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Abstract

This study was conducted on financial data of 38 economic groups listed on Vietnam’s stock market for the period 2009 — 2019 and it aims
to provide an empirical evidence on the impact of working capital management policy on performance in all phases of the economic cycle
of Vietnamese economic groups. The study uses FGLS estimation method with 2 dependent variables ROA, GOP, independent variables
including INV, AR, AP, CCC, dummy variable representing different phases of the economic cycle, variables Control includes CAT, CR,
LEV, SZ, GR. Research shows that the greater the level of investment by companies in liquid assets corresponding to a certain level of
activity (shown by average days of inventory (INV), average days of collection. (AR), cash flow cycle (CCC)) the lower the rate of return
on assets. The study also provides additional evidence of the negative effects of economic crisis on the performance of economic groups.
The study also shows that the number of short-term asset cycles has a positive impact on operational efficiency, and the level of debt use
has a negative impact on operational efficiency. This result implies that the managers of economic groups can increase the efficiency of

businesses through a reasonable working capital policy.
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1. Introduction

Working capital management along with investment and
long-term funding decisions are the key financial decisions
of a business. Working capital policy, in theory, affects risks
and returns, thereby affecting the value of the business.
Horne and Wachowicz (2008) suggest that an extensive
liquid asset investment helps firms maintain good solvency
and ensure better expected returns, but the return is often not
high. Because a firm has to invest a lot of capital, and vice
versa, a tight working asset investment policy can bring a
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high rate of return but it comes with liquidity risk and great
uncertainty in returns is. expected.

Working capital management involves planning and
controlling the company’s current assets and short-term
liabilities. Firms can pursue different working capital policies
to achieve different levels of return and risk exposure,
managers need to consider the trade-off between expected
returns and risks before determining an optimal level of
working capital, which is the level of working capital that
maximizes the enterprise’s value, not the minimum working
capital.

The crises, with the most obvious sign of a sharp decline
in sales, limit the company’s revenue and margins, and
then affect working capital management. The 2008-2009
global economic downturn has brought a new perspective
on working capital management policy in companies.
Companies find that an unusual open economy has an impact
on their operations because it plays an important role in
product demand as well as in the financial decisions of firms.

Economic group is a company model for large-scale
enterprises operating in the economy of each country. The
formation and development of economic groups in Vietnam
stems from the need for development of enterprises in the
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market economy. Faced with competitive pressure, companies
tend to merge or link together into groups to improve their
competitiveness. However, notall economic groups can survive
and develop. Operational efficiency of economic groups has
always been an important issue that is currently a concern
for the interests and influence of economic corporations on
a country. Working capital management policy is one of the
important factors affecting the performance of businesses in
general and economic groups in particular.

This article aims to examine the relationship between
working capital policy and the performance of economic
groups in Vietnam through a study of economic groups listed
on the Vietnamese stock market, based on the financial data
for the period from 2009 to 2019.

2. Literature Review

Many empirical studies on the relationship between
working capital management and corporate performance
have been carried out in many countries. However, most
studies show an inverse relationship between profitability
and cash conversion cycle as well as inventory days and
collection periods. Research results also show that low-
paying companies tend to pay for purchases more slowly.
Some case studies can be mentioned such as by Deloof
(2003) who studied large Belgian companies for the period
1992 - 1996, Lazaridis and Tryphonidis (2006) studied 131
companies on the Athenian Stock Exchange for the period
2001-2004; Garcia-Turuel and MartinezSolano (2007)
studied Spanish SMEs for the 1996-2002 period; Dong and
Su (2010) studied 130 listed companies on the Vietnamese
stock market for the period 2006 - 2008.

Most studies were conducted to understand the
relationship between working capital management with
the profitability of enterprises. All studies choose the gross
profit ratio (Revenue - Cost of goods sold) / (Total assets
- Financial assets) as the representative for profitability;
average inventory period, average collection period, cash
flow cycle represent working capital policy; The variables
of size and financial leverage are often included as control
variables.

Currently, only a handful of studies have examined the
impact ofthe economic cycle on working capital management.
The case study was done by Merville and Tavis (1973),
the authors examined the relationship between corporate
working capital policy and the economic cycle. Several
studies have shown a link between working capital and
firm profitability in different phases of the economic cycle:
Enqvist et al (2014), Mielcarz et al. (2018), and Oseifuah
(2018). The results of the studies show that, in the financial
crisis, profitability has a significant negative relationship
with the collection period but positively correlates with the
inventory rotation period. After a period of financial crisis,

the relationship between returns and deadlines reverses and
becoming a positive one.

3. Research Method

3.1. Research Model

The research model construction is done on the basis of
the results of an overview of researches on similar topics
at home and abroad. In which, the variable representing the
performance of economic groups is measured by 2 indicators
of return on total assets (ROA) and rate of return on operating
assets (GOP) as used in a lot of other studies.

Model 1: ROA = B0 + B1 *INV + 2* AR + 3* AP
+ B4* CCC + B5* Dummy + f6* CAT
+B7* CR + B8* LEV + B,* SZ
+B,*GR+u

Model 2: GOP =0 + B1 * INV + 2 * AR + 3 * AP
+ B4 * CCC + 5 * Dummy
+B6 * CAT + p7 * CR + LEV
+B9 B8 **SZ+B10* GR +u

The following is a definition of variables in the model:

3.2. Data and Research Methods

Research data

The sample includes 38 economic groups listed on the
Vietnamese stock market: Hanoi Stock Exchange (HNX) and
Ho Chi Minh City Stock Exchange (HOSE) for the period
2009-2019. Statistical data is collected from the financial
statements of the companies.

Research methodology

The study used balance sheet data of 38 economic
groups for the period 2009-2019. Therefore, firstly
regression according to 3 methods for balance table data
are: the least squares method (pooled OLS), the estimation
method according to the fixed effects model (FEM) and the
estimation method. model of random effects (REM). Next,
to choose the appropriate estimation method for the research
data, tests will be performed such as: F test to choose
between pooled OLS and FEM, LM test (Breusch-Pagan
Lagrange Multiplier) between pooled OLS and REM, and
the Hausman test between FEM and REM.

However, the cointegration test and the variance test for
estimates according to the FEM and REM model in each case
give violation results on the phenomenon of cointegration and
the variance of variation change. Therefore, to overcome the
above problem, the author conducted an estimate according
to the FGLS model in order to achieve an efficient, stable
and unbiased estimate and reliable test results.
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Table 1: Synthesize how to calculate variables and expected signs in the model

No Variables Calculation Mark expected
1 ROA Profit after tax / Total assets Depgndent
variable

2 GOP (Revenue - Cost of goods sold) / (Total assets - Financial assets) D\?Sreigglznt

2 INV Logarit (Inventory / Cost of goods sold Average daily) -

3 AR Logarithms (Receivables / Average daily revenue) -

4 AP Logarithms (Payables / Average daily cost of goods sold) +

5 CCC INV + AR - AP -
Valuable is 1 in 5 years (2009-2013) when the Viethamese economy was

6 Dummy affected by the global economic recession; 0 in the years of economic -
recovery (2014-2019)

7 CAT Revenue / Short-term +

8 CR AssetsCurrent Assets / Short-term Liabilities -

9 LEV Liabilities / Total Assets -

10 SZ Logarithm (total assets) -1+

11 GR (Revenue year t - Revenue year t-1) / Revenue year t-1 -1+

4. Research Results

Table 2 presents the results of model 1 research with the
dependent variable ROA.

Multicollinearity test results show that the magnification
coefficient of VIF variance are <10, the model has no
multicollinearity phenomenon. The mean VIF is 2.98,
which indicates that the possibility of multicollinearity is
not significant. The White test indicates that the model has
heterogeneity (p-value <5%) and the Breusch and Pagan
Lagrangian Multiplier test for random effects results (Table 2)
rejected the null hypothesis that the Pooled OLS model was
appropriate. Following the results from the Hausman test
(P-value = 0.0014 <0.05), selecting the appropriate model
is FEM, the author proceeds to overcome the discovered
defects of the model by GLS method.

The empirical results of model 2 are shown in Table 3.
As the results of regression analysis show that the value of
VIF coefficient is less than 10, there is a multi-collinear
phenomenon. The maximum VIF is 2.98, which indicates
that the possibility of multicollinearity is not significant.

The White test indicates that the model has heterogeneity
(p-value <5%) and the Breusch and Pagan Lagrangian
Multiplier test for random effects results (Table 3) rejected the
null hypothesis that the Pooled OLS model was appropriate.
Following the results from the Hausman test (P-value =
0.2428> 0.05), selecting the appropriate model is REM, the
author proceeds to overcome the discovered defects of the
model by GLS method.

The model 1 regression results show that there is a
significant negative relationship between average days of
receivable (INV) and ROA, which is consistent with theory
and previous studies that if the average number of days
receivable is shorter then it means that the receivable is well
managed and rotates quickly, which increases the operational
efficiency of the economic groups. Research results also
show a statistically significant positive relationship between
average days payables (AP) and ROA, which is consistent
with the previous theories and studies. There exists a
positive relationship between the cash flow cycle (CCC) and
ROA, which is consistent with the theories and the previous
studies, the higher the cash conversion cycle, the faster the
cash flow, contributing to high performance of economic
groups. The research results have provided more evidence of
the impact of the economic cycle phases on performance, the
years affected by the economic crisis negatively affect the
performance of corporations and the economy. The results
also showed a statistically significant positive relationship
between ROA and short-term asset turnover (CAT) and
revenue growth (GR). Debt utilization (LEV) has a negative
relationship with ROA and is statistically significant. These
results are consistent with those of studies done previously
in other countries, such as the study of Deloof (2003); Ionnis
and Lazaridis (2006); Garcia-Turuel and MartinezSolano
(2007); Dong (2010), Enqvist et al (2014), Mielcarz et al
(2018), Pham et al. (2020), Oseifuah (2018) and Ngwenya
(2012), Pattiruhu and Paais (2020) show that ROA has a
positive and significant impact on dividend policy.
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Table 2: Regression results of model 1
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Table 3: Regression results of model 2

Note: (*), (**), (***) represent for the significant level at 1%, 5% and
10%, respectively.

Table 4 above is the results of model 2 regression, with
dependent variable is GOP. The sign of the coefficient of
variables AR, Dummy, CAT, LEV is similar to the results
of model 1. Ali and Faisal (2020) show that the debt-
equity ratio is not improving profitability, utilization of
resources of petrochemicals companies of Saudi Arabia.
The above results show a statistically significant negative
relationship between ROA and AR. This means that the
sooner economic groups collect money from customers,
the higher the profitability of economic groups, which is
also consistent with the theory and previous studies that
a credit policy tightening will increase profit margins for
economic groups as long as the policy does not cause a
loss of revenue. The effects of periods in the economic
cycle are similar to model 1. Besides, the cash flow cycle
has the same impact on the GOP but is not statistically
significant.

Regression coefficients Regression coefficients

Variable VIF Variable VIF

POLS FEM REM POLS FEM REM
INV 3.61| -0.00109 * | -0.00252 | -0.00303 INV 3.61| -0.000450 | 0.00873 -0.00830
AR 6.38| -0.0239 ** | -0.0156 | -0.0226 ** AR 6.38| -0.0540 *** | -0.00918 | -0.0254 **
AP 1.92| 0.00778 | 0.0128** | 0.00993 * AP 1.92| 0.00267 | 0.00828 | -0.000196
ccce 6.84| 0.0179* [-0.0000307| 0.00905 ccc 6.84| 0.0300 *** | -0.0117 0.0139
Dummy 1.19| 0.0173* | 0.00874 | 0.0160 ** Dummy 1.19| 0.0256 *** | 0.00118 0.00608
CAT 3.89 | 0.0214 *** | 0.0225 *** | 0.0192 ** CAT 3.89| 0.0525 *** | 0.0536 *** 0.0448
CR 1.52 [-0.00405 ***| -0.000254 | -0.00162 CR 1.52(-0.00395 *** | -0.000605 | -0.00148
LEV 1.76 | -0.170 *** | -0.225*** | -0.186 *** LEV 1.76| -0.213** | -0.213 *** -0.138
Sz 1.66 | **0.00567 | -0.00287 | 0.00529 Sz 1.66|-0.00000393 | -0.0191 *** | -0.00533
GR 1:04 | 0.00715** | 0.00398 | 0.00491* GR 1:04| -0.00789 * | -0.00393 | -0.00441
Cons -0.0512 0255 0.00578 Cons 0287 ** 0768 *** 0597***
N 403 403 403 N 403 403 403

0281 0201 0435 0365
R-sg- F (10, 392) | F (10.355) | Wald chi2 R-sq- F (10, 392) | F (10.355) | Wald chi2
significance = 15:36 =8.95 |(10)=97.42 significance =30.22 =20:42 |(10) =219.13
White test Chi2 (64) = 83:(5)319Pr0b> Chi2 = White test Chi2 (64) = 21362.3000 Prob> Chiz =
LM tes e bz 00000 | [Tt S abarz 2 0.0000
Hausman Chi2 (10) = 28.70 Prob> chi2 = Hausman Chi2 (10) = 12.67 Prob> chi2 =
test 0.0014 test 0.2428
prooldridge F(1,37)=11.970 Prob>F=0001 | |t "9 | |F(1,37)=80729  Prob>F =0.0000

Note: (*), (**), (***) represent for the significant level at 1%, 5% and

10%, respectively.

Table 4: GLS regression results of model

Variable Model 1 Model 2
(ROA) (GOP)
INV -0.00483 -0.0083
AR -0.0230™ -0.0254™
AP 0.00976™ -0.0002
CcCcC 0.0138™ 0.0139
Dummy - 0.00593" -0.00608"
CAT 0.0192™ 0.0488™
CR -0.00144 -0.00148
LEV -0.118 *** -0.138™
Sz 0.00216 -0.00533
GR 0.0054™ -0.00421™
cons 0.0469 0.393™

Note: (*), (**), (***) represent for the significant level at 1%, 5% and

10%, respectively.
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5. Recommendations and Conclusions

Liquid assets are an important part of generating profits
for economic groups, accounting for more than 60% of
total assets of listed companies for the period 2009 - 2019,
Likewise, the accounts payable are an important source of
funding for Vietnamese businesses in general and listed
economic groups in particular in underdeveloped capital
markets like Vietnam. Policy on investment and management
of liquid assets as well as use of payables have an important
impact on business performance.

This study has been performed on financial data of 38
economic groups listed on the Vietnamese stock market for
the period of 2009 - 2019 to provide an empirical evidence
of the impact of capital management policy and its working
efficiency in all stages of the economic cycle of Vietnamese
economic groups. Research shows that the greater the level of
investment by companies in liquid assets corresponding to a
certain level of activity (shown by average days of inventory
(INV), average days of collection. (AR), and the cash flow
cycle (CCC), the lower will be the rate of return on assets,
and conversely if the control on the working assets is good,
if the average number of days of inventory is shortened, then
days of collection and the cash flow cycle increases the return
on assets. On the other hand, a negative relationship between
the number of payable days (AP) and performance has been
observed, suggesting that firms with low performance are
more likely to pay their accounts payable more slowly. The
study also provides additional evidence of the negative
effects of economic crisis on the performance of economic
groups. The study also shows that the number of short-term
asset cycles has a positive impact on operational efficiency,
and the level of debt use has a negative impact on operational
efficiency. This result implies that the managers of economic
groups can increase the efficiency of businesses, creating
added value for investors through a reasonable working
capital policy.
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