ISSN 1859-1531 - TAP CHi KHOA HOC VA CONG NGHE - DAl HOC DA NANG, VOL. 22, NO. 11A, 2024 65

CORPORATE INVESTMENT- FOREIGN OWNERSHIP RELATIONSHIP AND
THE ROLE OF LEVERAGE: THE CASE OF VIETNAM
MOI QUAN HE GIUA SO HUU NUGC NGOAI VA MUC bQ PAU TU - VAI TRO CUA
DON BAY: NGHIEN CUU CHO VIET NAM

Thai Thi Hong An*
The University of Danang - University of Economics, Vietnam

*Corresponding author: antth@due.edu.vn
(Received: September 06, 2024; Revised: November 24, 2024; Accepted: November 25, 2024)

Abstract - This paper aims to investigate the relationship
between corporate investment and foreign ownership, taking into
account the indebtedness of firms. Using a sample of 669
Vietnamese quoted firms from 2010 to 2021, the System
Generalized Method of Moments (i.e., system-GMM) is
employed to investigate the relationship between investment and
foreign ownership. The paper finds that foreign shareholding
reduces corporate investment, and this influence is more
pronounced in highly leveraged firms. The outcome suggests that
in emerging markets like Vietnam, foreign investors focus on
short-term returns so that, long-term investment is cut back to
save resources for earnings pushing, leading to the so-called
“under-investment problem”. In the context of high debt levels,
besides ensuring short-term profitability, firms have to prioritize
debt repayment, making the tendency stronger.
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1. Introduction

Investment decisions aim to increase the value of firm
owners by deciding sufficient capital allocation to form
assets and investing in profitable projects. When firms invest
at a sufficient level, they can achieve sustainable growth.
According to M&M theory, investment decisions in the
perfect market should only be decided by the availability of
investment opportunities [1]. However, in the real world,
there is a variety of factors, including ownership, that might
affect corporate investment due to the existence of numerous
market frictions. Firms with high foreign ownership often
benefit from wider access to capital resources, advanced
management skills, broader networks, and high technology
brought by offshore investors [2]. In addition, by putting in
place strong corporate governance, foreign investors
contribute to the mitigation of agency problems and
information asymmetry within firms, which in turn
positively affect the effectiveness of decision-making [3].
Firms therefore are encouraged to take innovation and
productivity processes, resulting in higher long-term growth
and profitability (see [4]; [5]).

Although significant research effort has been made to
discover the effect of foreign ownership on financial
decisions, there are scant evidences of how ownership
influences investment, taking into account the situation of
external financing. Before us, [6] studied the impact of
foreign ownership on innovation investment in China and
found that the positive relationship between foreign

Toém tit - Bai bao nay nhim muc dich kham pha méi quan hé
gira mirc d6 dau tu cua doanh nghiép Viét Nam va s¢ hitu nudc
ngoai, c6 tinh dén yéu tb tac dong cua ng vay. Str dung mau gom
669 cong ty niém yét tir nam 2010 dén nam 2021, két qua cho
thay so hitu nuéc ngoai cé mdi quan hé nguoc chiéu voi dau tu
cua doanh nghiép va anh huéng nay ro rét hon ¢ cac cong ty céd
don bay tai chinh cao. Didu ndy ham y ring tai céc thi truong
mé&i ndi nhu Viét Nam, céc nha dau tu nudc ngoai thuong tap
trung vao loi nhuan ngin han, do d6, ddu tu dai han bj cit giam
dé tiét kiem ngudn luc danh cho céc hoat dong thiic ddy thu nhap
trong ngén han, din dén "van dé dau tu dudi mac". Trong céc
cdng ty c6 muc no cao, bén canh viéc dam bao lgi nhuan ngén
han, cac cong ty phai wu tién tra ng, khién hién tuong nay tro
nén manh hon.

Tir khoa - So hiru nue ngoai; diu tir; don bay; han ché tai chinh;
Viét Nam

ownership and innovation investment only exists if firms
can access deeper domestic financial markets. This study
motivates us to investigate the role of indebtedness in the
relationship between offshore ownership and long-term
investment level.

Our paper focuses on Vietnam — an emerging market
currently drawing in foreign capital despite the fact that the
high information asymmetry, weak corporate governance,
and immature equity market continue to be problems. When
investing in this equity market, foreign investors typically
take on an active role in monitoring and controlling the
companies they invest in. In situations where a firm is highly
indebted, these foreign owners may intensify their oversight
to ensure that resources are allocated and aligned with
shareholder interests. This heightened monitoring can lead to
increased capital expenditures aimed at fostering future
growth and development. Conversely, if foreign investors
prioritize short-term returns, this can hinder long-term
investment. In highly leveraged firms, their focus can shift
toward immediate profitability and debt repayment, which
may result in reduced capital spending. Thus, while foreign
ownership can potentially enhance investment through
governance oversight, the need to manage debt can constrain
long-term growth initiatives, creating a complex dynamic
between foreign investment and corporate financing
strategies. In order to explore deeper into these arguments
and provide stakeholders with relevant policy implications,
we conduct a study on comprehensive data of 669
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Vietnamese quoted firms from 2010 to 2021. The outcome
indicates that there is a negative link between firm investment
and foreign ownership ratio; and in highly leveraged
enterprises, this relationship becomes more evident.

2. Literature review and hypothesis development

2.1. The relationship between foreign ownership and
firm investment

Researchers mainly depend on the theories of
information asymmetry and agency issues to explain how
ownership affects investment (see [7]; [8]). Agency theory
[9] states that managers might not always behave in the best
interests of shareholders, thus conflicts of interest may arise
between these two parties. Under the fear of possible losses
on their current positions or income or reputations, managers
may forgo profitable projects. According to the asymmetric
information hypothesis [10], managers and shareholders
may act differently depending on the amount of information
they have about projects. In many cases, managers have
more information compared to outside investors, including
foreign shareholders, thus they can make some misallocated
investment decisions and then reduce firm value.

When examining the role of foreign ownership, [4] uses
a sample of Spanish firms between 1990 and 2006 and finds
that foreign shareholding enhances firms to take on more
innovation-related projects. The authors argue that foreign
ownership brings not only financial resources but also
technological expertise and management practices, which
can enhance a firm's innovation capabilities and stimulate
investment in R&D. [3] explore a sample of firms in 64
countries and find that foreign investors significantly
increase investment. It suggests that foreign investors may
bring in additional capital and expertise, which can facilitate
firms' expansion and investment in productive assets. For the
Vietnam market, [11] documents that foreign ownership
increases the level of investment in fixed assets.

Other studies have provided empirical evidence
supporting the notion of a negative relationship between
foreign ownership and investment level. For example, [12]
finds that foreign ownership is associated with lower levels
of investment in Japanese manufacturing firms. They
explain that foreign investors are interested in projects that
promise positive equity returns. In other words, they tend
to prioritize short-term with highly expected gains over
long-term investment, leading to lower capital
expenditures. [13] also argue that the presence of foreign
investors seeking to maximize returns puts managers under
pressure to pursue short-term performance indicators, like
higher earnings-per-share or profit-after-tax of the current
term. Since short-term earnings’ reduction is interpreted as
a signal of potential performance problems; foreign owners
who focus on short-term earnings tend to sell stocks
following bad news. In that case, long-term investment is
forgone to save resources for earnings pushing, in order to
satisfy foreign investors’ requirements [14]. [15] examines
the Indian market and also finds that firms with high
foreign ownership tend to invest less.

Depending on these mixed evidences, the first
hypothesis is as follows:

Hla: There is a positive relationship between foreign
ownership and investment.

H1b: There is a negative relationship between foreign
ownership and investment.

2.2. The role of leverage

While considering the link between foreign ownership
and corporate investment, the indebtedness situation
should be taken into account [6]. Leverage, or the degree
to which a firm is financed by debt, can significantly
influence how foreign investors engage with a firm’s final
goals and its investment strategies.

On one side, off-shore owners often bring enhanced
monitoring and governance practices [3], which can
positively impact investment decisions, particularly in
firms with high levels of indebtedness. In such contexts,
these investors may implement stricter oversight to ensure
that resources are utilized effectively and aligned with
long-term growth objectives. Their involvement can
encourage firms to increase capital expenditures,
especially if foreign investors believe that strategic
investments will yield substantial returns in the future. This
could lead to a more proactive approach to corporate
innovation and development, driven by the need to enhance
competitiveness and profitability.

On the other hand, as mentioned earlier, if foreign
investors focus on seeking short-term returns, long-term
investment may be cut back to save resources for earnings
pushing [13]. This is particularly concerning for firms
facing significant financial obligations, as the necessity to
prioritize debt repayment can overshadow their investment
opportunities. In such cases, the foreign owners may
reallocate funds away from investment to meet debt
repayment commitments. Moreover, the influence of
leverage on foreign ownership-investment can be predicted
since foreign investors may view firms with high
indebtedness as riskier investments, leading them to go
away from funding long-term projects to avoid being tied
to those firms for extended periods.

In summary, leverage plays a considerable role in the
relationship between foreign ownership and firm investment
levels. Thus, we propose the second hypothesis as follows:

H2: The effect of foreign ownership on investment is
more pronounced in highly leveraged firms.

3. Methodology
3.1. Data

Our data is taken from the FiinPro database. We only
include non-financial firms listed on HOSE and HSX for
the period from 2010 to 2021. We exclude utility and
financial institutions since they have many differences in
operations and the way of listing financial information.
After winsorizing all variables 1% in each tail, a final
sample of 699 companies listed on the Vietnamese stock
market from 2010 to 2021 is used to run regressions.

3.2. Model

Following previous research on the same topic such as
[2], [6], [15], the model we use to examine the relationship
between investment and foreign ownership is as follows:
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INVi¢ = Bot B1INVit1+ BoFOira + BsLEVit1+B4aCFir1
+PsSIZE; 1+ PeQir1 + Uit (1)
The capital expenditure ratio is used to measure the
investment level of firm i in year t. The main explanatory
variable is foreign shareholding, which is measured by the
percentage of shares held by foreign investors. Leverage is
the total debt over the total assets. Other variables’
definitions and measurements are provided in Table 1.

Table 1. Variable descriptions

Variable Definition Measurement

The sum of earnings before
extraordinary items and
depreciation/Total assets
Ln (Total assets)

Market value of firms/ Book value of
firms

CF Cash flow

SIZE Firm size

Q TobinQ

To clarify the role of leverage, the Eq. (1) is run for two
groups. These subsamples are classified based on the
industry median value of leverage, which is estimated by
industry and year. If a firm’s level of debt is higher than
the median value of the industry it belongs to, it goes to
high-leveraged groups, otherwise, it goes to the low-
leveraged category.

The lagged value of an investment is contained in
Equation (1); hence, it should be estimated by the system-
GMM technique [16]. By employing one-year-lagged
independent variables as instruments, this estimator
successfully handles potential endogeneity, such as
omitted variables and simultaneous causation between
investment and other determinants.

The statistics summary of all firm-level variables is
provided in Table 2. As shown, the capital expenditures
ratio of the observed firms is 14.2%, on average. The mean
leverage is 22% and the foreign investors hold around 8.8%
of total outstanding shares.

Table 2. Descriptive statistics

Obs Mean  Std. Dev. Min Max
INV 6,127 0.142 0.043 0.000 0.276
FO 6,127 0.088 0.130 0.000 0.490
LEV 6,127 0.220 0.186 0.000 0.691
CF 6,127 0.085 0.098 -0.100 0.523
SIZE 6,127 27.266 1593 23.679 31.585
Q 6,127 0.746 0.541 0.000 3.252

To provide an overview of the correlation between
variables, we perform a Pearson's correlation matrix. As
can be seen from Table 3, all pairwise correlation
coefficients between independent variables are below 0.8,
so the model has a low risk of multi-collinearity.

Table 3. The correlation matrix

INV CF SIZE LEV MTB FO
INV 1.000
FO 0.013  1.000
LEV -0.087 -0.086  1.000
CF -0.038 0201 -0.322  1.000
SIZE 0.080 0.265 0373 -0.036 1.000
Q -0.075 0.190 0.002 0459 0.146 1.000

4. Result

First, the Eq. (1) is estimated using the method of two-
step system-GMM. Standard errors are shown in brackets
and the signals of *, **, *** gre denoted to the significance
level at 0.1, 0.05, and 0.01, respectively. AR2 is second
order serial correlation check and Hansen test is for over-
identification restrictions.

Regression results for all firms and the non-COVID-19
period are presented in Table 4. The reason for conducting
tests for a non-crisis period is the undeniable impact of the
COVID-19 pandemic on the way firms make investment
decisions, as shown by [17]. Thus, to alleviate the concern
that COVID-19 can drive the regression results, besides the
full-sample test, we exclude the two years 2020-2021 and
re-run the Eq. (1). As shown in all columns of Table 4, the
coefficients of FO are negative and significant at 1% level,
suggesting that foreign investors discourage firms to take
more investment. This outcome supports our hypothesis
H1b. Interestingly, the coefficient of FO is higher for high-
leveraged firms, implying the effect of foreign ownership
is more evident when firms acquire a high level of debt.
This outcome supports our hypothesis H2. When re-
estimating the Eg. (1) for non-COVID-19 period, the
findings remain unchanged.

Table 4. Investment-foreign ownership relationship and

the role of leverage

Full sample Non-COVID-19
High- Low- High- Low-
leveraged leveraged leveraged leveraged
L.INV 0.7399*** 0.8111*** 0.7149*** 0.7675***
[0.0006] [0.0016] [0.0013] [0.0042]
L.FO -0.0047***  -0.0003***  -0.0041***  -0.0032***
[0.0006] [0.0009] [0.0011] [0.0017]
L.LEV ~ -0.0141***  -0.0101***  -0.0146*** -0.0049**
[0.0007] [0.0007] [0.0014] [0.0025]
L.CF -0.0133***  -0.0163***  -0.0164***  -0.0117***
[0.0006] [0.0003] [0.0014] [0.0014]
L.SIZE  0.0007*** 0.0006*** 0.0008*** 0.0007***
[0.0001] [0.0001] [0.0001] [0.0002]
L.Q 0.0024***  -0.0002***  0.0025***  -0.0006***
[0.0001] [0.0000] [0.0003] [0.0002]
Const. -0.0144*** -0.0116***  -0.0144*** -0.0138**
[0.0020] [0.0019] [0.0032] [0.0056]
N 3081 3046 2459 2411
AR2 0.1766 0.1050 0.0759 0.1154
Hansen 0.2387 0.1889 0.2731 0.2107

In short, the results reveal that in Vietnam, foreign
shareholding reduces corporate investment, and this
influence is stronger in highly leveraged firms. The finding
is consistent with [12], [13], [15]. In emerging markets
which are characterised by uncertainty and information
asymmetry like Vietnam, foreign investors may focus on
seeking short-term returns on stocks rather than the long-
term development of firms they invest in. As a result,
capital expenditure is cut back to save resources for
earnings improvement, leading to a reduction in
investment level. In highly leveraged firms, this effect is
even more pronounced. The existing debt obligations
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create pressure to have immediate profitability, which can
deter foreign investors from supporting projects that
require substantial upfront capital but offer returns over a
longer horizon. These investors may fear that the high
levels of indebtedness could distort the firm’s financial
stability, leading them to prioritize immediate financial
performance over long-term growth.

Additionally, Vietnam with some uncertainties like
other emerging markets can even exacerbate this
reluctance. Foreign investors may have limited access to
reliable information about market conditions, competitive
dynamics, and regulatory environments, making long-term
commitments seem riskier. This means short-term gains
become more attractive as they allow investors to realize
returns quickly while minimizing exposure to potential
downturns.

Next, we re-run the Eg. (1) on two sub-samples with
different financial situations. Firms are classified into
more- and less likely to be financially constrained groups
since there are many differences in investment between the
two groups of firms [18]. We depend on the deficit value
calculated based on the guidance of [19] to separate firms
into the two groups (Deficit = (dividend + investments +
change in working capital - operating cash flow after
interest and taxes)/ Total assets; If a firm’s deficit value is
larger than 0, it is financially constrained; and vice versa).

As shown in Table 5, the regression results still reveal
the negative impact of foreign ownership on investment,
and the effect is stronger for highly leveraged firms.

Table 5. More- vs. less-financial constrained firms

More-constrained Less-constrained

High- Low- High- Low-
leveraged  leveraged  leveraged  leveraged
L.INV 0.7125***  0.7330***  0.3098***  0.4576***
[0.0009] [0.0017] [0.0020] [0.0005]
L.FO -0.0070*** -0.0031*** -0.0046*** -0.0016***
[0.0005] [0.0005] [0.0001] [0.0003]
L.LEV -0.0176*** -0.0168*** -0.0177***  0.0021***
[0.0004] [0.0004] [0.0002] [0.0001]
L.CF -0.0085***  -0.0222*** -0.0253*** -0.0015***
[0.0004] [0.0007] [0.0003] [0.0002]
L.SIZE 0.0010***  0.0011***  0.0015***  0.0005***
[0.0001] [0.0001] [0.0001] [0.0000]
L.Q 0.0030***  -0.0001** -0.0013*** -0.0016***
[0.0001] [0.0001] [0.0000] [0.0000]
Constant -0.0190*** -0.0217*** -0.0305*** -0.0110***
[0.0028] [0.0030] [0.0030] [0.0003]
N 2561 2412 520 634
AR2 0.2785 0.0802 0.6848 0.3987
Hansen 0.2632 0.1591 0.7605 0.0584

As an additional test, we take into account the firm
types since in Vietnam, the number of state-controlled
firms is still large, and state-owned enterprises (i.e., SOES)
may have higher financial support from the government.
According to the 2020 Vietnamese enterprise law, firms
whose 50% or more shares are in the hands of the
government are SOEs, otherwise, they are non-SOEs.

Table 6 presents regression results for the two groups
of firms. Consistent with the previous tables, the negative
effect of foreign shareholding on corporate investment is
still found, and the discouragement influence of FO is
stronger for SOEs. Between the high and low-leveraged
firms of the two categories, the extent of the foreign
ownership’s effect is stronger for the high-leveraged firms.

Table 6. SOEs vs. non-SOEs

SOEs non-SOEs
High- Low- High- Low-
leveraged leveraged leveraged leveraged
L.INV 0.7239***  0.9630***  0.7366***  0.7486***
[0.0002] [0.0005] [0.0005] [0.0005]
L.FO -0.0170***  -0.0054***  -0.0027*** -0.0008*
[0.0001] [0.0002] [0.0004] [0.0004]
L.LEV -0.0072***  -0.0020***  -0.0177***  -0.0158***
[0.0000] [0.0001] [0.0002] [0.0005]
L.CF -0.0112***  -0.0074***  -0.0159***  -0.0202***
[0.0004] [0.0002] [0.0002] [0.0002]
L.SIZE -0.0009***  0.0008***  0.0010***  0.0006***
[0.0000] [0.0001] [0.0000] [0.0001]
L.Q 0.0014***  0.0004***  0.0027***  -0.0004***
[0.0001] [0.0000] [0.0001] [0.0000]
Constant 0.0310***  -0.0187***  -0.0193***  -0.0088***
[0.0013] [0.0014] [0.0010] [0.0020]
N 782 887 2299 2159
AR2 0.6555 0.7326 0.1001 0.1005
Hansen 0.6208 0.8767 0.0660 0.2051

Next, we take into account growth opportunities as the
investment activities indeed are different significantly
between firms with high- and low-growth opportunities
[20]. We follow previous studies to use Tobin’s Q to define
firm growth levels. That is, firms having the Tobin’s Q
larger than 1 belong to the high-growth opportunities group
and vice versa. As can be seen from Table 7, the negative
coefficients of foreign ownership are found in all columns.
Interestingly, in low-growth and low-leveraged firms, the
FO is insignificant related to firm investment.

Table 7. Firms with different growth opportunities

High growth Low growth
High- Low- High- Low-
leveraged leveraged leveraged leveraged
L.INV 0.8659***  (0.7414***  0.6521***  0.8306***
[0.0015] [0.0006] [0.0016] [0.0010]
L.FO -0.0034***  -0.0007**  -0.0072*** -0.0003
[0.0004] [0.0003] [0.0004] [0.0007]
L.LEV -0.0064***  -0.0205***  -0.0194***  -0.0076***
[0.0006] [0.0006] [0.0006] [0.0008]
L.CF -0.0083***  -0.0117***  -0.0150***  -0.0197***
[0.0007] [0.0003] [0.0004] [0.0005]
L.SIZE 0.0001 0.0005***  0.0009***  0.0006***
[0.0001] [0.0001] [0.0001] [0.0001]
L.Q 0.0019***  0.0003***  0.0043***  -0.0009***
[0.0002] [0.0000] [0.0001] [0.0001]
Constant 0.0006 -0.0095***  -0.0169***  -0.0098**
[0.0018] [0.0025] [0.0021] [0.0039]
N 503 709 2578 2337
AR2 0.3194 0.1815 0.0701 0.1115
Hansen 0.9944 0.4604 0.1399 0.0664
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5. Conclusion

Using the sample of 669 Vietnamese quoted firms from
2010 to 2021, we contribute to existing literature and
evidence that foreign ownership discourages firm
investment. The outcome suggests that in emerging
markets like Vietnam, foreign investors focus on seeking
short-term returns so that, long-term investment is cut back
to save resources for earnings pushing, leading to the
under-investment problem. In the context of high
indebtedness, besides ensuring short-term profitability,
firms have to prioritize debt repayment obligations, thus
foreign owners become more hesitant to make investment
decisions. Our finding holds strong across a variety of
robustness checks.

The findings suggest that while foreign ownership can
bring capital and expertise to Vietnamese firms, they tend
to have short-term focus, and market uncertainties create
unfavorable conditions that can limit corporate investment.
Addressing these challenges may require enhanced
transparency, improved governance practices, and
supportive policies that encourage long-term investment.
First, the Vietnamese government should propose suitable
regulatory policies in order to promote the long-term
involvement of foreign investors in domestic firms instead
of short-term trading. Besides, managers of firms, which
have large foreign shareholding, should carefully consider
the appropriate amount of investment, and avoid cutting off
profitable projects.

Although our study covers a large number of firms
listed on Ho Chi Minh and Ha Noi stock exchanges from
2010 to 2021, the results may not represent all Vietnamese
firms. Besides, it will be interesting to look deeper into
other types of ownership, like institutional or managerial
shareholdings. We leave these expansions for the future.
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