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Abstract—The paper studies the factors affecting the busi-
ness performance of commercial banks (2008 — 2018), based on
the examination of bank characteristics according to the infor-
mation on the financial statements of 24 commercial banks and
macroeconomic factors. Our findings provide evidence on the
significant influence of the factors of diversity on income struc-
ture, cost management and capital structure on the business
performance of commercial banks. Some implications and fu-
ture research directions are thereby proposed.

Index Terms—Capital structure, performance, diversity,
bank.

I. INTRODUCTION

BUSINESS performance is always a topic that receives
the attention of researchers and managers. With differ-
ent approaches, a vast body of literature has been put to-
gether to study the factors affecting business performance,
thereby providing policy implications for business activities.
However, due to the specificity of the field of operation,
commercial banks are more easily affected by the problem of
asymmetric information, adverse selection and moral hazard.
Besides, the impact of macroeconomic factors is also consid-
ered to have more influence on the business activities of
commercial banks than non-financial enterprises, given that
other factors remain unchanged.

Therefore, although bank activities also aim at adding
value for shareholders, including profitability goals similar
to non-financial enterprises, the factors impacting the per-
formance can be significantly different from those of non-fi-
nancial firms. On the basis of these arguments, there are also
many studies that have examined the factors affecting the
business performance of commercial banks [4], [2], [13],
[6]. However, existing research focuses mainly on countries
with developed economies rather than countries with transi-
tional economic contexts such as Vietnam. In addition, ex-
isting studies have not reached a high consensus on the in-
fluencing factors as well as the degree of influence of each
factor on the business performance of commercial banks.
Based on these considerations, the question arises in the
context of Vietnamese enterprises, about how internal fac-
tors and macroeconomic factors affect the business perfor-
mance of banks, as the information needing examination in
order to enrich the knowledge on this issue is still quite
scarce in Vietnam. The study also provides some implica-
tions for banking business management.
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II. Literature REViEW AND HYPOTHESES

Capital structure: Most of the profits that banks obtain
are mainly from credit activities through the "borrowing to
lend" function of commercial banks, although commercial
banks must comply with regulations on legal capital to be
able to operate. The equity component of commercial banks,
therefore, is generally very large, compared to other non- fi-
nancial enterprises. However, capital mobilized from deposit
is the main source of raw materials for banks to use lending
to earn profits. Therefore, when examining the model of fac-
tors affecting business performance of banks, the indicator
of structure is a factor used consistently in the most existing
research [5], [4], [15]. In Vietnam, over 70% of commercial
banks' income comes from credit activities, and in some oth-
ers, this rate is up to 90%. Therefore, we hypothesize that
capital structure has a positive effect on the financial perfor-
mance of commercial banks.

Credit risk: Credit risk is one of the types of risks banks
face that directly impact a bank's profitability. Although the
study of Rasiah [16] suggested that it did not find empirical
evidence on the impact of credit risk on bank performance,
most studies support the view that changes in credit risk lead
to changes in bank profitability [16]. Credit risk includes de-
fault risk and risk from unexpected events. When these ad-
verse events occur (in whole or in part), they all cause par-
tial or complete loss of principal or interest. As a result, the
bank's profit will decline due to the increase in provisioning
costs for each group of overdue debts and provision for han-
dling when losses actually occur. For this reason, we expect
the relationship between credit risk and profitability of com-
mercial banks to be negative.

Liquidity risk: Liquidity risk is considered an intrinsic
factor of the bank, where the bank might not be able to ful-
fill its payment obligation when it is due or be forced to pay
high costs to fulfill the obligation in that case. This situation
occurs when the bank is in a state of not being able to raise
enough cash to support qualified loans as well as meet cus-
tomers' centralized withdrawal needs at a certain time. The
liquidity is measured through the ratio of outstanding credit
to total deposits of the bank [3], [13]. The relationship be-
tween liquidity risk and profitability remains unclear. While
some viewpoints support the opposite view, that the higher
the liquid /deposit ratio, the lower the profit, with the argu-
ment that to re-establish the liquidity balance, the bank's
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costs will be higher, thus reducing profits. Our study also
agrees with this view based on the argument that liquidity
risk is an internal problem. Commercial banks will not be
able to mobilize large deposits if they face liquidity risk, and
credit size depends on deposit size. Therefore, we expect
this relationship to be negative.

Cost management: Business activities in general and fi-
nancial institutions in particular, costs are a component that
is directly related to profitability. Effective cost management
will bring higher profitability and vice versa. Empirical
studies consistently support a positive relationship between
these two factors [6]. Therefore, we hypothesize a negative
relationship between cost ratio and the profitability of com-
mercial banks.

Diversification: Some studies [9], [8] provide evidence
of a negative relationship between non-interest income
sources in the bank's income structure and profitability.
However, it can be seen in theory that revenue from many
different sources will bring the ability to improve profits by
diversifying the business portfolio, while creating sustain-
ability in the long term. Explaining this problem, it can be
seen that although the income of banks comes mainly from
credit activities, ceteris paribus, banks that obtain their in-
come from many different sources will have higher revenue,
and higher profits, increasing business performance. Non-in-
terest income, in addition to creating sustainability for rev-
enue sources, helps to bring about opportunities to increase
income from diversification activities. Tunay and Silpar [17]
has provided evidence of the positive influence of diversity
on income structure for the profitability of commercial
banks. Therefore, in this study, we suggest that income
structure diversity has a positive effect on profitability.

Macroeconomic factors: The business performance of
financial institutions is directly affected by changes in
macroeconomic indicators of the economy, such as inflation
or GDP growth. Inherently, in economic conditions that al-
low economic growth, and inflation to be controlled, entities
within the economy will expand the scale of production and
business activities as well as promote transactions related to
the operation of financial institutions and vice versa. Naceur
and Kandil [12] shows that inflation increases the uncer-
tainty of economic activities, leading to a decrease in credit
scale, thus decreasing the profitability of commercial banks.
Additionally, an increase in GDP is an indicator of the abil-
ity to increase profitability [1]. Therefore, we propose a neg-
ative relationship between inflation and profitability and a
positive relationship between GDP growth and profitability
of banks.

Aside from the factors mentioned above, the scale of op-
eration of commercial banks is also one controlled by most
studies in quantitative models [13], [14], [18] based on the
argument that banks with larger size possess less risk (more
credible) can make more profits through lending from ob-
taining more deposits, thus achieve higher profitability and
performance, ceteris paribus. On that basis, and based on the
argument of scale advantage, our research proposes a posi-
tive relationship between bank size and business perfor-
mance.
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III. METHODOLOGY

A. Variables and variable measurement

To examine the hypotheses proposed above, the indepen-
dent and dependent variables are measured according to the
scales detailed in the table below, in which business perfor-
mance is measured according to 2 indicators, including
ROA and ROE. The independent variables are also mea-
sured based on relevant business characteristics information
for each measurement criterion.

TABLE 1
VARIABLE DESCRIPTION
Variables | Description Measurement
Financial performance is | ROA= Profit / Total Assets
FP measured by ROA and ROE= Profit / Total Equity
ROE
CS Cap ital Structure of bank i Total Equity / Total Assets
in year t
C RISK Credit risk of bank i in Pr0v1510n_ for loan losses/
— year t Outstanding Loans
Diversity of income Non-interest income/ Total
DIVERT structure of bank Assets
LIQRISK | Liquidity risk of bank Liquid Assets / Total Assets
Expense management of | Operating Expenses / Total
EXP
bank Assets
SIZE Size of bank i in year t Ln(Total Asset)
INF Inflation in year t (CPIt - CPIt-1) / CPIt—1
GDP Gross domestic product (GDPt-GDPt—1)/GDPt—1
Eit Error term

B. Research model, sample and data

To test the research hypotheses, the research model for
the variables measured according to the scale as presented in
Table 1 above is as follows:

FPi,t = Bo + B:CSi,t + B,CRISK + B;LIQRISK + B.EXP+
BsDIVERT+ B¢ SIZE + B,INF + BsGDP + &i,t

The initial final analysis sample of banks with 240 obser-

vations.

IV. Resurrs

- Descriptive statistical analysis

On average, ROA and ROE of commercial banks in the
sample are about 0.8% and 8.4%, respectively. Some banks
have reported losses during this period, which is statistically
shown by the smallest values of this variable. The detailed
data are presented in Table 1. In addition, these statistical
values also show that during the research period, the re-
search sample included observations with loss in credit ac-
tivities as well as in non-interest income, as shown by the
negative value of the variable income structure and credit

risk.
TABLE 2: VARIABLE DESCRIPTION

Variables Mean Minimum | Maximum Std. Deviation
ROA 0.007 - 0.055 0.047 0.007
ROE 0.084 - 0.082 0.268 0.081
SIZE 25.102 21.926 27.903 1.149
CS 0.099 0.035 0.332 0.046
CRISK - 1.50197 - 86.903 -0.002 7.906
DIVERT 0.025 - 0.006 0.090 0.011
LIQRISK 0.073 0.013 0.368 0.055
EXP 0.0162 0.004 0.052 0.005
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- Regression analysis

The Hausman test favors group analysis data under the
fixed effects model. The necessary tests of the regression
model including multicollinearity and autocorrelation are
also performed and corrected based on the robust option.
The results of the analysis of factors affecting the financial
performance of commercial banks are shown in Table 4 be-
low.

The analysis results show that the factors of capital struc-
ture, non-interest income, cost management and inflation
have an influence on the financial performance of commer-
cial banks on the data of the research sample for the ROA
scale, in which the influence of cost management factors,
capital structure and diversity in the bank's income sources
impact most significantly. The degree of influence of these
factors on the profitability of assets are -1.04; 0.08 and 0.52
respectively at 5% significance level. The effect of the infla-
tion rate on the ROA scale is insignificant and does not sup-
port the direction of the research hypothesis. We also do not
find supporting evidence on the impact of risk factors in-
cluding credit risk, liquidity risk and bank size on the busi-
ness performance of the banks in this study being at 5% sig-
nificance.

Regarding testing the data on the ROE scale, the results
are generally in agreement when compared with the ROA
scale, except that this model further confirms the influence
of liquidity risk on the business performance of banks with
relatively high influence (-0.29) at 5% significance level.

TABLE 3
REGRESSION ANALYSIS RESULTS OF FACTORS AFFECTING ROA
ROA Coeffi- Std. t P>|t| [95% Conf.
cient Err. Interval]

CS| 0.081 0.014 5.79 | 0.000 0.05 0.108
DIVERT | 0.527 0.044 11.89 | 0.000 0.44 0.614
LIQRISK | -0.017| 0.0097 | -1.72 | 0.086 -0.03 0.002
EXP | -1.044 | 0.0781 -13.35( 0.000 -1.19| -0.890
CRISK | 0.0001| 0.0004 1.63 0.104 -0.00 0.000
SIZE| -0.00 0.00 -136 | 0.176 -0.00 0.001

INF| 0.0007 | 0.0003 2.33 0.021 0.00 0.001

GDP | 0.0005 | 0.0005 0.95 0.344 | -0.00 0.002
cons 0.038| 0.0274 1.39 0.165 -0.03 0.092

V. DiscussioN AND FuTturRe REsEarcH DIRECTIONS

Research results on the factors affecting the business per-
formance of commercial banks confirm the hypotheses on
the influence of capital structure, income structure, cost
management and inflation, in which the influence of infla-
tion is insignificant. These results have been supported by
previous studies; for example, the effect of capital structure
on bank performance is confirmed in the study of [5], [13].
In Vietnam, equity size is also an important parameter re-
lated to the credit growth of commercial banks, so this result
is meaningful for commercial banks for strategic planning in
the capital increase roadmap.

The effect of income structure confirmed in this study is
consistent with the results of Tunay or Baele [17], This re-
sult emphasizes the role of investment strategy and avoids
only dependence on income from credit activities. This is a
remarkable point for the business activities of commercial

banks in Vietnam at present. Additionally, in order to in-
crease business efficiency, cost management is also a factor
that banks need to pay attention to. This problem requires
banks to design a more reasonable cost structure when com-
pared with industry averages.

Although our study achieved certain results, we acknowl-
edge that the study has certain limitations. In the period of
2018 - 2020, the economic context has significantly changed
due to the impact of the Covid-19 pandemic and the shifting
trend of the banking industry. However, these data have not
been updated and analysed in the sample. The potential of
endogeneity in the panel data model has also not been exam-
ined. This is also the direction of future research that needs
to be done in order to draw more complete conclusions
about the research results of factors affecting the business
performance of commercial banks in Vietnam.
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