
Abstract—This study aims to evaluate the influence of finan-

cial risk on the business efficiency of listed companies in Viet-

nam's stock market. To carry out the research objective, the

authors use the short-run solvency, net working capital, and fi-

nancial risk criteria proposed by Bathory (1984). At the same

time, the authors conducted a quantitative analysis using a two-

step GMM model, based on panel data collected from financial

statements and financial statements of 430 companies listed on

the Ho Chi  Minh Stock Exchange  and the  Hanoi  Stock Ex-

change in the period 2012-2018. The research results show that

the business efficiency of enterprises through return on assets

and return on equity is positively affected by net working capi-

tal and financial risk and is negatively impacted by short-run

solvency. This result also has some implications for improving

business  efficiency  and  financial  risk  management  of  listed

companies on the Vietnam stock market.

Index Terms—Financial risk, business efficiency, net work-

ing capital, return on assets, return on equity

I. INTRODUCTION

N ADDITION to capital structure decisions,  investment

decisions, and cash flow decisions, financial risk manage-

ment decisions have been considered a great concern of en-

terprise financial management. According to [3], [14], finan-

cial risk is an unexpected or unpredictable change in return.

According to [1], [12], financial risk is the probability that a

business  will  fail  when  it  uses  debt  to  meet  its  financial

commitments when the cash balance is insufficient. Finan-

cial risk has often influenced by factors beyond the control

of the enterprise [13], such as interest rates, exchange rates,

or  developments  in  financial  markets  [27].  [30],  [18]  hy-

pothesize that the degree of risk has a direct impact on po-

tential  returns,  financial  risk  can  bring  the  possibility  of

pleasant surprises or negative business efficiency. High or

low business efficiency is affected by the financial risk that

the entrepreneur is facing [22], [7], [8], [25].

I

Although studies on the impact of financial risks on busi-

ness  efficiency  of  enterprises  have been  studied  by  many

scientists around the world and received considerable atten-

tion from policymakers.  However,  for  a  developing econ-

omy like Vietnam, research on this topic is still scarce. This

study aims to supplement empirical evidence on business ef-

ficiency from the perspective of the financial risk of listed

companies  in  Vietnam's  stock  market.  The results  of  this

study are information to help corporate financial managers

come up with solutions to improve their business efficiency.

Some previous studies on financial risk often measure finan-

cial risk through three components: credit risk, liquidity risk,

and operational risk. This article approaches financial  risk

from three angles,  namely solvency, operating ability, and

financial  risk in general,  based on the proposal of [4].  To

solve the endogenous phenomenon in data analysis and pro-

cessing, especially in linear dynamic table models, we used

a two-step GMM (S-GMM) model on Stata 15.0 software.

The continuous parts  of  this study include:  section 2 is

theoretical and empirical results; section 3 presents research

models and methods; section 4 focuses on the discussion of

research results; section 5 is the conclusion and direction for

further research.

II. THEORETICAL AND EMPIRICAL RESULTS

A. Financial risks

Financial risk is one of the major concerns of most busi-

nesses, so there have been quite a few studies on this topic.

Depending on the approach in each study, financial risk can

be expressed differently to a certain extent.

For example,  some scientists think that  financial  risk is

the possibility of not paying financial debts when they come

due [7]. If a firm loses or significantly deteriorates its sol-

vency, the firm may enter a state of financial distress [21].

To measure solvency, [17],  [1],  [18],  [12], [23] have used

the short-term solvency ratio (SPR).

SPR=
Short−term assets

Short−termdebt

On the other hand,  Brigham and Houston (2009)  states

that financial risk is the uncertainty about the return to own-

ers and the financial balance of the firm. In which the finan-

cial balance reflects the relationship between the source of

funding and the firm's assets. This means that a company is

considered  financially  balanced  when  its  long-term assets

must  be  sponsored  by  long-term  capital  and  vice  versa.

Brigham and Houston (2009) also concluded that the finan-

cial risk measurement indicator is a financial balance. And

the balanced  of  finance  is  expressed  through net  working

capital (NWC).

NWC=Short termassets−Short termdebt

or NWC=Long termcapital−Long termassets

With a multi-dimensional approach, financial risk reflects

possible events associated with the choice and implementa-

tion of financial decisions that form the asset structure, capi-

tal structure, and liquidity capacity from enterprise resources

[4, 24, 19, 25, 9]. And those financial decisions are based on

the uncertainty of factors,  such as interest  rates,  exchange

rates,  developments  in financial  markets [26].  To measure
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financial risk, these scientists used the FR indicator with five 

components, specifically as follows:                                

Where:                                                                                                                                                                                                                                        

According to [4], FRit represents the level of financial risk and 

financial risk management capacity of the enterprise. If the 

higher the FR, then the lower the financial risk of the business. 

It demonstrates the better the financial strength of the business 

and vice versa. 

B. Financial risks 

Business efficiency of the firm is the combined use of 

resources to realize the economic objectives which can be 

measured through financial performance [28]. According to 

[5], [6], business efficiency is the efficiency in using 

resources of the firm, it is expressed through the relationship 

between revenue and cost of using input resources. In other 

words, business efficiency is the ability to turn input 

resources into the best results in business operations. 

The above points of view on efficiency basically all 

affirm that business efficiency is an indicator that reflects the 

quality of business operations, the level of use of resources to 

achieve the ultimate goal, which is maximum profit-making. 

To evaluate the business efficiency of firm, [6], [3], [29] 

has used the following criteria: 

- Return on total assets (ROA): ROA indicator is an 

accurate measure when you want to evaluate the business 

efficiency of the firm. Because ROA is not only the best 

indicator to measure the efficiency of all assets invested in 

the period, but also shows the profitability of the owners and 

creditors of the business. Therefore, ROA is important for 

both business owners and operators. 

- Return on equity (ROE): ROE indicator reflects how 

much profit after tax had earned by investment owners for 

each dollar of capital. Besides ROA, ROE has also been 

considered an important indicator in assessing the business 

efficiency of the firms. Because maximizing profits is always 

the most important goal of business owners. 

C. Impact of financial risk on business efficiency 

The relationship between financial risk and business 

efficiency has received considerable attention from scientists 

when studying corporate finance. Many empirical studies 

have found a statistically significant negative effect of short-

term solvency (SPR) on business efficiency (ROA and ROE) 

([1], [12], [23]). As businesses increase their ability to pay 

their due debts, they must keep high levels of short-term asset 

items such as cash, receivables, inventory, short-term 

investments, etc. Meanwhile, these asset items are considered 

as less profitable items, even the decrease in value or incur 

costs, thereby reducing business efficiency. 

Besides that, some studies have only applied the capital 

structure theory of Modigliani and Miller (1958) and shown 

that financial balance has a statistically significant positive 

effect on financial balance to business efficiency (ROA and 

ROE). When the business has a high financial balance, that is, 

when all the long-term assets of the business are financed by 

long-term capital (including equity and long-term liabilities), 

the efficiency of business results will increase. Because, when 

a business achieves financial balance, it will not cost the 

business to find funding when it is insolvent ([29], [1], [12]). 

 In addition, the impact of financial risk on business 

efficiency has been explained through agency theory. [16] said 

that conflicts of interest are always potential between the 

parties involved, especially the owner (the principal) and the 

manager (the representative). A conflict of interest arises when 

a manager uses cash flow to overinvest or put capital in 

potentially risky projects. These conflicts will increase the 

financial risks and agency costs of the business. Such as the 

costs of monitoring and tracking by the owner, binding costs, 

or losses. To minimize agency costs we have different 

solutions, such as financial risk management, use of takeover 

model, use of appropriate capital structure, etc. In particular, 

financial risk management can be considered as a means to 

effectively control and minimize agency costs, thereby 

increasing business efficiency. Financial risk is explained here 

to include mainly the risk associated with financial decisions 

that shape the structure of assets, capital structure, solvency 

from the resources of the firm. With this view, the FR 

indicator proposed by Bathory [4] is a good indicator to 

measure the financial risk of enterprises. Because FR is 

appropriate in emerging market conditions, where credit rating 

systems are less developed. In addition, the transparency of 

market information, the ability to access information, and the 

information infrastructure are still weak ([8], [25], [9]). Thus, 

if businesses manage risks well, they will help them achieve 

the goal of maximizing profits. 

III.  RESEARCH MODEL AND RESEARCH METHODS 

A. Research model 

Based on agency theory, capital structure theory, and 

experimental research results of some scientists such as Arif 

and Showket [1], Fali [12], Onsongo [23], Wangalwa and 

Muturi [29]. We build a model to study the influence of 

financial risk on business efficiency as follow: 

Model 1:                                                                                                          (1) 

Model 2:                                                                                                          (2) 

In which, the scale of variables in the model is presented 

in Table I below: 
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TABLE I 

THE SCALE OF VARIABLES IN THE MODEL 

Var  Describle Measure 
Expectation 

Model 1 Model 2 

ROA 
Return on 

Assets 

              
  

ROE 
Return On 

Equity 

                
  

Independent variable  

NWC 

Net Working 

Capital 

 

                                             
+ + 

SPR 
Short-term 

payment ratio 

                                 - - 

FR  
                          

+ + 

Control variable  

SIZE Firm size                   

AGE Listing age                           

Growth 

Business 

growth of the 

firm 

                              

 

(Source: Summary of the authors) 

 The research hypotheses include: 

 H1: Short-term solvency (SPR) negatively affects 

business efficiency. 

 H2: Net working capital (NWC) positively affects 

business efficiency. 

 H3: Overall risk level (FR) positively affects business 

efficiency. 

B. Research methods 

This study performed regression analysis to determine the 

factors affecting financial risk according to the S- GMM 

model, using statistical software STATA 15.0 for panel data. 

At the same time, necessary tests such as the AR test, Sargan 

test, and Hansen test are performed to ensure that the model 

does not have heteroskedasticity, autocorrelation, and 

endogenous. Besides, the S- GMM method is used in 

regression analysis to determine the coefficients of unbiased, 

normal distribution, and model efficiency. 

Research data is collected from 769 companies listed on 

the Stock Exchange in the period 2007-2018, provided by 

FiinGroup - a leading corporate and financial information 

provider in Vietnam. However, some firms were excluded 

from the sample due to missing information in panel data. The 

final sample size includes 430 listed companies during the 7-

year study period (2012-2018), corresponding to 2,288 

observations. 

IV.  RESULTS 

A. Descriptive statistics 

Descriptive statistics in Table II show that the value of 

each variable in the model fluctuates quite large. With the 

independent variable FR, the range is very large, from -

0.2569 to 317.6897, the mean value of FR is 10.2265. 

Followed by the variable NWC, the range from 17.9393 to 

31.0240, the mean value is 25.3934. With the dependent 

variable ROA, the value of the variable ranges from -0.6455 

to 0.4792, the mean value is 0.0641. With the dependent 

variable ROE, the value of the variable ranges from -3.6740 

to 0.9539, the mean value is 0.1059. Among the control 

variables, the largest gap in values is the year of listing (Age) 

variable, the mean value being 10.8858 years, ranging from 7 

years to 19 years. 
 

TABLE II 

DESCRIPTIVE STATISTICS OF THE VARIABLES  

Variabl

e 
Min Max Mean 

Std. 

Dev. 

ROA -0.6455 0.4792 0.0641 0.0712 

ROE -3.6740 0.9539 0.1059 0.1771 

FR -0.2569 
317.689

7 
5.0116 10.2265 

NWC 
17.939

3 
31.0240 

25.393

4 
1.6144 

SPR 0.0480 61.8349 2.2376 2.9420 

Size 
23.330

3 
33.2978 

27.107

9 
1.5258 

Age 7 19 
10.885

8 
2.3265 

SG -0.9528 
127.457

9 
0.1773 2.5278 

(Source: author's calculation) 

B. Regression analysis 

To report the study results, Arellano-Bond and Sargan 

tests were performed. The results of the tests show that the 

residuals of the GMM model do not exist 2nd order 

autocorrelation, Prob > chi2 = 0.311 (model 1), and 0.136 

(model 2). The instrumental variable used in the GMM model 

is suitable, satisfying over-identifying and overcoming 

endogeneity with Prob > chi2 = 0.068 (model 1) and 0.072 

(model 2) 

The results of 2-step regression with the Hansen 

coefficient have Prob > chi2 = 0.061 (model 1) and 0.066 

(model 2), this result proves that the instrumental variables 

used in the model all satisfy the tests. Thus, the regression 

model ensures a stable estimate and a normal distribution. The 

estimated results are presented in Table III. 
TABLE III 

IMPACT OF FINANCIAL RISK ON BUSINESS EFFICIENCY 

Variable 
Model 1 (ROA) Model 2 (ROE) 

Coefficient  Std. Deviation Coefficient  Std. Deviation 

ROAt-1 0.0636*** 0.0136   

ROEt-1   0.0443*** 0.0083 

FR 0.0327*** 0.0139 0.0722*** 0.0275 

NWC 0.0636** 0.0161 0.0134*** 0.0036 

SPR -0.0148*** 0.0020 -0.0230*** 0.0044 

SIZE -0.0357 0.0161 -0.0075 0.0046 

Growth 0.0017*** 0.0004 0.0928*** 0.0188 

AGE -0.0005* 0.0004 0.0009 0.0007 

Constant -0.0585*** 0.0367 -0.2270*** 0.0683 

Obs.  2,288  2,288 

No of 

firms 
 430  430 

AR(2) 

test (Prob 

> chi2) 
 0.311  

0.136 

Sargan 

test (Prob 

> chi2) 
 0.068  

0.072 

Hansen test (Prob > chi2) 0.061  0.066 

(Source: author's calculation) 
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Note: ***, **, * represent 1%, 5%, and 10% significance levels, 

respectively  

The results of the study on the influence of financial risk 

on the business efficiency of non-financial enterprises listed 

on the Ho Chi Minh City Stock Exchange and the Hanoi Stock 

Exchange are as follows: 

- Liquidity (through the indicator Short-term solvency - 

SPR) has a negative impact on ROA and ROE with the 

coefficient β of -0.0148 (significant level 1%) and -0.0230 

(significant level 1%), respectively. This shows that, when an 

enterprise can pay short-term debts from short-term assets, the 

higher it's business efficiency, the lower its business 

efficiency, because short-term assets are considered as items 

of interest less profitable (deposits, short-term investments, 

ect.) even reduce the value (cash, receivables, ect.) or hidden 

costs such as storage costs, provision costs, ect. This result 

also agrees with the research results of Arif and Showket [1], 

Fali [12], Onsongo [23]. 

- Financial balance (through Net Working Capital - NWC) 

has a positive impact on ROA and ROE with the coefficient β 
of +0.0636 (significant level 5%) and +0.0134 (significant 

level 1%), respectively. This means that, when the enterprise 

achieves financial balance, when the long-term assets of the 

enterprise must be financed by long-term capital and vice 

versa, the enterprise will not spend any money in seeking 

funding in case of insolvency. This result is consistent with the 

capital structure theory as well as the views of Wangalwa and 

Muturi [29], Arif and Showket [1], Fali [12]. 

- When considering the factor measuring the level of 

financial risk through Bathory's FR [4], it can be seen that the 

direction of the impact of this factor on ROA and ROE are 

positive with the coefficient β, respectively are +0.0327 
(significant level 1%) and +0.0722 (significant level 1%). 

Meanwhile, according to Bathory [4], the higher the FR, the 

lower the financial risk of the enterprise, the better the 

financial risk management capacity. This means that, when an 

enterprise can limit its FR, its ability to manage financial risks 

is good, which will help increase its ROA and ROE. This 

research result is consistent with our explanations in the 

theoretical basis when applying asymmetric information 

theory, signal theory, and agency theory. 

With the above results, all hypotheses are accepted. A 

summary of the influence of factors on financial risk are 

presented in Table 4 as follows: 
 

TABLE IV 

SUMMARY OF RESEARCH RESULTS 

Independent 

variables 

Research 

hypothesis 

Research 

results Conclusion 

ROA ROE ROA ROE 

ROAt-1   +   

ROEt-1    +  

NWC + + + + Accepted 

SPR - - - - Accepted 

FR + + + + Accepted 

SIZE   K K  

Growth   + +  

AGE   - -  

K: There is not enough basis to conclude about the relationship 

(Source: Summary of the authors) 

V. CONCLUSION AND FUTURE RESEARCH DIRECTIONS 

By quantitative research method with panel data collected 

from financial statements and annual reports of 430 

enterprises listed on the Ho Chi Minh City Stock Exchange 

and Hanoi Stock Exchange from 2012-2018. The study 

showed that the business efficiency of the firm (through ROA 

and ROE indicators) is positively affected by the financial 

balance (represented by Net Working Capital (NWC) and FR); 

it is negatively affected by solvency through short-term 

solvency (SPR).  

The findings from the study provide empirical evidence to 

help corporate financial managers have a basis to propose 

solutions to improve business efficiency. The results of this 

paper emphasize that, if risk management is not good, it will 

reduce the business efficiency of enterprises. Therefore, 

businesses need to come up with an appropriate risk appetite 

strategy in corporate financial management activities. At the 

same time, in order to improve business efficiency and create 

a financial balance, businesses need to be more cautious when 

deciding debt maturity in setting up a financial structure. 

 Based on the obtained results, this study has contributed 

to enrich the existing literature on financial risk and its impact 

on business efficiency. However, our approach mainly focuses 

on studying the internal factors of enterprises. Therefore, 

future research needs to be expanded with the addition of 

macro factors such as economic growth, inflation rate, or 

economic crisis into the model. 
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