD3);

(3) Regressing dependent variables on six independent variables which reflect company’s characteristics and ones
which describe institutional quality (CORR, REGUL, and LAW).

Table 2. Determinants of capital structure of non-financial joint stock companies in Vietnam (two-step system GMM)

LEV LTD STD
1) (2 3) (1) (2) 3) (1) (2) ®3)
LEV (T-1) 0.941™ 0.959™" 0.961"™"
(0.000) (0.000) (0.000)
LTD (T-1) 0.765™"  0.749™"  0.763""

(0.000)  (0.000)  (0.000)
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STD (T-1) 0.933™ 0918™  0.890™
(0.000)  (0.000) (0.000)
SIZE 1.212" 0.955"" 0.961™ 12607 17107 1.232" -0.013  0.256 0.010
(0.001) (0.000) (0.048) (0.002)  (0.000)  (0.002) (0.971)  (0.539) (0.984)
PROEIT 0.012 -0.028 0.015 0.130™" 0.149™ 0.134™ -0.077"  -0.075""  -0.093"
(0.793) (0.221) (0.736) (0.006)  (0.001)  (0.002) (0.012)  (0.006) (0.0240
GROW -0.030 0.182 -0.007 0.027 -0.095  0.062 0051  -0.053 -0.081
(0.874) (0.054) (0.973) (0.877)  (0.606)  (0.699) (0.658)  (0.498) (0.685)
TANG 0.007 0.001 0.007 0.003 0.001 0.003 0.002 0.002 0.001
(0.125) (0.670) (0.164) (0.450)  (0.687)  (0.417) (0.513)  (0.414) (0.726)
LIQUID 0.000™" 0.000" 0.000™" 0.000 0.000 0.000 0.000™  0.000™  0.000™"
(0.000) (0.000) (0.000) (0.576)  (0.879)  (0.479) (0.000)  (0.000) (0.000)
RISK 1.862 -0.198 1.568 1.982 0.531 2.258 -1.204  -0.644 -1.955
(0.211) (0.804) (0.412) (0.183)  (0.7370  (0.144) (0.316)  (0.573) (0.177)
TAX -0.001 20'006** 0.005
(0.788) (0.001) (0.160)
INF 0.238" 0.028 0.112
(0.086) (0.752) (0.470)
GDPG 0.052 0.715 -0.470
(0.901) (0.151) (0.283)
IR -0.219 -0.072 0.055
(0.374) (0.685) (0.833)
FD1 0.169 1.043 -0.069
(0.706) (0.170) (0.906)
FD2 -2.409 -0.648 -4.130"
(0.116) (0.772) (0.020)
FD3 0.029 0.091™ 0.009
(0.488) (0.027) (0.846)
CORR -5.453 4.109 -8.459"
(0.178) (0.219) (0.072)
REGUL 2.500 11.046™" -4.167
(0.508) (0.003) (0.350)
LAW -0.191 -4.133 0.082
(0.966) (0.244) (0.987)
_CONS -30.198™" -28.302""  -11.734 ;40'037* ;44'986* -73.096"  7.250 -7.350 > 213"
(0.004) (0.000) (0.441) (0.001)  (0.000)  (0.000) (0.481)  (0.507) (0.001)
Observations 3248 3248 3248 3248 3248 3248 3248 3248 3248
Instruments 39 38 38 33 32 32 39 38 38
F test (p-value) ~ 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
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AR(L) - test 59 0.000 0.046 0010 0001  0.007 0.000  0.000 0.000
(p-value)
ARR) - test g 0.156 0.448 0233 0077  0.300 0379 0324 0.348
(p-value)
ARE) - test 6 0.265 0.148 0108 0183  0.094 0782 0.650 0.661
(p-value)
sargan - test ) oog 0.718 0.991 0500 0147 0512 0971  0.300 0.936
(p-value)

*** The significance levels at the 1%.
** The significance levels at the 5%.
* The significance levels at the 10%.
Source: calculated by the author

Information from Table 1 show that the results of Wald test (F test) in all three cases for all three variables
representing capital structure have P, = 0.000 < 1%, therefore, there is enough conditions to reject the null
hypothesis Hy (the beta coefficients of the independent variables are 0) at significance levels of 1%. This means that
regression models via two-step GMM have significance in explaining the impact on dependent variables. Besides,
Arellano-Bond test result for the second-order autocorrelation as well as Sargan test result for overidentified
restrictions for all cases have Py,,.> 5%. So, the models are determined to be consistent.

Regarding examination of determinants of firms’ capital structure, at the 5% significance level, the capital structure
of listed joint stock corporations in Vietnam is positively affected by only SIZE, PROFIT, LIQUID variables among
six ones representing companies’ characteristics. This means that those enterprises tend to increase their debts when
their business size, profitability, and current payment capacity raise. Nonetheless, all three factors have influence on
two among three variables describing capital structure. Namely, the size of the firm positively impacts on the
percentage of total debts and the ratio of long-term debt; profitability has positive effect on long-term and short-term
debt rate; payment capacity affects total debts ratio and short-term debt ratio positively. On the level of influence,
company’s size has the highest peta coefficient which illustrates the affectation on capital structure (fluctuating
around 1%), the lower value belongs to profitability (about 0.1%), and payment capacity possesses an extremely low
grade (nearly 0). In contrast, test results at the 5% significance level prove that there is no evidence that GROW,
TANG, and RISK have impact on capital structure. Moreover, at a very low significance level of 1%, the one-lagged
of dependent variable (D;;.;) is tested to have impression on all three proxies which define firms’ capital structure.
This also shows that the joint stock companies in Vietnam often plan current capital structure in accordance with
capital structure in the previous year, so its volatility is often not high.

In terms of elements that display macroeconomic conditions, test results prove that current corporate income tax rate
(TAX) and inflation rate (INF) affect capital structure at a significance level at 10% whereas economic growth
(GROW) and interest rate (IR) do not. In detail, corporate income tax rate and long-term debt ratio have adverse
influence. In other words, the Vietnamese companies have a reduced tendency long-term debt rate when corporate
income tax rate rises. This trend is found out in some studies of Booth et al. (2001), Biger et al. (2008), Bostos et al.
(2009), Handoo and Sharma (2014) abroad, or of Dang Thi Quynh Anh and Quach Thi Hai Yen (2014), Vo Thi Thuy
Anh et al. (2014) in Vietnam. Additionally, the inflation rate is determined to have positive influence on total debts
rate. Therefore, during the period of 2008-2015, non-financial joint stock enterprises in Vietnam tended to raise their
debts in line with inflation’s increase. Indeed, a growth in inflation makes real interest rate decline, leading
companies to borrow more (Camara, 2012; Yang et al., 2015).

Besides, two out of three indicators concerning financial development as financial size (FD2) and financial efficiency
(FD3) exist statistically significant in the impact on capital structure at the 5% significance level. This is the same
meaning with the fact that remainder indicator (FD1) has not statistically significant in this relationship. It also
proves that companies in Vietnam prefer mobilizing debt via intermediate channels, especially commercial banks, to
using stock exchange. It derives from the huge difference between two kinds of channels for capital mobilization.
The companies have to face tight guarantee conditions as well as limited demand of the market for corporate bonds
when issuing more bonds for debt on the stock market; meanwhile, binds are mainly based on collateral if the
companies want to borrow from the bank. This variety obviously causes the main borrowing trend via intermediate
channels of Vietnamese firms. On the other hand, the adverse effect of financial size (FD2) on capital structure
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supplies an evidence that the limited size of stock market in comparison with commercial banks, making a negative
impact on the trend of enterprises’ borrowing. Lastly, it is recognized that financial efficiency (FD3) variable has
statistically significant. It means that the effective performance of financial market will motivate companies to
enhance more external debts.

Similar to financial development variables, there are two in three variables having the relationship with institutional
quality are tested to affect capital structure. They are Control of Corruption (CORR) and Regulatory Quality
(REGUL). In which, Regulatory quality has positive influence at the 1% significance level while Control of
corruption is opposite at very high significance level at 10%. As a result, the impact tendency of the latter has not
high reliability.

In brief, the financial development and institutional quality improvement in Vietnam have partly supported and
motivated the companies to access more external funds. Since the economic renovation in 1986, Vietnamese
Government has made great efforts to develop financial activities such as forming stock exchanges, establishing
private commercial joint stock banks with domestic and foreign capital, implementing more flexible management
policies for the operation of commercial banks, etc. Concurrently, the institutional environment has also been better
like strengthening anti-corruption, reforming administrative procedures, promulgating, and revising appropriate legal
provisions to support the operation of enterprises, etc. It is a pity that but the results of this study show that both
kinds of those activities are not really effective and have not really affected the companies’ financial decisions yet.

6. Conclusion

After using the two-step system GMM to analyze the data from 464 non-financial listed joint stock companies on the
greatest Vietnamese stock exchanges (HOSE, HNX, and UPCOM) as well as national data from 2008 to 2015, some
main points can be retrieved as follows.

Macroeconomic conditions, financial development, and institutional quality, which are three groups in the group of
variables reflecting business environment, have influence on capital structure of above firms through testing. Namely,
in the first group, corporate income tax rate has negative impact but inflation rate is contradictory. By contrast,
research results do not supply any proofs of the affectation of economic growth and interest rate on capital structure.
For the second group, all variables have significance in the link with capital structure, but financial activity. In which,
financial size owns negative impact on capital structure, on the opposite side of financial efficiency. The third group
which describes institutional quality in Vietnam also has diverse findings. Regulatory quality affects capital structure
positively at the 1% significance level meanwhile it is unclear for the conflict effect of Control of corruption at the
10% significance level.

In addition, the capital structure decision in Vietnamese joint stock firms is greatly affected by company
characteristics as size, profitability, payment capacity. Furthermore, it is impacted by it itself of the previous year.
Those results are relatively suitable for other Vietnamese and foreign studies.
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