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Abstract. This paper considers the international trade effect in the relationship between financial leverage 

and firm performance. It find out the answer to whether the impact of the financial leverage on 

internationally - oriented firms are stronger than on domestically – oriented ones. The paper use ordinary 

least squares, two - stage least squares and generalized method of moments to analyze data sample 

consisting of 107 enterprises in the period 2007-2015. Research results show that the international trade 

affects negatively the relationship between financial leverage and performance in Vietnamese firms. The 

effect of financial leverage in internationally - oriented firms are more than in domestically – oriented 

firms. Besides, other factors such as Vietnam’s interest rate, firm age, and firm size also affect negatively 

on firms’ performance. However, economic growth factor has a positive impact on the increase of assets’ 

return. In addition, the research points out that the large scale of business will offset the negative effects 

of financial leverage on performance. 
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1 INTRODUCTION  

Financial leverage is formed when a company decided to buy property or to invest by debt with the 

purpose of increasing profitability. However, financial leverage is the double edge blade knife, just as a 

positive tool for amplifying net profit, at the same time, as a negative tool that causes higher financial 

risk. The success or the failure of every company depends on choosing capital structure. This will 

increase or reduce the financial risk. Reviewing and analyzing the use of financial leverage in Vietnam 

has important implications for managers in the direction and mobilization of resources for Vietnamese 

business. The specific evidence in 2008 and earlier 2009, Vietnam suffered the global financial crisis 

from the United States of America. Vietnamese stock market was in dismal state, in which investors were 

not well-off capital in that time. In this situation, the Government of Vietnam launched the economic 

stimulus package on March 2009. Many securities firms accepted the financial leverage ratio up to 50%, 

even some securities companies offered loans from 60%-80% for their big customers. As the results of 

that, Vietnamese stock market had high liquidity by the sudden increase of investing cash flow into 

stocks. This movement of government not only helps the securities firms have a strong breakthrough of 

brokerage market share, but also helps investors be more optimistic. 

Financial leverage is now not only applied to large enterprises in developed countries but also 

becomes popular to the small and medium enterprises in the country which is moving from a centralized 

economy to a market economy like Vietnam. In the process of strong globalization, most of Vietnamese 

companies also apply to the external funding policies to support business activities and amplify higher 

income for investors. In the past years, Vietnam has been participating in regional economic 

organizations such as WTO, ASEAN, APEC, and TPP, so, it is not astonishing when most enterprises in 

Vietnam are involved in import and export activities (also known as the internationally-oriented 

enterprises). Besides, Vietnam still has domestically-oriented enterprises which is not involved in import-

export operations, only produce and distribute products in domestic market. 

The big question is whether the internationally-oriented enterprises use financial leverage more 

effectively than the domestic-oriented enterprises. The research of funding policy in these enterprises 

plays an important role in improving their performance in the future. In Vietnam, there are some paper 

about the impact of financial leverage on enterprises’ performance, such as [1] researched on the 

relationship between growth opportunities and financial leverage in Vietnam, [2] tended to financial 
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leverage, corporate growth and financial strength of the listed companies on Ho Chi Minh City securities 

trading center, [3] also assessed the situation of using leverage in non-financial enterprises listed in 

Vietnam, and so on. However, these researches haven’t clarified about the influence of international trade 

on the relationship between financial leverage and performance. That motivates us to implement the 

topic. 

Interestingly, our paper shows that the negative effects of financial leverage on the performance of 

international – oriented firms will be more powerful than the one of domestic – oriented firms, but if the 

greater scale of business will help to reduce the negative impact for Vietnamese firms. We also notice that 

the Vietnamese firms are still quite nascent, and being in the early stage of reaching international markets. 

Therefore, it is unavoidable the fierce competition on the global environment, arising in transaction costs 

and management, and market fluctuations. These things, sometimes, increase the real burden than as a 

good opportunity for businesses in the short term. 

This research brings a new perspective on the business development orientation, in which, the 

participation in export - import activities related to external funding policy will influence on the business 

outcome. It contributes to help managers have better understand about the influence of international 

activities, and then, make the right decision on funding policy to bring good growth results for their 

business in the future. This research is regarded as the first step, open a new direction for further research 

on this issue. 

The paper is divided into five sections. First, we review other papers related on the impact of 

financial leverage and internationalization on firm’s performance. Second, we build up the model and 

then, present the analysis of regression results in section four. Finally, we come to conclusion and give 

policy implications. 

2 LITERATURE REVIEW 

2.1 The impact of financial leverage on performance  
 

[4] said that leverage has positive impact on the enterprise performance.  However, [5] showed that 

the changes in financial leverage affect negatively on stock profits. Similarly, [6] showed that reducing 

the use of financial leverage will bring better results for business. [7] also provided the empirical evidence 

to support for the negative relationship between financial leverage and performance. Besides, the neutral 

standpoint of [8] pointed out that the change in leverage doesn’t affect performance.  

Some papers also show the impact of financial leverage on performance is not significant. A typical 

example, [9] showed that the positive relationship will exist at the certain point of financial leverage and 

beyond that critical threshold is the negative effect. In addition, financial leverage is also related to 

enterprises’ growth in the future. For example, [10] said that financial leverage has positive influence to 

the growth of companies in the future. However, there are still some mixed views around the problem. 

The impact of financial leverage on performance is also studied in developed and developing 

countries. For example, [11] showed the positive relationship in Russia. However, [12] found out the 

negative effect of debt on firm performance in Romani. The same results of [12] is also found in [13] 

which is conducted in Pakistan, and [14] in Kenya. [15] gave a different conclusion when implementing 

in 170,013 private firms in Thailand. The effect depends on firm’s size which is positive for small firms 

and negative for large firms.  

In summary, we can see clearly three main views about the relationship between financial leverage 

and performance, that is: (i) the reverse relationship between them; (ii) the positive relationship between 

them; (iii) no relationship between them. 
 

2.2 The impact of internationalization on performance 
 

When many developed and developing countries in the world are moving toward expanding 

globalization, enterprises in these countries have become the main driving force of this process. Thus, 

many researchers have implemented experimental researches revolved around the relationship between 

internationalization and firm’s performance. However, the answer is still relatively vague due to the 

differences between the results of previous researches. 
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The views of [16], [17], [18], [19] are that the internationally - oriented companies, engaged in 

import and export activities will enjoy the benefits from the internationalization, so their performance is 

often better than domestic enterprises. Over times, the process of internationalization helps enterprises 

access to external funding such as the resources of knowledge that they might not have before. [20] argue 

that the knowledge resources (for example, technology, marketing, and management skills) as well as the 

available assets and capital have the significant and positive impact on the growth of multinational 

companies. [21] also provided extremely persuasive empirical evidence to prove that when companies had 

the ability to penetrate export markets, they will improve their performance in the future. In addition, [22], 

[19], [23] also said that the internationalization will positively influence to enterprises’ performance. 

However, it should be noted, recently, the research of [24] also has been attended as it gives the view that 

the leverage rate of the multinational companies is not significantly lower than the one of domestic 

business after controlling the characteristic variables of multinational companies. 

On the other hand, some other scholars argue that the process of internationalization caused a 

negative impact on the performance of business. According to [25], and [26], enterprises participating in 

international markets must face many disadvantages such as the fierce competition, transaction costs, 

management problems, market fluctuations and the diversity of culture and preferences.  

Besides, some researches also give reason explaining for the negative effect in the internalization 

process. [27] showed that the relationship between internalization and long – term performance has 

inverted U sharp when they conducted research in the developed country – Spanish. They pointed out that 

technology can speed up long – term performance in the first stage, but the experience of international 

business can flatten it. [28] showed the important role of social networks and dynamic internationalization 

capabilities in the performance of SMEs in low – tech countries. They confirmed that these factors give 

positive effects on the international performance of enterprises. Another research of [29] is conducted in 

Korean SMEs. They also realized that some factors like technological resources, executives’ managerial 

capabilities and subcontracting customer networks will help to enhance exports in these companies. [30] 

showed that foreign technology and professional services have positive effects on firm performance in 

India. However, these effects are dependent on size, growth and slack resources. Interestingly, they found 

that offshore outsourcing give more positive affect in small firms with high growth rate and financial 

slack than in large firms. Therefore, the effect of internalization on firm’s performance is also dependent 

on its characteristics and high quality human resources  [31].  

[32] also implemented the research about the relationship between the process of internationalization 

and the performance of manufacturing enterprises from 2007 to 2012 in Vietnam. The research results 

showed an S-shaped relationships between internationalization and performance with three different 

stages. First stage, decreasing the initial performance can come from the legal barriers, insufficient market 

knowledge and the initial costs of the process of international integration. Second stage is the 

improvement of enterprises’ performance. The costs of globalization process is gradually being offset by 

the greater benefits after expanding business market and achieve scale economics. Then, the performance 

still falls back at the higher level than the benefit form internationalization. This proves that transaction 

costs, management as well as market diversity are out of control when the internationalization transcends 

the optimal threshold. 

Briefly, these authors have just given evidence of the relationship between financial leverage and 

performance or the internationalization effect on performance. These studies still haven’t clarified the 

interaction between these three problems by quantitative methods. With the above arguments, the 

relationship between leverage and performance can be different between domestic-oriented companies 

and international-oriented companies. This puts a big question whether the international trade would 

influence negatively on the relationship between financial leverage and performance. To overcome the 

limitations, this paper will demonstrate clearly the relationship between financial leverage, 

internationalization and performance for non-financial companies listed on Vietnam's stock trading floor. 
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3 METHODOLOGY 

3.1 Data  
 

The data of 107 Vietnamese non-financial companies are collected from audited financial reports in 

the period 2007-2015, all lumped into 963 observation data set. Macroeconomic variables are retrieved 

from the State Bank of Vietnam and the International Monetary Fund (IMF). 
 

3.2 Model 
 

Our paper will assess the influence of internationalization process on the relationship between 

financial leverage and performance. It is expected to clarify the difference between the performance of the 

domestically-oriented and internationally-oriented enterprises in 2 steps.  

In the first stage, the paper regresses the following model to retrieve the expected financial leverage 

values: 

 
LEVi,t = 𝜷0 + 𝜷1*INTt + 𝜷2*GDPt+ 𝜷3*AGEi,t+ 𝜷4*SIZEi,t + 𝜷5*TANGIBILITYi,t + 𝜷6* INDi,t + εi,t (1) 

 

Where:  

- TANGIBILITYi,t: the ratio of the net fixed assets on total assets of company i in year t. 

- INTt: the average of Vietnamese base interest rate in year t. 

- GDPt: the growth of total domestic product in year t. 

- AGEi,t: the age of company i is measured by the logarithm of the number of years since the 

company was established. 

- SIZEi,t: company size is measured by using the logarithm of the total assets of company i in year t. 

- INDi,t: a set of dummy variables according to industry sector. 

- LEVi,t: the ratio of total liabilities on total assets  

In the second stage, the expected value of financial leverage in equation 1 will be used as a variable 

to test how the leverage impacts on performance, based on the following regression model: 

 
ROAi,t =  𝜷0 + 𝜷1* INTt + 𝜷2 *GDPt + 𝜷3 *AGEi,t+ 𝜷4 *SIZEi,t + 𝜷5 *IVLEVi,t + 𝜷6* INDi,t + εi,t  (2) 

 

Where: 

- IVLEVi,t: the expected value of financial leverage for company i in year t. 

- ROAi,t: the representative variable for the performance of company i in year t is measured by the 

ratio of profit after tax on total assets. 

To test whether the impact of leverage on performance in internationally-oriented companies is 

stronger than domestically-oriented companies, we estimate the following model: 

 
ROAi,t =  𝜷0 + 𝜷1* INTt + 𝜷2 *GDPt + 𝜷3 *AGEi,t+ 𝜷4 *SIZEi,t + 𝜷5 *IVLEVi,t + 𝜷6 *IVLEVi,t*INTERi,t + 

𝜷7* INDi,t + εi,t   (3) 

 

Where: 

- INTERi,t: Binary variables have value 1 for internationally-oriented companies (companies 

involved with import activities, export activities or both) and value 0 for domestically-oriented 

companies. 

A problem encountered in this study is endogenous variable LEV in the equation (2). To control this 

problem, the paper used instrument variable TANGIBILTY based on Vithessonthi and Tongurai (2015) 

[15]. Besides, GDP and base interest rate variables can be impacted by each other. Therefore, OLS 

estimate is no longer consistent, so, GMM (Generalized Methods of Moments Estimators) and 2SLS (two 

Stage Least of Square) are the appropriate methods used to estimate in this paper. 

The paper is followed these steps: 

 Step 1: testing whether LEV is endogenous or not by regression equations (1) and create 

residuals e. Then, we regress equation (2) with e. Finally, we test hypothesis H0: e = 0 (LEV is 
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not endogenous) and H1: e ≠ 0 (LEV is endogenous). If LEV was endogenous, we would use 

TANGIBILTY as an instrument variable and run 2SLS and GMM models to overcome. 

 Step 2: Creating IVLEV variable by regressing equation (1) and create IVLEVINTER = 

IVLEV * INTER   

 Step 3: Estimating the pools OLS, 2SLS and GMM for equations (2) and (3). 

 

4. RESULTS 
 

4.1 Descriptive statistics and diagnostic tests 

Table 1: Descriptive statistics of the variables in the model. 

Variables Obs Min Mean Max 
Standard 

deviation 

ROA 963 -0.65 0.09 1.58 0.12 

LEV 963 0 0.42 0.93 0.23 

LNAGE 963 0 2.82 4.14 0.72 

SIZE 963 23.22 26.95 35.76 1.62 

TANGIBILITY 963 -0.71 0.2 2.17 0.19 

Source: calculated by the authors 

As we can see, the debt ratio of the Vietnamese non-financial enterprises is about 42% on average, 

however, the disparity between these companies on the sample in fairly large, in which the maximum 

debt ratio is approximately 93% and the minimum is approximately 0%. The scale of enterprises in the 

sample are also quite homologous, the difference between the max and min values is not high. The 

remaining variables show the large gap between the smallest and largest values. The below table will 

demonstrate that the correlation between these variables is rather small. 

Table 2 : The correlation matrix of variables 

 ROA LEV LNAGE SIZE TANGIBILITY 

ROA 1     

LEV -0.3236 1    

LNAGE -0.0068 -0.0566 1   

SIZE -0.0449 0.1049 0.0309 1  

TANGIBILITY 0.0121 -0.0443 -0.0359 0.0388 1 

Source: calculated by the authors 

 

Next, we will run endogenous test for LEV variable. The paper will retrieve residuals from equation 

1 which expresses expected financial leverage, then continue to regress the residuals in equation 2 to test 

endogeneity for financial leverage variable. These pre-estimations is to ensure the consistence of research 

results. The results of the regression equation (2) with residuals is as table 3. 

As we can see, e = 0.6245   0 and p value = 0.08 <10%, so we accept H1: LEV is endogenous. 

Next, we also conduct multi-collinearity test. Based on the VIF criteria in the following table, VIF < 10 

indicates the variables are completely independent with each other, which is suitable for regression in the 

model. The table result is as table 4. 
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Table 3: The results of endogeneity for expected financial leverage 

ROA Coef Std.Err T P >|t| 95% Conf. Interval] 

INT -0.9671876 0.3939058 -2.46 0.014 -1.740208 -0.194167 

GDP 0.2354325 0.4271436 0.55 0.582 -0.602816 1.073681 

LNAGE -0.0112116 0.0069497 -1.61 0.107 -0.02485 0.0024268 

SIZE 0.0104202 0.0065951 1.58 0.114 -0.002522 0.023606 

LEV -0.7944708 0.3561192 -2.23 0.026 -1.493337 -0.0956 

IND 0.0000748 0.000442 1.69 0.091 -0.000012 0.00016 

E 0.6245368 0.3562223 1.75 0.080 -0.074532 1.32306 

Constant 0.2280352 0.079328 2.86 0.004 0.0715634 0.384507 

Obs 963 

0.1076 

17.58 

0.000 

Adj. R-sq 

F test 

P value 

Source: calculated by the authors 

Table 4: Results of multicollinearity test 

Variables VIF 1/VIF 

SIZE 1.08 0.928151 

LNAGE 1.07 0.973937 

GDP 1.03 0.974852 

LEV 1.02 0.977103 

INT 1 0.999216 

 

4.2 The impact of financial leverage to performance 

In table 5, columns 1 and 2 presents OLS regression result. Column 3 presents the results of first-

stage regression. Columns 4 and 5 present the results of second stage using TANGIBILITY as an 

instrument variable. Besides, the research also use Arellano-Bond test with AR (1) and AR (2), and 

Sargan test to ensure the fitness of the model. The results in columns 6 and 7 show that there are no 

autocorrelation level 2 in residuals and instrument variables are suitable which is expect to give reliable 

regression results in the models.  

The results in 1-2 and 6 columns of table 5 show that regression coefficient LEV brings negative 

sign and has statistical significance (p value < 1%). It means that financial leverage has a negative impact 

on the performance of the Vietnamese enterprises in the period 2007-2015. This result is also consistent 

with the views of [33], [24], [8], [34]. The authors argue that using low leverage level will improve the 

results of business. 

In column 7, the coefficient of variable LEV(IVLEV)*INTER brings negative sign and statistical 

significance. It means that the internationalization has a negative effect on the relationship between 

financial leverage and performance. In a related study [34], they insisted that the internationalization 

influences negatively the return on assets of export companies in India. Besides, the paper continues to 

check the robustness of the results research, aimed to demonstrate clearly the effects of 

internationalization on the relationship between financial leverage and performance. Therefore, we 

separate our research sample into two samples: domestic-oriented companies and international-orientated 

companies to study the relationship for both these companies. 
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Table 5: The effect of financial leverage on firm’s performance 

Variables 

(1) (2) (3) (4) (5) (6) (7) 

OLS OLS IV-2SLS IV-2SLS IV-2SLS GMM GMM 

    First stage 
Second 

stage 

Second 

stage 
    

INT -0.688** -0.688* -0.444 -0.676* -0.621* -0.797*** -0.736*** 

(0.312) (0.312) (0.718) (0.398) (0.377) (0.240) (0.236) 

GDP 0.605 0.601 -0.639 0.622 0.718* 0.558* -0.469 

(0.398) (0.396) (0.740) (0.446) (0.387) (0.303) (0.016) 

LNAGE -0.003 -0.003 -0.019* -0.002 0.002 -0.099*** -0.083*** 

(0.009) (0.010) (0.010) (0.009) (0.008) (0.016) (0.016) 

SIZE 0.000 0.000 0.017*** -0.001 -0.003 -0.016*** -0.012* 

(0.003) (0.003) (0.005) (0.007) (0.003) (0.006) (0.006) 

LEV (IVLEV) -0.171*** -0.175***  -0.144  -0.390***  

(0.019) (0.022) (0.381) (0.101) 

LEV(IVLEV)*INTER  0.007   -0.039  -0.415*** 

(0.012) (0.107) (0.111) 

TANGIBILITY   -0.051     

(0.038) 

Constant 0.203*** 0.205***  0.202** 0.186**   

(0.078) (0.078) (0.081) (0.084) 

Number of observations 963 963 963 963 963 963 963 

Adj. R-sq 0.106 0.105 0.019 0.103 0.023 0 0 

BIC -1435.919 -1429.229 -110.298 0 0 0 0 

RSS 12.075 12.073 47.832 12.109 13.194 0 0 

Arellano - Bond test AR (1)     -4.12 -4.11 

P-value     (0.000) (0.000) 

AR (2)     -1.94 -2.17 

P-value     (0.281) (0.319) 

Sargan test      32.37 31.58 

P value           (0.399) (0.437) 

 

Symbol ***,**, and * denote significance at the 1%, 5% and 10% level. 

 

4.3 The impact of financial leverage on performance in domestic-oriented firms and international-

oriented firms 

 

In Table 6, GMM estimation results for domestically-oriented companies shows that coefficient LEV 

brings negative sign and has statistical significance (p value < 1%). This means that financial leverage 

increase will bring a decline in return on assets, similar to the results of [15]. Beside, in columns 6, the 

financial leverage also has a negative impact to the performance of internationally-oriented firms. 

However, the absolute value of regression coefficient LEV in column 5 (0.09) for domestically-oriented 

firms is smaller than the absolute value of LEV in column 6 (0.23) for internationally-oriented firms. This 

shows that the negative impact of financial leverage in internationally-oriented firms will larger in 

domestically-oriented firms. This result is consistent with several studies such as [34], [35]. These authors 

claim that there is a negative linear relationship between internationalization and performance. The 

increase of international strategy will get a declining achievement in the future. Besides, the research also 

use Arellano-Bond test with AR (1) and AR (2), and Sargan test to ensure the fitness of the model. The p-

value of AR(2) tests are 0.631 and 0.405 that mean we cannot reject null hypothesis. We also conduct 

over - identifying restrictions test through Sargan test. The results in columns 5 and 6 show that there are 

no autocorrelation level 2 in residuals and instrument variables are suitable which is expect to give 

reliable regression results in the models. 
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Table 6: The estimation results of domestic-oriented firms and international-oriented firms 

Variables (1) 

First stage 

(dependent  

variable= 

LEV) 

Domestically-

oriented firms 

(2) 

First stage 

(dependent  

variable= 

LEV) 

Internationally

-oriented firms 

(3) 

Second stage 

(dependent  

variable = 

ROA) 

Domestically-

oriented firms 

(4) 

Second stage 

(dependent  

variable = 

ROA) 

Internationally

-oriented firms 

(5) 

GMM 

Domestically-

oriented firms 

(6) 

GMM 

Internationally

-oriented firms 

INT -0.451 -0.452 -0.6 -0.694 -0.586*** -0.785** 

 

(1.251) (0.86) (0.369) (0.582) (0.168) (0.35) 

GDP -0.079 -1.031 0.044 0.955 -0.14 -0.856** 

 

(1.3) (0.885) (0.359) (0.748) (0.212) (0.422) 

LNAGE -0.025 -0.016 -0.02** 0.007 -0.006 -0.193*** 

 

(0.018) (0.013) (0.010) (0.012) (0.01) (0.027) 

SIZE 0.011 0.017*** 0.002 -0.004 -0.024*** 0.003 

 

(0.009) (0.005) (0.004) (0.008) (0.004) (0.008) 

LEV  

(IVLEV) 

 

-0,126 -0.090 -0.090*** -0.23*** 

   

(0.313) (0.476) (0.024) (0.044) 

TANGIBI

LITY -0.054 

     

 

(0.054) 

     Constant 0.278 0.049 0.184* 0.230* 

  

 

(0.288) (0.184) (0.100) (0.138) 

  No of obs 359 604 359 604 359 604 

Adj. R-sq 20.023 26.843 1.534 10.68 

  Arellano - 

Bond test AR (1) 

   

-2.82 -3.47 

 

P-value 

   

(0.005) (0.001) 

 

AR(2) 

   

-0.14 -1.85 

 

P-value 

   

(0.631) (0.405) 

Sargan test 

   

19,68 48.58 

P-value 

    

(0.942) (0.407) 

 

Symbol ***,**, and * denote significance at the 1%, 5% and 10% level. 

 

A more reasonable explanations about the reverse relationship of the two factors was proposed by 

[35]. They said that the costs of production expansion, investing in foreign markets are greater than the 

benefits achieved in the future. Therefore, the authors believe that internationalization will decrease in the 

rate of profit on total assets. 

Besides, some authors like [36], and [37] argued that the relationship between internationalization 

and performance are reverse U-shaped. This asserts that in the early stages of the internationalization, the 

benefits get higher than all the production costs. However, after that period, costs will increases that make 

enterprises’ performance declined. 

In addition, [36] also provides the explanation for the negative relationship between 

internationalization and performance in emerging markets. They said that the first phase of international 

expansion provides enterprises with more opportunities for investment and development. It’s easy to 

exploit potential resources from companies in foreign country. However, due to continued expansion, an 

increase in transaction costs led to a decline in manufacturing activity. So, the curve will show a slope up 

(positively) initially and then bent down (negative) on a later stage. 
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To strengthen the hypothesis: internationalization influences the relationship between financial 

leverage and performance, we continue to divide the sample, based on total assets to provide further 

results about the relationship of small and large enterprises. 
 

4.4 The impact of the financial leverage on performance by scale 

In table 7, four subsamples include small internationally - oriented firms, large internationally - 

oriented firms, small domestically - oriented firms, large domestically - oriented firms. The results show 

that the negative effect of financial leverage to the performance of small domestically-oriented firms (β 

=|-0083|) is approximate to large domestically-oriented firms (β =|-0.08|). This result is consistent with 

[15] 

Also, we found that the negative effect in small internationally-oriented firms (β =|-0443|) is larger 

than in large internationally-oriented firms (β =|-0162|). This results are similar to [16], [20], [21], [19], 

and [23]. They explained that the international companies can take advantage of large scale to reduce 

negative effects on relationships between the leverage and performance.  

The sign of the relationship between leverage and firm’s performance does not still change when we 

consider four subsamples. It confirms the robustness of research’s results. Besides, the research also use 

Arellano-Bond test with AR (1) and AR (2), and Sargan test to ensure the fitness of the model. The p-

value of AR(2) tests are larger than 0.01 that mean we cannot reject null hypothesis. We also conduct 

over - identifying restrictions test through Sargan test. The results show that there are no autocorrelation 

level 2 in residuals and instrument variables are suitable which is expect to give reliable regression results 

in the models.  

Table 7: GMM results for 4 subsamples 

 Small Domestic  

Firms 

Large Domestic 

Firms 

Small International 

Firms 

Large 

International 

Firms 

LEV -0.083*** 

(0.026) 

-0.08** 

(0.041) 

-0.443*** 

(0.072) 

-0.162*** 

(0.055) 

INT -0.259 

(0.185) 

-1.035*** 

(0.287) 

-0.677 

(0.431) 

-0.979* 

(0.529) 

GDP -0.212 

(0.239) 

0.120 

(0.363) 

-0.759 

(0.537) 

-0.203 

(0.651) 

LNAGE -0.015 

(0.013) 

0.004 

(0.015) 

-0.056 

(0.040) 

-0.322*** 

(-0.040) 

SIZE -0.024*** 

(0.007) 

-0.027 

(0.006) 

-0.001 

(0.027) 

0.010 

(0.009) 

Oberservation number 165 154 247 290 

Adj. R-sq 0 0 0 0 

Arellano - 

Bond test 

AR(1) -2.27 -1.68 -2.77 -2,75 

P-value (0.023) (0.093) (0.006) (0.006) 

Arellano - 

Bond test 

AR(2) -0.76 -0.59 -0.69 -0,69 

P-value (0.278) (0.295) (0.493) (0.199) 

Sargan test 49,47 19.6 44.55 17.89 

P-value (0,318) (0.944) (0.468) (0.971) 

 

Symbol ***,**, and * denote significance at the 1%, 5% and 10% level. 
 

5. CONCLUSIONS AND POLICY IMPLICATIONS 

The research considers the effect of international trade on the relationship between financial leverage 

and performance. The results show that there are the negative effects of financial leverage on performance 

in the future. The paper keeps running the model with two subsamples. That are internationally - oriented 

firms, and domestically - oriented firms. The results are that the internationalization influences negatively 
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the relationship between financial leverage and performance for both domestic and international 

enterprises. The effect is stronger in internationally - oriented firms than in domestically - oriented firms. 

In addition, the research sample is also split into four subsamples which are: large domestically - 

oriented companies and internationally - oriented companies, and the small ones, to verify the effects of 

business scale on the relationship between financial leverage and performance, using GMM estimation 

methods. The results showed that the greater business scale will reduce negative effects of financial 

leverage on the performance of Vietnamese enterprises. 

This paper has brought the process of internationalization into financial management with the 

purpose of helping Vietnamese enterprises reasonably combine the internationalized strategy and capital 

resource management to increase corporate value in the future. The research results reveal that 

internationalization can bring many risks to business and causes a decline in firm’s performance. Its 

reasons can be as follow: 

One is increasing costs thus reducing business results [38]. The lack of understanding of foreign 

markets in the early stages of joining the internationalization brings significant risks which can reduce the 

profits of the business in the international market 

Two is increasing the internationalization can increase transaction costs and other costs of processing 

information, thus reducing the profits of the business [39]. 

Three is limited ability of managers to adjust the international environment that keeps creating a 

negative influence on the achievement of the company [40]. 

Four is that internationalization could lead to agency problems with available excess cash flow in the 

enterprises. The managers of these companies tend to invest the free cash flow in the project with the net 

present value (NPV < 0) to pursue their own interests [41]. 

Five is that the existence of an inverse relationship between firms’ performance and 

internationalization by rising the costs of goods and services diversity strategy that tends to be greater 

than the profits received in the future ([42] and [43]). 

From the above, we can see that the diversification of the international companies tend to use 

excessively their resources and the result is decline in the profitability of the business. Also, according to 

the results, Vietnamese enterprises should consider carefully the effectiveness of international business. 

Besides, we can see that Vietnamese enterprises haven’t really dominated the foreign markets, and they 

are still dependent on the goods and materials imported from overseas markets. That will brings more 

risks for the enterprises having high leverage ratio. 

Therefore, we can come to some implications for policymakers. For emerging markets like Vietnam, 

Governments should devise measures to create favorable conditions for SMEs in export. They can help 

SMEs reduce the costs of foreign market exploration companies by providing the quality information, or 

help them reduce advertising costs through promoting countries’ image to increase their comparative 

advantages, combining with appropriate tax and exchange rate policies. Besides, the quality of labor must 

also be improved through education and training to be able to compete on the international market. 

For enterprises, improving their internal resources is the key to succeed. They need to change the 

habits and the style of work of employees, improve their analytical skills and international business 

knowledge to adapt to the globalization process. Besides, the directors have to prepare themselves for best 

understanding the internal and external business situation to quickly adapt to the new changes, and 

prepare strategies to reduce risks.  
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