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 This article focuses on identifying the determinants of financial decisions of the firms. To accomplish 
this section, the author collects data of 110 manufacturing firms in Vietnam, over the period of 2011-
2018. For the analytical methods, the author uses Generalized Method of Moment (GMM) to estimate 
the study model. This method has the great advantage which is able to control the potential endogenous 
and overcome the regression hypotheses that are violated. The study results show that financial 
decisions (FD) are negatively affected by the return on assets (ROA), liquidity (LIQ), and tangibility 
(TANG). In addition, the financial decisions (FD) are also positively affected by the firm size (SIZE). 
With these findings, the firm managers will have a solid basis to make financial decisions 
appropriately. 
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1. Introduction 

 
The financial decisions can be understood as decisions about the use of the firm’s financial sources, which mainly focuse on the 
decision to use the loans (Cui et al., 2011). This is one of the important decisions of the firm (Sutomo et al., 2019). Not only 
that, the financial decisions are also a topic of study that is of great interest in empirical studies. Because, the financial decision 
changes the capital structure of the firm, thus significantly affecting the firm value (Modigliani & Miller, 1958). If the financial 
decision is not appropriate, it can put the firms facing high risk of financial risk, even the risk of bankruptcy. Although the firms 
clearly recognize the importance of financial decisions, they still face the difficulties in making appropriate financial decisions. 
In order to address these difficulties, it is important to identify the determinants of firm’s financial decisions. Based on this 
basis, the managers in the firms will have a basis to make reasonable financial decisions. However, the identification of 
determinants of financial decisions still has conflicting views. Not only that, these studies focus mainly on the developed 
economies, and there is a lack of empirical studies in emerging economies. Therefore, with this study article, the author will 
focus on answering the question “What factors will influence the firm's financial decision?”. To answer this question, the author 
will conduct data collection of manufacturing firms in Vietnam, this is an emerging economy (Bui, 2019a, 2019b, 2020a). 
Therefore, this result promises to bring many interesting and important things for the firm managers. 
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2. Literature review and study hypothesis   
 

The financial decision mainly focuses on the decision to use loans of the firms (Cui et al., 2011). Therefore, the financial 
decisions are usually measured through the ratio of total liabilities divided by total assets. This measurement was also found by 
the author in most previous studies. The determinants of financial decisions found by the authors in previous studies include 
profitability, liquidity, tangibility, and  firm growth, and firm size. 
 

2.1. Impacts of profitability on a financing decision 
 

When the profit of the firm increases, the firm can take advantage of retained earnings to reinvest, thus reducing the amount of 
capital that needs to be mobilized from the outside through debt financing. Thereby, the firm will be more active in raising its 
capital, while limiting the increased financial risks due to loans. Therefore, increased profits can make the financial decisions 
lower. This impact was also found in most previous studies, such as Shah and Jam-e-Kausar (2012), Chechet et al. (2013), 
Chang et al. (2014), Wahab and Ramli (2014), Acaravci (2015), Windayu (2016), Vuran et al. (2017), Cevheroglu-Acar (2018), 
Li and Islam (2019), Ha (2019) and Sutomo et al. (2019). However, Moosa and Li (2012), Aggarwal and Singh (2014) argue 
that profitability can positively impact the financial decisions. Accordingly, when borrowing, the firms will gain many benefits 
from the tax shield, which has stimulated the firms to increase the liabilities instead of using retained earnings. Although there 
are some views that profits can have a positive impact on the financial decisions. However, most previous studies have suggested 
that the financial decisions are negatively impacted by the profits. In the emerging economies, raising capital through the form 
of liabilities is not always easy, and often takes more time than the decision to retain profits. Therefore, the firms still prioritize 
raising capital through retained earnings. Therefore, the author makes the following hypothesis: 
 
H1: Profitability or return on assets (ROA) negatively affects financing decision (FD). 
 

2.2. Impacts of liquidity on financing decision 
 

The liquidity shows the ability that the firms can pay short-term liabilities. Therefore, the liquidity is usually measured through 
the ratio of short-term assets divided by short-term liabilities. Most previous studies have suggested that liquidity negatively 
affects the financial decisions, such as: Moosa and Li (2012), Wahab and Ramli (2014), Cevheroglu-Acar (2018). Accordingly, 
when the liquidity increases, the firms can be proactive in paying short-term liabilities. And also, the amount of working capital 
in the firms is also increasing, which may make these firms restrict their use of liabilities. However, there are also a few studies 
that have found positive impacts of liquidity on the financial decisions, such as Pahuja and Sahi (2015). Based on the results 
found in most previous studies, the author proposes the following hypothesis: 
 
H2: Liquidity (LIQ) negatively affects financing decision (FD). 
 

2.3. Impact of tangibility on financing decisions 
 

As tangible fixed assets increase, the firms tend to increase the liabilities to take advantage of the tax shield benefits, which is 
consistent with the view of Jam-e-Kausar (2012), Chang et. al. (2014), Wahab and Ramli (2014), Cevheroglu-Acar (2018). 
However, Chechet et al. (2013), Acaravci (2015), Windayu (2016), and Li and Islam (2019) argue that tangible fixed assets can 
negatively impact the financial decisions. Accordingly, when tangible fixed assets increase, the firms often restrict the use of 
liabilities to reduce the risk of bankruptcy due to the burden of liabilities. In emerging economies, short-term liabilities have 
accounted for a major proportion of total loans. Therefore, the firms in these economies tend to restrict the use of liabilities to 
invest in tangible fixed assets to limit the financial risks. Based on this basis, the author has hypothesized for this article as 
follows: 
 

H3: Tangibility (TANG) negatively affects financing decision (FD). 
 
2.4. Impact of firm growth on financing decisions 
 
The firms with high growth rates often need large amounts of capital to invest. This amount of capital can be mobilized from 
equity, or loans. Raising equity can take a long time because the procedure for issuing shares is complicated, which is clearly 
shown in the emerging economies. Therefore, the firms with high growth rates often seek financing from loans. With the decision 
to use the liabilities, the firms can mobilize a large amount of capital in a short time, avoiding missing out on potential business 
opportunities, but facing high financial risks is unavoidable. The positive impact of firm growth on financial decisions is also 
found in Chang et al. (2014), Sutomo et al. (2019). Therefore, the hypothesis is given by the author as follows: 
 

H4: Firm growth (GROWTH) positively affects financing decision (FD). 
 

2.5. Impact of firm size on a financing decision 
 
Large-sized firms are more likely to access capital from credit institutions than small firms. As a result, large firms often borrow 
more. In other words, firm size can positively impact financial decisions. This was also found in several empirical studies, such 
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as Moosa and Li (2012), Shah and Jam-e-Kausar (2012), Chechet et al. (2013), Aggarwal and Singh (2014), Chang et al. (2014), 
Wahab and Ramli (2014), Vuran et al. (2017), Li and Islam (2019), Sutomo et al. (2019). In addition, there is still a small number 
of studies suggesting that large firms should still prefer to use equity (i.e. restricting liabilities), such as Acaravci (2015). 
Therefore, most previous studies have suggested that firm size has a positive impact on financial decisions. Therefore, the author 
proposes the hypothesis for this article as follows: 
 

H5: Firm size (SIZE) positively affects financing decision (FD). 
 
3. Methodology 
 
The study data is collected from the financial statements of 110 manufacturing firms listed on Vietnam's stock market. Data was 
collected during 2011-2018. This article focuses on the determinants of financial decisions of manufacturing firms in Vietnam. 
To do this, the author will use the Generalized Method of Moment (GMM) to estimate the study model to ensure that the 
estimation results can control potential endogenous and overcome theregression hypotheses which are violated (Bui, 2020b, 
2020c, 2020d; Doan, 2020a, 2020b; Doan & Bui, 2020). Based on the results of previous studies, the author has measured 
financing decision (FD) through the ratio of total liabilities and total assets. The variables affecting financing decision (FD) are: 
profitability (ROA), liquidity (LIQ), tangible fixed assets (TANG), firm growth (GROWTH), firm size (SIZE). Therefore, the 
proposed study model has the following equation: 
 

FDit = β0 + β1 ROAit + β2 LIQit + β3 TANGit + β4 GROWTHit + β5 SIZEit + εit 
  
Table 1  
Summary of variables in the study model 

Variable name Code Method of calculation 
Dependent variable 

Financing decision FD Total debt / Total assets 
Independent variables 

Profitability (Return on Assets) ROA Profit after tax / Total assets 
Liquidity LIQ Current assets / current liabilities 
Tangibility TANG Fixed assets / total assets 
Firm growth GROWTH Sales / Sales 
Firm size SIZE Natural logarithm of total assets 

 
4. Results 
 
First of all, the author analyzes the autocorrelation in the study model. This result is described in Table 2 below. 
 
Table 2 
Results of autocorrelation analysis in the study model 

 FD ROA LIQ TANG GROWTH SIZE 
FD 1.000      
ROA -0.488 1.000     
LIQ -0.595 0.255 1.000    
TANG -0.043 -0.052 -0.140 1.000   
GROWTH 0.018 0.003 -0.009 0.025 1.000  
SIZE 0.220 -0.127 -0.151 0.219 0.088 1.000 

 
The results of autocorrelation analysis show that FD correlates negatively with ROA, LIQ, and TANG. Meanwhile, GROWTH 
and SIZE positively correlated with FD (Table 2). 
 
Table 3 
Test of study model 

Multicollinearity test Modified Wald test Wooldridge test Variable VIF 
ROA 1.08 

chi2 (110) = 1.1*105 

Prob>chi2 = 0.000*** 
F(1, 109) = 44.745 
Prob>F = 0.000*** 

LIQ 1.10 
TANG 1.06 
GROWTH 1.01 
SIZE 1.08 

Mean VIF = 1.07 
Note: *** indicates significance at the 1% level. 
 
Table 3 shows that the multicollinearity in the study model is considered to be not serious, because the mean VIF <10. However, 
the study model has theheteroscedasticity and autocorrelation with 1% significance level. Therefore, the estimation results based 
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on the basic methods on tabular data are no longer reliable. To overcome this problem, the author will use the GMM method to 
estimate the study model to obtain the best results. 
 
Table 4  
Results of study model estimation 

Dependent Variable: Financing decision (FD) 
FD Pooled OLS FEM REM GMM 

Constant 0.490*** -0.278*** 0.040 0.645*** 

ROA -1.135*** -0.678*** -0.778*** -1.069*** 

LIQ -0.051*** -0.021*** -0.023*** -0.081*** 

TANG -0.156*** -0.161*** -0.176*** -0.265*** 

GROWTH 0.001 0.002 0.002 0.047 
SIZE 0.046*** 0.167*** 0.114*** 0.034* 

R-squared 50.97% 39.43% 38.39% ---- 
Significance level F(4, 874) = 181.74 

Prob>F =  0.000*** 
F(5, 765) = 99.62 
Prob>F =  0.000*** 

Wald chi2(5) =  546.45 
Prob>chi2 = 0.000*** 

Wald chi2(4) = 1086.10 
Prob>chi2 = 0.000*** 

F test F(109, 765) = 28.89 
Prob>F = 0.000*** 

Hausman test chi2(5) = 63.67 
Prob>chi2 = 0.000*** 

Arellano-Bond test for AR(2) in first differences z = -0.10 
Pr>z = 0.919 

Sargan test chi2(5) = 7.66 
Prob>chi2 = 0.197 

Note: *, ** and *** indicate significance at the 10%, 5% and 1% level, respectively. 
  
Table 4 shows that, in the basic methods, the Fixed effects model (FEM) analysis method is more suitable because F test and 
Hausman test are statistically significant at the 1% significance level. However, the study model has heteroscedasticity and 
autocorrelation. Therefore, the author will use the results of estimating GMM study model to ensure the most optimal study 
results. Accordingly, the results of the study model estimation are significant at 1%. And also, Sargan test and Arellano-Bond 
test for AR (2) in first differences are suitable. Therefore, the results of estimating the study model according to GMM method 
are suitable and usable. Therefore, FD is negatively affected by ROA (β = -1.069), LIQ (β = -0.081), TANG (β = -0.265) with 
1% significance level. And also, SIZE has a positive impact (β = 0.034) on FD with a 10% significance level. In this article, the 
author has not found a statistically significant impact of GROWTH on FD. Based on this basis, the results of estimating the 
study model have the following equation: 
 

FDit = 0.645 - 1.069 ROAit - 0.081 LIQit - 0.265 TANGit + 0.034 SIZEit + εit  
 

 
Fig. 1. Study model results 

Table 5  
Results of hypothesis testing 

Hypothesis Results 
H1 Accepted 
H2 Accepted 
H3 Accepted 
H4 Rejected 
H5 Accepted 
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- Impact of profitability (ROA) on financing decision (FD): The author has found the negative impact of ROA on FD. This 
shows that, when profits increase, the firms can choose to use retained earnings to reinvest, meaning to limit the use of liabilities. 
With the use of capital from retained earnings, the firms will easily raise capital in a short time, with low capital cost. Moreover, 
the firms also limit the risk of increased financial risks due to the use of loans. This result is also consistent with most previous 
studies: Shah and Jam-e-Kausar (2012), Chechet et al. (2013), Chang et al. (2014), Wahab and Ramli (2014), Acaravci (2015), 
Windayu (2016), Vuran et al. (2017), Cevheroglu-Acar (2018), Li and Islam (2019), Sutomo et al. (2019). 
 
- Impact of liquidity (LIQ) to financing decision (FD): The study results show that LIQ has a negative impact on FD. This 
result is consistent with the previous views of Moosa and Li (2012), Wahab and Ramli (2014), Cevheroglu-Acar (2018). 
Accordingly, the firms with high liquidity are more active in paying short-term liabilities. On the other hand, with a large amount 
of working capital, these firms often restrict borrowing. 
 
- Impact of tangibility (TANG) on financing decision (FD): The author has found the negative impact of TANG on FD. This 
impact is also found in the study of Chechet et al. (2013), Acaravci (2015), Windayu (2016), Li and Islam (2019). In Vietnam, 
short-term liabilities account for a major proportion of total loans. If the firms use this short-term loan to invest in tangible fixed 
assets, they will face many risks. Therefore, these firms often use equity to invest in tangible fixed assets. 
 
- Impact of firm size (SIZE) on financing decision (FD): Study results show that SIZE has a positive impact on FD. This 
shows that large firms often borrow more. Because firms often have many favorable conditions when accessing loans. This 
result is also consistent with the previous views of Moosa and Li (2012), Shah and Jam-e-Kausar (2012), Chechet et al. (2013), 
Aggarwal and Singh (2014), Chang et al. (2014), Wahab and Ramli (2014), Vuran et al. (2017), Li and Islam (2019), Sutomo 
et al. (2019). 
 
5. Conclusion 
 
This article has achieved its objectives when determining the determinants of financial decisions of manufacturing firms in 
Vietnam. Accordingly, the financial decisions are negatively affected by profitability, liquidity, and tangibility. In addition, the 
author found the positive impacts of firm size on financial decisions. Based on the results of this study, firm managers will have 
a reliable basis for making reasonable financial decisions. Moreover, the results of this study are empirical evidence of 
manufacturing firms in an emerging economy. Therefore, the author's findings will be of reference value and important for other 
emerging economies in the world. 
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