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1. Introduction

Speaking of SMEs refers to the ability to create jobs and income, improve business management skills, and promote entre-
preneurship and creativity. In particular, SMEs play an important role in honing SMEs administration skills and promoting
innovation. In addition, SMEs also help build a flexible industrial production system, with close links, exploiting and mobi-
lizing all potentials of localities, creating a healthier competitive market and injecting positive spillover effects on the econ-
omy. Therefore, promoting the development of SMEs is considered an effective means to mobilize capital as well as other
resources for production and business activities, contributing to economic growth and stability socialization. In the context of
today's fiercely competitive market, in order to survive and grow, SMEs needs to be proactive and actively seek ways to
increase profits in a reasonable manner. To do so, the SMEs owner first needs to have a basic awareness of the factors that
affect his SME's performance. Specifically, profitability is the ratio to measure SMEs' performance, which is the main aspect
of SME's financial statements. Profits of an SME show the SME's ability to generate income over a given period of time.
Profitability is the deciding factor that helps managers develop an effective profitability strategy for SMEs.

2. Research objectives

This study is conducted to reach two objectives: (1) Analyze the current situation of business and production activities of
SME:s in Vietnam; and (2) Identify the factors that affect the performance of SMEs in Vietnam. To conduct an estimation of
the factors affecting the performance of small and medium-sized Enterprises (SMEs), we use secondary data using convenient
sampling techniques from the 2018 Financial Statements of 456 SMES and the database based on the SMEs listed on Vi-
etnam's stock market, with the selected analysis criteria in the model. The study uses SPSS 20.0 software to support data
analysis. Descriptive statistical methods with criteria such as average, rate, frequency and standard deviation are used to
analyze the current situation of SMEs’ production and business activities with an adaptation of regression technique.
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3. Literature review

Through a review of several studies we understand there are many factors affecting the business performance of Enterprises
in general and SMES in particular. Baard and Van den Berg, (2004), Kokko and Sjoholm (2004), Hansen et al. (2002) have
shown that the size of an enterprise is one of the factors influencing the business results. According to the studies of Panco
and Korn (1999) and Hansen et al. (2002), the age of an enterprise (Es) is a factor affecting the survival and development of
the firm. Hansen et al. (2002) and Vu Ngoc Xuan et al. (2018) showed that the education level of the Es owner and the
Government support policy has an impact on the business performance of SMES. In addition, Vu et al. (2019), once again
demonstrated the level of access to government support policies affecting the business performance of Es. Social system,
revenue growth are also factors affecting business performance. Therefore, in this study, the above factors were put into the
analysis model by the authors to determine the factors affecting the business performance of SMES. The research model is as
follows:

Y=Bo + B/ X; + BX> + B3X; + BiDys + BsDs + BsXs + ¢

where: The dependent variable Y is rate of return / revenue (ROS - return on sales) of Es. Variables X, X», X3, D4, Ds, X¢ are
independent variables (explanatory variables) defined in Table 1. From the nature of the independent variables, the model
tests the influence of factors on the performance of Vietnamese SMEjs, the authors expect the sign of the variables in the
model given in Table 1. Based on the theory regarding the performance, previous literature references as well as personal
views, the authors propose the following general research model:

E (Y/Yt) =Po + BiYu + p2Y2, + B3Ys + faYu + BsYsi+ PsYa + &

where: The dependent variable E (Y/Y?) is the return on total assets (ROA). The independent variables (Yi) are respectively
the scale of ES (Y1), age of ES (Y>), revenue growth (Y3), profitability (Y4), productivity (Ys) and coherence industry (Ye).

Specifically, the research conducted tests of the following hypotheses:

H;: The size of the company affects the profitability of the company. Ha: Past corporate profits affect the company's current profitability.
H,: The company's age affects its profitability. Hs: Company productivity affects a company's profitability rate.
Hs: Firm growth affects profitability. Hg: Industry linkages affect the company's profitability.
Table 1
Interpretation of independent variables in a linear regression model
Variable Explanations Expected
X Number of state supports that Es has been received. +
X, Years of operation of Es. +
X3 Education of owner Es +
Xy The size of Es (Dummy variable) +
Xs Es's social relationship (Dummy variable) +
Xe Sales growth rate of Es +
(Source: compiled by the authors)
Table 2
Expected sign of variables in the model
Variable Explanations Measure variable Expected
Y1 Scale Es Log (Total assets) +/-
Y2 Es age Log(Number of years of operation) +/-
Y3 Growth (DT year present - Revenue of previous year) / Revenue of previous year +/-
Y4 Profitability of previous profit before/ previous year +
Y5 Productivity Log(VAT / number of employees) +
Y6 Calculate industry Log (VAT) +

3. The results
3.1. Current situation of SMES's production and business activities

The operation and development situation of SMES (classified under Decree 56/2009 / ND-CP) in Vietnam is quite extensive,
to find out more about the coin production problem in business. In order to assesse the status of development of Es, the authors
collected information about SMEs by survey questionnaire with 24 criteria. The total number of SMEs investigated is 456 Es.
The data was randomly collected to ensure the truthfulness and objectivity of the survey. Regarding Es scale, if based only on
the number of employees defined in Decree 56/2009 / ND-CP, the Ess are small Es type, specifically, 207 Es have the number
of employees under 10 people ( accounting for 45%); 166 Es have the number of employees from 10 to 99 people (accounting
for 36%), the rest are Es employing over 100 employees (19%). Many Es have a moderate number of medium-sized
employees, 7 Es with 100 to 199 employees and 5 Es with 200 to 300 employees. Besides, the average number of employees
of Es is about 18 people, including those who only work with 2 employees, these figures are quite low compared with SMEg
labor criteria in Decree 56. / 2009 / ND-CP of the Government.
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According to the survey on educational attainment, more than two thirds of Es masters have been trained, of which 57.6% of
Es owners have university and college degrees and 16.2% have graduated recently and created intermediate professional. In
general, the education level in the research sample was quite high, which shows a favorable foundation for Es. Es owners
seem to achieve higher management efficiency as well as absorb scientific and technical advances and Information in a better
way. The study results also showed that the average rate of female workers in the SMEs was 31.2%, accounting for about 1/3
of the total number of employees in Es. The use of many female workers in Es is encouraged by the government with many
preferential policies, such as borrowing loans of Es with many female workers will be easier than other Es. In addition,
according to research results from 456 SMEjs, an average of 58% of administrative and managerial workers have university -
college degrees, 42% of production and business workers have received vocational training. Thus, it can be said that the
quality of labor in the Es in the research sample is quite high compared with the common ground (about 34%). In addition,
the quality of life of employees has gradually improved significantly; the average income in 2018 of SMEg workers in the
sample was 45,390,000 VND / year. In terms of capital size, the survey results also show that the average total capital of Es
in the sample was only about VND 4.2 billion, of which, fixed assets were VND 1.3 billion. Thus, in terms of both labor scale
and capital size, they were quite small compared with the common ground, they mainly focus on micro and small types. In
addition, SMES rely primarily on equity. From the results of the survey, most of Es stated that equity was mainly used,
specifically; SMEs used an average of 73.2% of equity capital for production and business activities, and the remaining
mobilization were from other sources outside. Other sources of loans exist in many forms, including bank loans, personal
loans, commercial credit, etc. Among the types of loans, bank loans were accounted for the highest proportion, 48.33%. Many
firms made capital mobilization by borrowing from banks, 24.42% came from the supplier's commercial credits and 7.97%
of them used personal loans. In particular, bank loans, on average, account for 15.59% of Es's total funding, indicating the
importance of bank loans in supporting credit for SMEs. Most Ess had revenue in 2018 compared with 2017, with an increase
of 62%; revenue decreased by 16%; unchanged revenue accounted for 22% of the total Es surveyed. In addition, the
profitability of SMEs was quite balanced with the revenue growth. 57.1% of Es's profits in 2018 increased compared with
2017 and only 19% of Es's profits decreased. Through this we see a consistent growth between revenue and operating profit
in 2018 of SMEs, which is an especially necessary factor for joint stock companies in attracting investors.

Table 3
Descriptive characteristics of SMES in the survey
Criteria Mean Max Min Std. Dev.
Age of Es (years) 4.95 34.00 1.00 4.54
Total employees (people) 16.97 300.00 2.00 30.38
Total assets (million) 4136.85 50000.00 20.00 7219.80
debt-to-equity ratio 0.81 16.45 0.00 1,55
revenue (million) 6555.12 196,189.00 11.00 103,475.13
profit (million) 434.20 21281.00 -500.00 1369.73
turnover total assets 2.48 39.24 002 4.57
Rate of return (%) 13.00 139.00 -83.00 23.00

In addition, the average Debt to Equity Ratio (D/E) of Es in the sample survey is 0.81 <1 which may indicate that Es is less
dependent on the form of capital mobilization by borrowing. However, this may also indicate that Es does not know how to
borrow to do business and exploit the benefits of tax savings. Another point worth noting is that the average total asset turnover
of the SMEg in the sample is quite high (2.48), which shows that the efficiency in using the entire Es's total assets is good. It
can be said that, despite being affected by the China American trade war, significant SMEg efforts exists in managing and
operating. However, in the process of economic recovery and development, the SMEs actually encountered many difficulties,
such as the situation of investment expansion and market promotion of SMES in Vietnam still faces many droughts. In
particular, only about one-third of Es did this in 2018, and there is also a lack of information, including information about the
market, competition, and support policies of State for SMES,

3.2. Factors affecting the business performance of SMES

Table 4
Results of the analysis model of linear regression
Beta Std. Beat Sig. VIF
Constant -0.198 0.000
TCCSHT X1 0.040 0.321 0.000 1.145
TUOIES X2 0.004 0.131 0.005 1.056
HOCVAN X3 0.060 0.370 0.000 1.240
QUYMO D4 0.030 0.110 0.018 1.058
VONXAHOI D5 0.049 0.142 0.002 1.059
TANGDT X6 0.042 0.097 0.034 1.025
Durbin-Watson coefficient = 1.96 Adjusted R? =46.10 Source: Direct survey data

The results of the linear regression analysis are as follows: (1) Observed significance level Sig. very small (Sig. = 0.00) shows
that the security level rejects the Ho hypothesis, which means that there exists a linear relationship between the business
performance of Es (measured by the rate of profit) with, at least, one of the factors being an independent variable, such a
linear regression model is given in accordance with the data.
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The Adjusted R-Square value is smaller than the R?, so it should be used to evaluate the model as more suitable and it does
not inflate the model suitability, so adjusted R?= 0.60 means that 60% of Es's business performance can be explained by the
linear correlation between SMEs’ profit margin and the independent variables included in the model. The Durbin-Watson
coefficient of the model is 1.916, indicating that the model has no autocorrelation phenomenon. In addition, the variance
magnification (VIF) of the variables in the model is much smaller than 10, so we conclude that the variables included in the
model do not have multi-collinear phenomena. Of the 6 variables included in the model, all 6 explain the change in business
performance of SMEs. In particular, the variable X, (the number of state supports that Es has been received) has a positive
effect on the business performance of SMEs, showing the importance of this factor to production activities. Es's business is
huge, which fits perfectly with the argument that the authors originally made. In fact, in order for Es's business operations to
be effective and convenient, Es need to take advantage of inherent resources including human, material and financial
resources. The other important thing is to learn on how to exploit the necessary support that the state has set out in the SMEg
development support policies, the more Es can exploit the various forms of state support related to its activities, the more Es
can easily improve the capacity and resources for the operation of Es to develop more smoothly. In addition to the impact of
access to state support policies, the variable X, (the number of years of operation of Es) is also an important factor positively
affecting the efficiency of production and business activities. SMEs that have been operating for a long time can accumulate
a lot of capital to finance their business activities as well as new investment projects. At the same time, because they have
been operating for a long time, these Ess have a lot of experience, have created credibility and extensive social relationships
with other Es or with commercial banks, because of easy access the capital as well as information related to their operations,
so the performance is also high. The variable X3 (education level of the owner Es) is also positively correlated to the
performance of Es. The higher the educational level, the more Es owners are able to access modern management science
methods to help the company grow more and have more opportunities, while having a broader, more knowledgeable
relationship about institutions, more policy regulations. The coefficient of factor X4 (scale Es) bearing a positive sign (+)
indicates that smaller firms have better production and business efficiency than micro Es. The reason is that small or medium-
sized Es has better capital, labor, and wider market size, which contributes to good business support. At the same time, the
increase in scale will help Es increase production to meet timely demand when there is a shortage of supply in the market and
thus will increase sales and profits for the Es. Similarly, the Xs variable (Es's social relationship) also has a positive coefficient
with the performance of SMEs. This proves that social relationships also affect Es's business performance. When the Es owner
has a relationship with some association, the credit institution will increase his / her reputation, increase the access to relevant
information such as market, technology, labor, policies, etc. At the same time, when there are difficulties in the operation
process, these Es can support each other through assistance in capital, facilities and technology transfer. The positive influence
of the variable X, (the revenue growth rate of Es) shows that the Es had a better revenue growth, higher production and
business efficiency since their revenue growth reflects their economic potential, stability and growth. This is entirely
consistent with reality. In summary, the research results show that besides the impact from the environment within Es, the
level of support from the state is also a very important factor affecting business performance. Therefore, the key issue now is
how to enhance the accessibility of state support policies for SMES in Vietnam, thereby promoting the effectiveness of SMES
support in government.

3.3. Factors affecting the performance of ES

The statistical value F' is meaningful when the level of significance is 0.000 which rejects the null hypothesis, meaning that
the relationship exists. The coefficient of determination of R? is 54.9%, which is quite reasonable, showing that the general
fluctuations of the affecting factors explain about 54.9% of the SMEs performance. The non-measurable portion of the
regression model here is about 45.1% due to the impact of other important factors on the performance of the firms, but since
it is not quantifiable, some factors cannot be included in the model regression such as: Leadership level, gender, volatility
situation of the economy, Government policies, etc. Specific results of each variable are as follows,

Scale of ES - Y1

Scale of ES, with an estimated value of f; = -0.03 (0.001) shows that, when the ES scale increases by 1%, the ROA will
decrease to 0.03%. The results of this study are consistent with the studies of Ramasamy and Yeung (2005), Salman and
Yazdanfar (2012) and Margaretha and Supartika (2016). The larger ES may have difficultly to effectively manage the
organizational structure, from overcoming bureaucratic issues in the management structure. On the other hand, the fact shows
that the smaller the ES scale, the higher the profit level. Most SMEjs in the province of Thua Thien - Hue in particular and the
country in general have a modest value of total assets due to thin capital. With this “modesty”, ES leaders need to have proper
strategies in selecting markets, appropriate technologies and competitive strategies. For example, ES can hire tools or
technology from another ES to support the manufacturing process, thus, they will reduce the cost of buying assets, thereby
making the production more efficient, thus ES can make a higher profit.

Age of ES- Y2

Age of ES does not significantly affect returns since the value of B, is insignificant (B2 = 0.007 sig. = 0.70). This result is
consistent with the research of Malik (2011) and collaborative research between Mehari and Aemiro (2013). Research shows
that long-term ES would not necessarily mean higher profits. In contrast, newly established ES have more advantages,
reflected in innovation and application of new technology, advanced technology, access to more information, knowledge and
opportunities than active ES perennial cave.
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Table 5

The results of analysis of linear regression model
indicator Variable Coefficient influence (B) coefficient of influence (Peta) Value probability
Constant .079 .027
Scale Es X1 -.030 * -.381 * .001 *
Age of Es X2 .007 .034 703
Growth X3 016 * 225 * .020 *
Profitability X4 S51% 428 * .000 *
Productivity X5 .015 .102 281
Industry cohesion X6 .020 * 202 * .040 *
Coefficient R*= 0.549 * Durbin Watson coefficient = 2.229 * F-value = 18.888* (Sig. = 0.000) Source: compiled by the authors

Revenue growth - Y3

The growth of ES has positive effects on profitability with an estimated value of B3 of 0.016 (sig. = 0.02). That is, when the
ES scale increases by 1%, the ROA will increase to 0.016%. The results of this study are in line with the studies examined by
Vijayakumar (2011), Salman and Yazdanfar (2012) and the research of individual Yazdanfar (2013). According to the World
Bank, also in line with modern economic theory, SMEs are very important for a country's economic growth and development.
SMEjs can promote more jobs than the big ES. SMEs have a smaller scope so it is easier to set up and organize ES activities.
The more effective the SMES is, the more likely to increase profit.

Past profitability - Y4 Past

Profitability has a positive impact on profitability at the present time with a B4 coefficient of 0.551 (sig. 0.000). That is, when
the ES scale increases by 1%, the ROA will increase to 0.551%. The results of this study are consistent with the studies of
Stierwald (2009), Vijayakumar (2011), Salman and Yazdanfar (2012) and individual research Yazdanfar (2013).

Productivity - Y5

The results indicate that the labor productivity of ES does not affect the profitability of ES. The results of this research is
different from the one tested by Stierwald (2009), Salman and Yazdanfar (2012) and the research of Yazdanfar (2013) which
shows that the company's productivity has positive impact on profits. The result is inconsistent with the previous research of
the authors mentioned, but partly reflects the actual situation of SMES activities in Thua Thien - Hue province in particular
and in Vietnam in general. Therefore, this variable has not really had a significant impact on profit improvement.

Sectorial Linkage - Y6

Sectorial linkage that affects profitability with an estimated value of Be is 0.02 (sig. 0.04). That is, when the ES scale increases
by 1%, the ROA will increase to 0.02%. The results of this study are consistent with previous studies that have been verified
by Vijayakumar (2011), Salman and Yazdanfar (2012) and individual research by Yazdanfar (2013).

The results of linear regression analysis in Table 2 show four variables: Scale ES (X), growth (X3), past profitability (X4),
and industry cohesion (Xe) have some impacts on ES effectiveness. In particular, growth (X3), past profitability (X4) and
industry cohesion (X¢) have positive impacts while ES (X;) scale has a negative impact on ES performance. This study also
shows that past profitability and ES scale are the two most powerful determinants of profitability. The other two variables,
age of ES (X2) and productivity (Xs), have almost no effect on the performance of these ES.

Table 6

Summary of the results of multivariate regressions
Hypothesis Company size Age of the company Growth Profitability in the past Productivity Industry Links
Results (Ho) Reject Accept Reject Reject Accept Reject

4. Solutions to improve the business performance of enterprises

For Enterprises (Es)

The main goal of ES is to maximize profits. To further improve the effectiveness of ES, ES leaders need to focus on promoting
a number of positive factors and improving those that have negative impacts or currently have no impact on ES profits. The
SME;5 should apply incentives to improve knowledge, technical qualifications, management with bonuses based on the results
of work and creativity of employees to encourage employees to go to school. In addition, they need to focus on creating a
good working environment in the workplace, making employees feel rewarded, thereby being more loyal and devoted to ES,
increasing their productivity and bringing profits for the company. The owners and managers need to improve their
qualifications and management. The ES should develop the capital plan needed for training, improve the qualifications of ES
owners and employees, focus on training the necessary skills for managers. SMESs need to attach importance to collecting
market information to conduct market research effectively, at the same time, providing the resources needed to understand
customer needs or follow up with competitors. SMEs need to focus on improving the technological process, not only applying
advanced technology and modern machinery but also researching to improve the production process, save raw materials,
minimize wastage, damage of the product, etc. in order to reduce the price and improve the competitiveness of the product.
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For the ones that ES does not work well, it is advisable to hire and transfer to other ES to take advantage. For example, if ES
is in charge of managing a warchouse of its finished products in another location, the delivery to customers from that
warehouse is ineffective, thus they need to hire a company specializing in warehousing, transportation services for cost
savings. SMEs need to have a good business orientation and a feasible business plan, suitable with the capacity and meeting
the needs of the market. Accordingly, in order to sustain in the context of an increasingly deep and integrated economy, SMEs
need to quickly find a way to adapt to a new business environment. SMEs need to step up their cooperation, conduct mergers
and acquisitions to improve their competitiveness; increase their relationships with other parties such as suppliers or
distributors to help manage access control. This is also a factor that can increase the standard of quality products, to attract
consumers.

For regulators

One of the ways to promote the SMEs in the future is that the government should expand regulations to encourage ES
development in the form of government policies such as laws and regulations. Involving SMEs from the manufacturing and
banking sides, such as a special credit program with terms that are not too stringent for SMEs, helps improve the capital base,
through the service sector, formal finance, informal financial services sector, schemes, rentals, and venture capital funds.
Along with that, firms need to continue to create a favorable business environment through creating a favorable legal corridor,
a safe business environment, as well as simplifying licensing procedures, tax reduction, etc.

5. Conclusion

SMEs with the level of investment is not large, flexible and very suitable for developing private economy. These firms play
an appropriate and effective way to mobilize resources from the people for economic development. Particularly for Vietnam,
the development of the current SMES does not fully meet the requirements of socio-economic development, SMEs often
operate with the goal of introverting, within a small space. The competitiveness is still weak. The results of the study have
shown that factors such as the level of access to government support policies, education of the Es owner, the size of the Es,
the social relations of Es and the rate of revenue growth affect the business performance of SMEs. Through the research
results, the authors expect that the concerned departments and agencies will soon implement action programs to develop
SMEjs, contributing to the country's socio-economic development. Using the least squares estimation method in the
multivariate regression model, the study estimated and identified the factors affecting the performance of ES including: ES
scale, increase growth, past profitability, and industry cohesion. The research results have shown that the longer time ES has
been on economy, the less effective the activities are. In contrast, the growth rate, profitability of the previous year and industry
cohesion almost had positive impacts on the performance of ES.
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