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ABSTRACT

Financial risk is a subject that receives the attention of researchers, business managers,
and policymakers because of its impact on the existence and development of businesses.
The study was conducted to provide empirical evidence on the factors affecting the
financial risk of enterprises in the context of emerging and developing economies. The
quantitative method based on the S-GMM model was used for regression analysis to
overcome endogenous problems in the multivariate regression model with financial
variables, with a sample of 509 listed non-financial enterprises, with 8,054 observations
in the 2007-2018 period in Vietnam. The results show that profitability, current
solvency, financial structure, cost management, and firm size influence financial risk for
listed enterprises in the sample. Financial leverage and firm size were found to have a
positive influence on financial risk, and the other factors negatively affect financial risk.
The study also examines the influence of several factors related to business performance
and growth in relation to risk. Based on these findings, some policy implications are
proposed on corporate governance related to the use of financial leverage and cost
management so that enterprises can develop sustainably and avoid financial risk.

Contribution/Originality: This study is the first to use the composite scale Z"-score to measure the financial risk
in place of single financial scales conducted in nascent financial markets, such as Vietnam. These findings suggest

that firms should restructure their capital and monitor costs more effectively to avoid the risk of financial distress.

1. INTRODUCTION

In operations, businesses face many different types of risk, potentially causing losses before unforeseen events.
Financial risk is especially of interest because it is directly related to the financial position, performance, and
bankruptcy of enterprises. Therefore, identifying and managing financial risk has become crucial in helping businesses
achieve sustainable development (Colak, 2021; Daniela, Maria, & Lucia, 2016).

‘When considering the factors affecting financial risk, financial structure decisions have always been central, as
the debates around this issue suggest that when a firm uses high levels of debt and exceeds a certain limit, the business

faces potential risk (Porteous & Tapadar, 2005). In addition, the factors of solvency, profitability, and operating ability
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are also examined by most related studies on the extent of the influence on the financial risk of enterprises (Binti,
Zeni, & Ameer, 2010; Yang & Bian, 2019).

Although studies on financial risk have been carried out by many researchers around the world and received the
attention of scholars and policymakers, in the context of a developing economy such as Vietnam, research on this
topic is still scarce. Therefore, this study was conducted to supplement empirical evidence on the factors affecting the
financial risk of enterprises listed on the Vietnamese stock market. This is an important basis to help corporate
financial managers offer solutions to minimize financial risk, thereby improving competitiveness as well as the ability
to respond to exogenous shocks from the market. This article approaches financial risk based on the Z-score used in
the study by Altman (1968) and uses the S-GMM model in the regression analysis based on the risk of endogenous
problems in data analysis and processing.

The paper is structured as follows: Section 2 focuses on the research overview and theoretical background;
Section 8 contains the research model and analysis methodology; Section 4 presents the research results and
discussion; Section 5 draws conclusions and offers some policy implications; and Section 6 discusses the limitations

and future research orientation.

2. LITERATURE REVIEW AND HYPOTHESES
2.1. Literature Review

Financial risk is a topic that has received a lot of attention and debate from researchers and policymakers.
However, views and ways of determining financial risk have not yet reached a consensus.

According to the approach based on influential factors, financial risk originates from the financial situation of the
enterprise and/or the adverse fluctuations of macro factors, such as interest rates, exchange rates and prices of goods,
that have a combined local effect on operating results, cash flow balance, solvency, and firm value (Mugozhi, 2016;
Dandago & Baba, 2014; Bhunia & Mukhuti, 2012 and Simantinee & Kumar, 2015).

Based on financial management, scientists believe that the source of financial risk comes from capital financing
activities (Bhunia & Mukhuti, 2012), or the method of corporate financing (Li, Liu, Wang, & Shen, 2012). In
agreement with this view, Alshubiri (2015) and Gayan and Koperunthevy (2016) believe that financial risks are those
other than business risks caused by enterprises using financial leverage.

Using both of the above approaches, studies have tried to clarify the single role of factors affecting financial risk
without using a synthetic scale to test. Meanwhile, the study by Altman (1968) developed the Z-score to assess the
level of bankruptcy risk of an enterprise. This is anindicator that is measured based on the internal financial indicators
of the business. The Z-score estimates the bankruptcy risk of enterprises quite accurately, so it is not only used in the
US but also widely used in many countries around the world. Up to now, quite a few scientists, including Mugozhi
(2016) and Dandago and Baba (2014), have applied the Z-score to measure the risk of bankruptcy in enterprises. The
question of whether this coefficient is a useful parameter in explaining the level of financial risk in firms is the
motivation for this study.

The static trade-off theory and the pecking order theory are two basic theories that help to explain the
relationship between the level of debt used and the financial risk of a firm. Financial risk is explained based on the
theoretical framework of the static trade-oft theory by Jensen and Meckling (1976), arguing that the capital structure
of a firm is established based on the benefit trade-off between the tax shield and the cost of financial distress.
Specifically, when businesses get a large benefit from the tax shield, the larger the debt, the higher the cost of financial
distress. This is the cost incurred due to the enterprise's high debt, so the enterprise may face difficulty in fulfilling
its financial commitments on time. In other words, the higher the leverage, the greater the enterprise's risk. Other
studies on this issue also agree on the effect of financial distress costs on firm value and capital structure (Altman,
1968),so business owners must weigh the benefits against the borrowing costs of establishing a financing structure

with an appropriate debt ratio.
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Based on the pecking order theory, Reid (2008) argued that businesses meet their financial needs in order of
priority, specifically, the priority is the funding available in the business through retained earnings, followed by
liabilities and equity, because the use of internal capital will help businesses avoid indirect costs and, at the same time,
reduce financial risk. Agreeing with the pecking order theory, research by Flannery and Rangan (2006) suggests that
financial decisions, regardless of the priority order, are still based on the financial risk of the business.

In addition to the approaches derived from the above fundamental theories, researchers have also provided views,
ways of determining, and factors affecting financial risk. Financial risk is influenced by both objective and subjective
factors. The objective factors posing potential risks to businesses are those that depend on the fluctuations in the
markets, such as interest rates, exchange rates, and commodity prices. Subjective factors, on the other hand, originate
from the financial status of the enterprise, thus affecting the results of the enterprise's financial performance (Colak,
2021; Daniela et al., 2016).

In a narrower aspect, the source of financial risk is derived from the financing activities of enterprises (Dandago
& Baba, 2014). Agreeing with this view, Alshubiri (2015) concluded that financial risks are risks other than business
risks caused by enterprises using financial leverage.

However, when determining the level of financial risk, the available studies have not reached a consensus. Bathory
(1984) proposed a way to determine financial risk (FR) based on a multivariate linear regression model using five
components—profit before tax, depreciation, and deferred income tax/current debt (SZL); profit before tax/working
capital (SY); shareholders' interests/short-term debt (GL); net tangible assets/current liabilities (YF); and working
capital/total assets (YZ)—represented by the following model:

FRy =SZL; + SY;, + GL, + YE, +YZ;, (1)

Equation 1 calculates the level of financial risk of an enterprise, the smaller the FR:Z, the higher the financial risk
and the weaker the financial strength of the enterprise. This ratio is widely applied in many fields and types of
businesses, helping to reflect the financial resources of an enterprise to pay its due debts. Therefore, FFRitis a powerful
and popular tool and is used by many scientists as a measure of the financial health of businesses, especially in
emerging markets where the credit rating system is underdeveloped and lacking transparency in information (Bhunia
& Mukhuti, 2012; Dang, Phan, Nguyen, & Hoang, 2020). However, so far, Altman's bankruptcy risk prediction
coefticient is still considered an effective tool in risk analysis as well as used as a factor used by commercial banks as
a basis for raking business credit ratings. These Z-scores, depending on the particular case, is calculated as shown in

the equations below:

Z = 12X, + 1,4X, + 33X, + 0,64X, + 0,999, (2)
7' = 0,717X, + 0,847X, + 3,107X, + 0,42X, + 0,998X, (3)
7" = 6,56X, + 3,26X, + 6,72X, + 1,05X, (4)

Equations 2, 3, and 4 calculate the coefficients Z, Z', and Z" for manufacturing firms, private firms, and firms in
an emerging economy, respectively,in which the parameters X1, X2,X38, X4, and X5 are respectively determined by
working capital/total assets (X1); retained profit/total assets (X2); earnings before interest and taxes (EBIT)/total
assets (X38); market value of shares/total assets (X4); and sales/total assets (X5). The Z-score is a composite index
that measures the financial distress and solvency of enterprises. In other words, it is an indicator that helpsbusinesses
by giving early warnings about financial difficulties. Therefore, some scientists use the Z-score as a scale to measure
the financial risk of non-financial enterprises, similar to the studies by Colak (2021); EI Khoury and Al Beaino (2014)
and Bhunia and Mukhuti (2012), in which the Z-score is inversely proportional to financial risk.

Among the Z-scores proposed by Altman, the Z"-score presented in Equation 4 is considered appropriate for the
research data in countries with emerging economies, such as Vietnam. This view is also supported in the studies by
Kulali (2016), Daniela et al. (2016), Binti et al. (2010) and Ninh, Do Thanh, and Hong (2018), performed in Istanbul,

Sri Lanka, Malaysia, and Vietnam, respectively.
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Equation 4 also shows thatif the Z"-score > 2.6, enterprises are in the safe zone and there are no signs of financial
risk. Z-scores ranging from 1.1 to 2.6 are in the area of suspicion with warning signs, and if the Z"-score is below 1.1,
the enterprise is forecasted to be atrisk of financial distress and bankruptcy. Therefore, the higher the Z"-score, the

lower the financial risk, and vice versa.

2.2. Research Hypotheses

Financial structure considers the important factors affecting the financial risk of an enterprise, in which capital
structure is the ability and extent of the use of debt to finance assets, which businesses can access in the course of
business operations (Mohanad & Ali, 2020). Therefore, the debt ratioindicator is commonly used in financial structure
scales. M&M theory (Modigliani & Miller, 1958), static trade-off theory (Wu & Wang, 2005), pecking order theory
(Reid, 2003), and empirical studies by Liu, FFan, Xie, and Wang (2022); Yang and Bian (2019) and Syahida and Ameer
(2010) have shown a positive relationship between debt use and financial risk. These studies show that when
businesses use internal capital, they will bring high profits and fewer risks. Conversely, as firms increase their debt
levels, financial risks increase.

H1: Financial structure (through debt ratio) has a positive effect on financial risk.

Solvency is considered to be a clear indicator of the financial capacity of an enterprise. Specifically, when an
enterprise has a good financial position and high solvency, it will be more likely to meet due debts, and therefore,
retain low financial risk. In Altman’s model (Altman, 1968), solvency has a negative effect on financial risk. The
results obtained by Yang and Bian (2019); Syahida and Ameer (2010); Fu, Fu, and Liu (2012); Simantinee and Kumar
(2015) and Wang and Wang (2022) also agree with Altman’s results on the relationship between solvency and
financial risk. To measure solvency, some scientists used the current solvency indicator (e.g., Khasawneh & Dasouqj,
2017).

H2: The current solvency ratio has a negative effect on financial risk.

Profitability reflects the ability to generate profit from input resources. When a business is highly profitable,
with fixed input resources, the increased profit allows the business to improve its ability to pay due debts and thus
reduce its financial risk. The model used by Altman (1968), as well as the experimental research results of scientists
(Fu et al., 2012; Simantinee & Kumar, 2015; Syahida & Ameer, 2010; Wang & Wang, 2022; Yang & Bian, 2019), have
shown that profitability has a negative effect on financial risk. To measure the profitability of a business, researchers
have used return on assets (ROA), as it is not only the most suitable measure of the profitability of the entire
enterprise, but it can also show the profitability of the owners as well as the creditors of the business.

H3: Profitability has a negative effect on financial risk.

Operational capacity reflects the operational capacity of asset items, which is clearly shown through indicators
such as inventory turnover (I7), accounts receivable turnover (4RT), or total asset turnover (TAT). As the turnover
rates of these items increase, there is an increased opportunity to pay due debts and retain low financial risk. The
model of Altman (1968),as well as the research results of Yang and Bian (2019); Syahida and Ameer (2010) and Fu
et al. (2012), have shown a negative relationship between the ability to operate with financial risk. In addition to the
above criteria, some scientists have also used the cost management (CM) indicator to measure the operating ability
of a business. When an enterprise has good cost management capabilities and controls costs well, it will help to
generate more profit. From there, it is possible to increase resources to pay off due debts, and financial risks will be
reduced (Dang et al., 2020).

H4: Operational capacity has a negative effect on financial risk.

In addition to the above factors, this study also examines the control factors in the model, including the age, the

size, and the growth rate of the listed enterprises.
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3. RESEARCH MODEL AND METHODOLOGY

3.1 Research Model
Based on the background research by Altman (1968) and empirical studies by Yang and Bian (2019); Fu et al.

(2012) and Wang and Wang (2022), we built a research model of the factors affecting financial risk as follows:
FRy = B1FRy_1+ By FSi + B3CSit + By PROy + BsCM;y + BelITy + B;ART; + By TATy + BoSizey + BigAge; +
B11GRO; +€; (5)

Equation 5 represents a regression model of factors affecting the financial risk of enterprises based on the
proposed hypotheses, wherein F'Rit is the dependent variable, and financial structure (F'S), current solvency (CS),
profitability (PRO), cost management (CM), inventory turnover (IT); accounts receivables turnover (4RT) and total
asset turnover (TAT) are the independent variables. Firm size, listing age, and economic growth are the control

variables in the model. The scale of the variables is presented in Table 1.

Table 1. The measurement of the variables in the research model.

Variables Measuring Abbr. Method of Source Hypothesis
scale measurement
Dependent variable
Financial 7' score FR 656X, + 3,26X. +
risk it 6,72X: + 1,05X.
Independent variables
. . . Liu et al. (2022); Y d
Financial Coetticient of Total debts/total et ( ) ang an
FS Bian (2019) and Syahida -
structure debt assets
and Ameer (2010)
Yang and Bian (2019);
Syahi A 2010);
Short-term yahida and Ameer (2010);
Current Fu et al. (2012);
Solvency CS assets/short-term . . +
solvency debts Simantinee and Kumar
(2015) and
Wang and Wang (2022)
Yang and Bian (2019);
Syahida and Ameer (2010);
- Profitability of Profit after Fu et al. (2012);
Pirofilol fy total assets PRO tax/total assets Simantinee and Kumar +
(2015) and
Wang and Wang (2022)
. Yang and Bian (2019);
Cost CM Profit after tax/net Syahida and Ameer (2010)
management revenue
and Fu et al. (2012)
I ‘ Cost of goods Yang and Bian (2019);
nventory IT sold/average Syahida and Ameer (2010)
turnover inventor and Fu et al. (2012)
Operational Y ’
capacity Accounts Net sales/average Yang and Bian (2019); *
receivables ART ivabl g Syahida and Ameer (2010)
turnover recevables and Fu et al. (2012)
Yang and Bian (2019);
Total asset Net sal 7 . ’
fu:n;vszi TAT toialesZZi:V erage Syahida and Ameer (2010)
and Fu et al. (2012)
879
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Control variables

. . . Hewa Wellalage and Locke
Firm size Total assets Size Log (Total assets) (2012) g +
Listing ‘age Listing age Age Year o.f study - Hewa Wellalage and Locke n
Founding year (2012)
) [Revenue, - ) e .
Growth Revenue GRO | Revenue(. Hewa Wellalage and Locke N
growth rate (2012)
1)]/revenue (w1

3.2. Research Methodology and Data

In the process of reviewing the documents, we found that there is an endogenous problem in the research model
of factors affecting the financial risk of enterprises. The research is based on the signal theory of Spence (2002), the
pecking order theory of Myers (1984), and the experimental research results of Salim and Yadav (2012) and
Margaritis and Psillaki (2010), who both show a significant correlation between the debtratio and profitability of an
enterprise.

The data used in the study is panel data of 509 enterprises with 3,054 observations. These are non-financial
enterprises listed on the Vietnam Stock Exchange during the 2018-2018 period. Enterprises that fit the sampling
criteria were grouped by business lines according to the ICB level 1 standard and distributed to eight industry
groups—Information Technology; Industry; Petroleum; Consumer Services; Pharmaceutical and Healthcare;
Consumer Goods; Community Services, and Facilities.

To perform a quantitative analysis of the factors affecting financial risk, the study uses the GMM method to
overcome the endogeneity problem mentioned in panel data with inter-calculated financial ratios (Murphy, Trailer,
& Hill, 1996). Given the limited time and sample size, the study uses the S-GMM method to perform a regression

analysis, and the results are reported after fully testing the regression assumptions.

4. RESULTS AND DISCUSSION
4.1. Descriptive Statistics

Table 2 presents the minimum, maximum and mean values of the variables. The results show thatin the sample,
the average Z"-score of listed companies is 4.289, which is higher than the predicted value of the marginal safety of
the Z-score coefficient (2.6). However, this coefficient has a large variation between enterprises when comparing the
maximum and minimum values.

The averagelevel of debt used by enterprises is approximately 50%, in which the largest debtlevel of enterprises
is as high as 97%. Vietnamese enterprises have average profitability ratios and receivables turnover of less than 7%

and 11 rounds, respectively.

4.2. Regression analysis resulls of factors affecting financial risk of enterprises

The study uses the S-GMM method to test the influence of factors on financial risk to overcome endogenous
problems in the multivariate regression model with financial variables. The results show that the Sargan test
coefticient has Prob > chi2 0.030 < 0.05, which means that the model still has an endogenous phenomenon (Sargan,
1958). The testresults also show that the Hansen test index is Prob > chi2 0.47 > 0.05, which means that the model

has no endogenous phenomenon (Hansen, 1982).
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Table 2. Descriptive statistics of the variables in the research model.

Variable Min. Max. Mean Std. dev.
FR -7.230 74.488 4.289 5.852
ES 0.015 0.971 0.492 0.216
CS 0.148 35.872 2.218 2.485
PRO -0.543 0.716 0.063 0.071
CM -0.867 0.707 0.073 0.115
IT 0.002 2741.094 22.619 105.37
ART 0.017 341.884 11.287 23.1562
TAT 0.003 19.8364 1.323 1.332
Size 23.440 33.297 27.249 1.543
Age (0} 21 7.217 3.723
GRO -0.993 44.5 14 0.181 1.188

Note: FR =financial risk; F'S = financial structure; CS = current solvency; PRO = profitability; CM
= cost management; IT = inventory turnover; ART = accounts receivable turnover; TAT =
total asset turnover; GRO = growth.

The Arellano—Bond test produced an AR(1) index of 0.081 < 0.05, which means that the model has a first-order
correlation phenomenon. The AR(2) index is 0.560 > 0.05, which means that the model has no presence. Similar to
autocorrelation, the identification of endogenous variables in the research model is appropriate (Arellano & Bond,
1991).

In the multicollinearity test results, the variance inflation factor (VIF) < 8, and the correlation coefficients are all
< 0.8, which means that the variables in the model do not have multicollinearity.

Thus, the regression results are reliable because the defects of the model have been overcome. The estimated

results are presented in Table 3.

Table 3. IFactors affecting financial risk.

Variable B coefficient Standard deviation
FRe 0.169%** 0.015
FS -14.882%%* 0.390
CS 0.504%%* 0.023
PRO 10.844%%* 0.792
CM 1.101%* 0.336
IT 0.000 0.000
ART -0.001 0.000
TAT -0.840%* 0.005
Size 0.167%%%* 0.051
Age -0.023%** 0.001
GRO -0.019%%%* 0.004
Constant 6.511%%% 1.805
No. of observations 3,054

No. of groups 509

AR(1) test (Prob > chi2) 0.031

AR(2) test (Prob > chi2) 0.560

Hansen test (Prob > chi2) 0.47

Note:  *** *¥and * signify 1%, 5%, 10% levels of significance, respectively.

Based on the regression results of the S-GMM model, a summary of the determinants of the financial risk of

companies listed on the Vietnamese stock market is presented in Table 4 below.
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Table 4. Summary of research results.

Variable Hypothesis Result Conclusion
FS - - Accepted
CS + + Accepted
PRO + + Accepted
CM + + Accepted
IT + K Null
ART + K Null
TAT + - Reject
Size + Accepted
Age + - Accepted
GRO + - Accepted

The regression results of the model show that I'T and ART have a negligible influence on financial risk, and TAT

has no statistical significance. The remaining variables all influence financial risk at the 5% statistical significance

level. Since financial risk is measured by the Z"-score, the higher the value of this scale, the lower the financial risk.

When the Z”-score > 2.6, the enterprise is determined to have no financial risk. Therefore, the results of the above

regression model show that financial structure and firm size have a negative effect on the Z"-score, thereby increasing

financial risk, and the remaining factors positively affect the Z"-score, thereby limiting the financial risk of the

enterprise, or negatively affecting the financial risk.

On average across the sample, ceteris paribus, a 1% increase in debt usage reduces Z" by 14%. This is the factor
that has the greatest influence on the Z-score, increasing the financial risk for the business. This result is also
supported by several related studies (Liu et al., 2022; Syahida & Ameer, 2010; Yang & Bian, 2019). The
direction of influence of financial structure factors is explained in the framework of the capital structure theory
when it is said that increasing financial leverage leads to the risk of financial distress.

Solvency (CS) and profitability (PRO) have a positive effect on the Z”’-score. On average, in the sample, a firm's
solvency and profitability increase by 1%, which will improve the Z"-score by 0.5% and 10%, respectively,
ceteris paribus. These factors have a positive relationship with the Z"-score, and therefore have a negative
effect on financial risk. The negative effect between solvency and financial risk is also supported by Yang and
Bian (2019); Syahida and Ameer (2010); Fu et al. (2012); Simantinee and Kumar (2015) and Wang and Wang
(2022). The results showing the negative effect of profitability on the financial risk of the enterprise are also
consistent with theresearch conducted by Yang and Bian (2019); Syahida and Ameer (2010); Fu etal. (2012);
Simantinee and Kumar (2015) and Wang and Wang (2022). Thus, when the enterprise has high profitability
with fixed input resources, the increased profit gives the enterprise the opportunity to improve its ability to
pay its due debts, and financial risks will be reduced.

When considering the influence of the operability factor, cost management (CM) has a positive effect on the
7”-score, thus negatively affecting financial risk with an impact coefticient of 1,1007. This result shows that
when businesses have a good cost management capacity, 100 units of revenue will generate profit, which will
help businesses increase resources to meet financial obligations, and financial risk will be reduced. Notably,
total asset turnover (TAT) has a negative effect on FR or a positive relationship to financial risk. This result
is inconsistent with the expected research hypothesis. The reason may be that the listed companies in the
sample have a relatively high proportion of long-term assets of their total assets (average = 36.72%). While
long-term assets are considered illiquid assets, the ability to convert them into cash to meet maturing liabilities
is low, which increases financial risk. Inventory turnover (IT) and accounts receivable turnover (ART) are not

statistically significant in determining the relationship with financial risk.
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5. CONCLUSIONS AND POLICY IMPLICATION

Financial risk receives a lot of attention from researchers, business managers, and policymakers regarding the
sustainable development of the business sector. In the context of countries with emerging and developing economies,
such as Vietnam, although the business sector plays an important role and has made positive changes in the past, in
the context of a relatively new economy with anascent financial market, businesses have not managed to follow good
corporate governance practices. In the current period, many businesses have closed, gone bankrupt, or have suspended
operations. Many listed companies have been stopped from trading or have been acquired, merged, or scaled down.
These businesses seem to be more vulnerable to fluctuations in the market's exogenous shocks such as the Covid-19
pandemic, fluctuations from macro adverse events, as well as the government's credit-tightening policy. Therefore,
the identification of factors affecting financial risk and the extent of their influence helps enterprises to implement
governance plans and strategies to develop more sustainably and avoid financial risk.

The results of the regression analysis in this study accept most of the hypotheses. These findings confirm the
important role of financial structure factors through the level of debt used, solvency, the ability to manage assets to
generate profitability, as well as the management of costs in the financial risk of listed companies. The profitability of
assets was found to have the greatest influence on financial risk. Enterprises will limit risks if they effectively use
investment assets and complete projects with a positive net present value (NPV). In addition, the use of high levels
of debt among listed companies is also a high financial risk if other factors remain unchanged. During the difficult
period of raising equity capital in the recent period, the source of funding for business activities of Vietnamese
enterprises depended heavily on loans and bonds issued.

In conclusion, these findings imply that businesses should consider amending their capital structure and avoid
excessive dependence on debt. Raising capital through issuing shares on the stock market instead of raising capital
through issuing bonds or borrowing from commercial banksis also a solution when the stock market shows positive
signs. In addition, to limit financial risks, listed companies also need to focus on improving profitability, improving
solvency, improving cost management capacity, and completing tasks such as debtrecovery from other entities and

releasing inventory to increase receivables and inventory turnover.

6. LIMITATION AND FUTURE RESEARCH

This study uses a composite scale to measure financial risk and provide empirical evidence on the influence of
financial structure, cost management capacity, and asset management ability, which are important factors affecting
the financial risk of enterprises in emerging economies. Using the S-GMM model to overcome the risk of endogenous
problems for financial dataalso helps the regression results to avoid violations of assumptions, helping the results of
the regression reports to meet the requirements of the assumptions. Based on these findings, some policy implications
for managers in corporate governance in developing and emerging economies, such as Vietnam, are also proposed.

However, we also acknowledge some limitations. Firstly, the use of composite parameters measured by the Z"-
score helped confirm the role of some important factors affecting the financial risk of enterprises in the context of
emerging and developing economies. Although the study controlled for several factors in the model, such as age, firm
size, and growth ability in addition to other financial parameters, the study still only focused on factors related to the
characteristics of enterprises. Meanwhile, the risks faced by enterprises not only come from weak internal
management activities related to financial management, resource management, and strategic management but also
from adverse fluctuations in macro factors, the current state of the economy, and changes in government policies,
such as the government's credit-tightening policy. Therefore, factors such as inflation, interest rates, GDP, or the
impact of the Covid pandemic also need to be controlled in the model to help interpret the research model more

comprehensively.
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Second, risk is industry-specific, and the business sector can also be a proxy for risk. Profitability on assets and
profitability in general are also different for enterprises in different industry groups. This study has not assessed
industry-specific risk differences.

These issues are also suggestions for future research to help comprehensively identify more corporate risks as

well as factors affecting corporate risks in the context of countries with emerging and developing economies.
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