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Abstract 

The study aims to investigate the impact level of earnings quality on firm value. The study has used data with 3,910 observations at listed firms on 

Vietnam Stock Exchange for the period from 2010 to 2018, and GLS regression analysis is employed in this research. Earnings quality is 

measured in the aspects of earnings management, earnings persistence, and timeliness of profitability. This study also considers a number of 

controlled variables that positively influence the firm's value such as firm size, fixed asset investment rate and dividend payout ratio. The results 

show that earnings quality is positively associated with firm value with having statistical significance. In contrast, some determinants negatively 

influence firm value such as financial leverage, ratio of market value to book value, and revenue growth. Determinants of firm size, the rate of 

investment in fixed assets, the rate of dividend payment positively affect the firm value. In contrast, determinants of financial leverage, revenue 

growth rate and market value to book value ratio are inversely related to firm value according to economic value, Tobin‟s Q or Price. Based on the 

findings, some recommendations are proposed for investors, management and policy makers as well in the context of emerging countries 

including Vietnam.  
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1. Introduction 1112
 

 

Earnings quality (EQ) of firms is an important 

determinant to minimize information asymmetry and thus 

promote the development of financial markets. EQ can be 

viewed as the potential profitability of the firms or the 

possibility that firm achieve the expected profit growth in 

the future. The value of a firm‟s stock, therefore, depends 

                                         

 
*We gratefully acknowledge the financial support from the Vietnam 
National Foundation for Science and Technology Development 
(NAFOSTED) under Grant No. 502.02-2019.302. 
**First Author. Associate Professor, Hanoi University of Industry, 
Vietnam [Postal Address: 298 Cau Dien Street, Bac Tu Liem District, 
Hanoi, 100000, Vietnam] Email: hungdangngockt@yahoo.com.vn 
***Lecturer, Vinh University, Vietnam. Email: cucntt@vinhuni.edu.vn 
****Corresponding Author. Associate Professor, National Economics 
University, Vietnam [Postal Address: 207 Giai Phong Road, Hai Ba 
Trung District, Hanoi, 100000, Vietnam]  
Tel: +84 947 120 510 Email: manhdung@ktpt.edu.vn 
 

©  Copyright: The Author(s) 
This is an Open Access article distributed under the terms of the Creative Commons Attribution Non-
Commercial License (https://creativecommons.org/licenses/by-nc/4.0/) which permits unrestricted non-
commercial use, distribution, and reproduction in any medium, provided the original work is properly cited. 

not only on its earnings per share, but also on its future 

performance expectations and its reliability expectations on 

earnings. 

Firm value is a topic that attracts a great deal of attention 

from firm executives and researchers, which determinants 

influence firm value? There have been a number of studies 

conducted such as Varaiya, Kerin, and Weeks (1987), Liow 

(2010), Hermuningsih (2014), Kodongo, Mokoaleli-

Mokoteli, and Maina (2015), Mule (2015), Sucuahi and 

Cambarihan (2016), Handoko (2017), and Nam (2019), 

who studied the impact of information on financial 

statements on firm value. The results of these studies have 

agreements and disagreements because of employing 

different techniques and measurements. In the information 

on the financial statements, EQ is a very important 

indicator that is interested by many stakeholders. In the 

context of Vietnam, there has not any comprehensive 

studies on the relationship and the impact of EQ on firm 

value. While research findings in the international contexts 

have inconsistent results, sometimes contradictory, on the 

other hand, the measure used to measure firm value is very 

diversified such as such as return on assets (ROA), return 

on equity (ROE), and earnings per share (EPS), Tobin's Q, 
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economic value, stock price. The profitability of the 

reporting firms may not be true to the real profit of firm, the 

cause is due to the distortion of the declared profit of the 

firm arising from the conflict of interest between the 

manager and business owners and accounting constraints in 

the business such as errors in the forecasting process and 

estimation of future value or the use of inappropriate 

accounting methods make the difference between 

forecasted profits and profit in the financial statements.  

The EQ is a reliable representation of the predicted 

profits and the declared profits, and the issued profits will 

be useful to users in making sound economic decisions. 

Richardson, Sloan, Soliman, and Tuna (2001) evaluated EQ 

basing on the persistence of future revenue and Beneish and 

Vargus (2002) also thought that the persistence of firm's 

revenue is will prove the business's EQ. Penman and Zhang 

(2002) defined EQ as the ability to forecast future income 

of a firm. Investors or stakeholders in the capital market 

often rely on information on the financial statements to 

evaluate the future cash flow of the firm from which to 

estimate the expected returns (Francis, LaFond, Olsson, & 

Schipper, 2004). Thus, in order to better predict the future 

cash flow, the profit announced on the financial statements 

is a good quality profit. Based on literature review, it 

indicates that in a developing economy like Vietnam, there 

are incomplete legal regulations, business environment and 

stock market development, therefore conducting the impact 

of earnings quality on firm value will be of great 

significance. 

 

 

2. Theoretical Framework 
 

2.1. Information Risks, Capital Costs and Firm 

Valuation 
 

From a financial perspective, the quality of financial 

information influences the firm's cost of capital in two ways, 

i.e. market liquidity or investor risk. On the one hand, high 

quality information can increase market liquidity by 

reducing transaction costs or increasing demand for 

securities investments (Amihud & Mendelson, 1986; 

Diamond & Verrecchia, 1991). On the other hand, since the 

decisions of rational investors largely depend on the quality 

and quantity of information available, investors will 

compensate for the information mismatches that could put 

them at higher risk by calculating the higher cost of capital 

(Easley & O'hara, 2004; Leuz & Verrecchia, 2005; 

Baimukhamedova, Baimukhamedova, & Luchaninova, 

2017). 

Information risk in this case refers to the possibility that 

investors may decide in an uncertain manner because it is 

made basing on inadequate and less transparent firm 

specific information that could lead to investors pay 

additional investment costs. If the uncertainty is low, 

investors predict lower capital costs. By considering that 

the market value of firms is the present value through the 

present and future cash flows discounted at the risk-

adjusted capital cost, the low cost of capital shows a better 

value of the firm (Gaio & Raposo, 2011). 

Bushman and Smith (2001) identified three aspects that 

accounting information can affect capital costs. First, 

financial accounting needs to provide useful information, 

both directly to managers and investors, about investment 

opportunities and indirectly through contributing to the 

determination of stock prices reduces estimated risk, and 

thus reduces the firm's cost of capital. Second, financial 

accounting needs to provide useful information as a direct 

process of business control mechanisms, which will reduce 

risks, and thus reduce the firm's capital costs. Third, 

financial accounting information will contribute to reducing 

information mismatches between investors, this will reduce 

liquidity risks, and thus reduce the firm's capital costs. 

Furthermore, Leuz and Verrecchia (2005) showed that 

better quality information (or accurate reporting) improves 

the coordination between firms and investors on capital 

investment, reducing information risk and thus cut down 

the firm‟s cost of capital. 

 

2.2. Earnings Quality 
 

Profits are closely monitored by financial market 

participants, especially investors and analysts. Recent 

studies provide evidence that reported profits are a leading 

source of specific information for firms such as Francis et 

al. (2004), as they are a good indicator of future cash flows 

and there is more information about a firm's economic 

performance than cash (Dechow, 1994; Dechow, Kothari, & 

Watts, 1998). Francis et al. (2004) examined the 

relationship between some attributes of profitability and 

cost of equity in the context of United States. They find that 

the properties of accounting-based profits (accruals quality, 

persistence, predictability) are significantly more cost 

effective than market-based attributes (relevance, value, 

timeliness and prudence) and accruals quality are the most 

valuable attributes. Bhattacharya, Daouk, and Welker (2003) 

found that the increase in profits, is defined as an aggregate 

measure of the positive level of income, avoiding losses 

and the stability of profits, is related to an increase in cost 

of equity and reduced transaction volume. There have been 

various studies in the US market (Bitner & Dolan, 1996; 

Rountree, Weston, & Allayannis, 2008) also investigate the 

relationship with EQ with firm valuation (Tobin'q 

measurement). Meanwhile, Bitner and Dolan (1996) 

examined the relationship between profitability and firm 

value. 
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3. Literature Review 
 

3.1. Accruals Quality and Firm Value 
 

Unusual accruals are often used to justify profit 

management activities that demonstrate managerial 

opportunity behavior. The lower the content of the unusual 

accruals indicates that the reported earnings are less 

managed and can be presented as a business value. Profits 

reported with arbitrary high accruals are said to be of poor 

quality and less reliable and become one of the factors 

attributed to the investor's uncertainty especially with 

respect to the decision related to business valuation. Since 

profit information is relevant to the decision made, the 

accruals quality can be simply considered as the firm's 

indistinguishable information risk influencing the firm‟s 

capital costs. Consistently, Francis et al. (2005) described 

this concept when they declared that information risks, 

meaning that the firm's specific information ability in 

accordance with the investor's pricing decision is of poor 

quality. Because cash is an original factor that investors 

value, poor accruals quality suggests that the information 

about the profit-to-cash flow provided to investors is 

unclear, which can cause information risk and therefore the 

company's cost of capital is high (Francis et al., 2005). 

When considering the market value of firms called present 

value of current and future expected cash flows discounted 

at risk adjusted capital cost, low capital cost shows better 

value of the firm (Gaio & Raposo, 2011).  

 

3.2. Earnings Predictability and Firm Value 
 

According to Lipe (1990), and Francis et al. (2004), 

predictive ability refers to the possibility of current reported 

profits to predict future profits. This particular profit 

attribute is viewed as the desired attribute of the process of 

setting standards and important components for valuing 

businesses by analysts (Francis et al., 2004). Some studies 

demonstrate the relevance of profit prediction in capital 

markets.  Imhoff and Lobo (1992), and Pincus (1983) 

among others, proving the relationship between profit 

prediction and market reaction to profit announcements. In 

addition, Crabtree and Maher (2005) found a positive link 

between profitability and firm bond rating, besides the 

negative association between the ability to predict income 

and the cost of debt. Moreover, in relation to the actual cost 

of equity of the firm. Affleck-Graves, Callahan, and 

Chipalkatti (2002) found the effect of profitability 

predictability on the bid spread (a measure of cost of 

equity). They argue that the ability to predict low profits 

increases information asymmetry and increases trading 

opportunities to notify traders that can lead to an increase in 

adverse selection costs, and thus concludes that low capital 

cost for businesses with high anticipated profits. 

 

3.3. Prudent Principles and Firm Values 
 

Despite the opposition of capital market managers who 

set the standards and the scientific circles about the 

importance of the accounting prudence principle, we 

consider its implications for accounting. Business prices are 

based on previous documents. For example, Watts (2003), 

argued that contractual benefits, costs of asymmetric 

shareholder litigation, tax benefits and political pressure are 

determinants that demonstrate the importance of prudent 

principles. Kothari, Ramanna, and Skinner (2010) 

recognized the significance of accounting prudence in 

minimizing conflicts of representation of shareholders and 

managers. Institutional issues inherent in the relationship 

between shareholders and managers in public firms are 

likely to be reduced due to prudent accounting practices. 

Kothari et al. (2010) suggested that accounting prudence 

reduces problems in three ways. First, because managers' 

compensation is directly linked to the company's 

performance, it is common for managers not willing to 

disclose bad news to avoid adversely affecting their current 

compensation, but conservative accountants give them the 

obligation to recognize and publish news promptly. Second, 

in the case of managers delaying the disclosure of bad news, 

managers tend to make risky investments in anticipation 

that will be exchanged with other indicators of performance. 

Prudent accounting then gives the shareholders timely 

signals and calls for them to act properly to avoid managers 

making such bad decisions. Third, prudent accounting also 

prevents shareholders from making excessive compensation 

to managers, as managers may be able to compensate 

themselves by delays in identifying bad news. 

Based on the above arguments of Kothari et al. (2010) 

and previous studies, it can be argued that the quality of 

financial information has a direct impact on reducing firm 

capital costs (e.g., Easley & O'hara, 2004; Leuz & 

Verrecchia, 2005), specifically accounting prudence reduces 

capital costs and thus increases firm value in two ways. 

First, conservative accounting reduces the costs of agency 

conflicts and provides better future cash flow for 

shareholders that can reduce the cost of equity (Watts, 

2003). Second, the prudent principle also reduces the 

information asymmetry that exists in the relationship 

between managers, as shareholders may require high capital 

costs for businesses to exercise low caution as the 

compensation for information less transparent for them 

(Ball, Kothari, & Robin, 2000). 

 

3.4. Earnings Quality and Firm Value 
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  Gaio and Raposo (2011) conducted a study using a 

sample of more than 7,000 observations in firms in 38 

countries considering the relationship between EQ and firm 

value (Tobin‟s Q). The results show a positive and 

meaningful relationship between EQ and business value, in 

which the aggregate income quality measure is based on 

seven income attributes (accruals quality, persistence, 

predictability, stability, relevance, timeliness and prudence). 

Hutagaol‐Martowidjojo, Valentincic, and Warganegara 

(2019) showed that EQ is negatively correlated with the 

market value of equity of firms listed on the Jakarta Stock 

Exchange. Latif, Bhatti, and Raheman (2017) conducted a 

study of 214 non-financial listed firms in Pakistan between 

2003 and 2014, and fond that EQ contributed positively to 

maximizing firm value.  

Based on literature review, there have been several 

studies on EQ in terms of accruals quality, prudent 

principles or general EQ influencing form value. In this 

study, we continue to look at other aspects of EQ such as 

earnings management, earnings persistence and the 

timeliness of profit information influencing firm value. 

 

 

4. Research Methodology 
 

4.1. Firm Value Measurement 
 

If the firm is considered as an investment asset, its value 

depends on the income it brings to the investor. Therefore, 

firm value is the total present value of all income that is 

likely to be generated during the course of a business 

operation. In other words, firm value is the existing benefits 

and the potential benefits that a firm can generate are 

expressed in the form of value that we can determine 

through the suitable methods and pricing model. To decide 

the firm value, there are many different approaches and 

accesses. In general, these methods focus primarily on the 

following three views: 

Viewpoints based on assets are the views on determining 

the firm value on the basis of the balance sheet. Leland and 

Toft (1996) state that the firm is equal to the value of assets 

plus the benefits of the tax shield from debt minus the cost 

of bankruptcy related to debt. Pandey (2004) supposes that 

defined firm value is viewed as the total value of all its 

securities. Modigliani and Johnson (1980) defined in the 

way that firm value is understood as equal to the total debt 

and equity if the firm has financial leverage (using long-

term debt); Firm value is only equal to the value of equity if 

the firm does not have financial leverage (do not use long-

term debt) . Based on the view of Modigliani and Johnson 

(1980), Antwi, Mills, and Zhao (2012),  and Maxwell and 

Kehinde (2012) have identified corporate value as: 

 

Firm value = Market capitalization of Equity + Long-

term debt with interest 

 

Viewpoints based on financial performance are the views 

on valuing enterprises on the basis of reporting business 

results. This is a method of determining the value of a firm 

depended on the perspective of capital mobilization with 

the expectation of increasing the value of equity, meaning 

the increase in the firm value. According to La Rocca 

(2010), with a sample of 36 studies in the period of 1988-

2006 selected for the survey, about 33% of the studies used 

return on assets (ROA) and return on equity (ROE) 

indicators on behalf of firm value and 67% of studies used 

Tobin's q and other indicators such as earnings per share 

(EPS), economic value added (EVA) and others to represent 

the firm value. The Tobin‟s Q index, according to Chung 

and Pruitt (1994), Lin (2010) is determined as below: 

 

Tobin‟s Q = = 

Market capitalization + Preferred            

stock value + Net debt 
 

 
Book value of total assets 

 

Market-based viewpoint: the point of view of 

determining the firm value on the market share price. La 

Porta, Lopez-de-Silanes, Shleifer, and Vishny (2000), Ball 

et al. (2000), Morck, Shleifer, and Vishny (1988) 

determined that the influence of business information on 

stock prices is less than in countries where the weak rule of 

law protects investor rights. Because the stock price often 

reflects a firm‟s expectations, its market value can 

significantly affect the firm's true value if it can provide 

enough relevant information. The smaller the standard 

deviation is the stock price, the lower the risk of investment. 

However, the volatility of stock prices has a significant 

impact on investment decisions, so research through market 

value of stocks is a measure of firm value. 

 

4.2. Earnings Quality Measurement 
 

This study measures EQ on such aspects as profit 

management, persistence, and timeliness of profit 

information. The measurement of the components of the 

EQ is shown as follows: 

 Earnings quality measured through earnings 

management: There are various ways to measure the quality 

of profits through extraordinary accrual/earnings 

management (EM), we employ the model of Jones (1991). 

Earnings management variable measured through proxy is 

the remainder of equation (1). The EQ is the opposite of the 

remainder of the following equation: 

 

ACCit = β0 + β1 (REVit − ARit) + β2PPEit + εit     (1) 
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In which:  

 𝛥𝑅𝐸𝑉𝑖𝑡 is the difference between revenue of firm i in 

year t and year t -1 

 𝑃𝑃𝐸𝑖𝑡 is the cost of fixed assets of firm i in year t 

𝐴𝑖𝑡−1 is total assets of year t -1 

𝛼1,  𝛼2, 𝛼3, are the parameters of each firm 

 

The earnings management (EM) will be taken as a 

residual of εit because the earnings management is an 

earnings-adjusting behavior, so whether the adjustment is 

increased or decreased (equivalent to the adjusted accruals 

variable with negative values or positive) are all behaviors. 

Thus, εit is the measurement of earnings management 

variable (earnings quality), the higher the deviation εit, the 

lower earnings quality. Earnings quality is measured by 

earnings management is defined:  

EQ_EM = EM*(-1). 

Earnings quality is measured through the persistence of 

profits: Li et al. (2014) implemented EQ in terms of 

persistence. For the persistence of profit (earnings 

persistence), he based on the research of Kormendi and 

Lipe (1987) which used the regression results of the model 

(4) between current profit and previous year's profit, 

regression coefficients are estimated from the model to 

measure the persistence of profits. 

 
 𝐸𝑎𝑟𝑛𝑖𝑡

𝐴𝑖𝑡−1
=  𝛼 +  𝛼1

𝐸𝑎𝑟𝑛𝑖𝑡−1

𝐴𝑖𝑡−1
 + εit                              (2) 

 

Earnit is the net profit of firm i before extraordinary 

amounts in year t. 

Earnit-1 is the net profit of firm i before extraordinary 

amounts in year t-1. 

εit is the error number 

 

To measure the EQ according to the persistence of profit, 

EQ is determined based on the regression results from 

equation (3). Proxy variables reflect EQ_PE as the R2 

coefficient of the equation (4): 

EQ_AQ = PERS 

Profit quality measured through the timeliness of profits: 

Based on the model of Basu (1997), stock prices are 

determined on the basis of combining all information in the 

market in a timely manner from a variety of sources, 

including firm earnings reports. Therefore, changes in stock 

prices are the criteria for assessing the news obtained in 

each period. Meanwhile, firm earnings reports are 

influenced by asymmetry in timely recording of 

information - often receiving bad information faster than 

good information. Basu's regression function is as follows: 

 

EARNit = β0 + β1NEGit + β2RETit + β3 NEGit*RETit + 

εit                                                 (3) 

 

In which: 

β0=Intercept; 

β1, β2, β3: The coefficients; 

EARNit: Profit per share of firm i in year t; 

RETit: is the share yield of firm i in year t; 

NEGit is a dummy variable with value = 1 in case of 

good information; 

NEGit is dummy variable with value = 0 in case of bad 

information; 

 

The gradient (slope) of the model represents the degree 

of asymmetry of timeliness in recording information into 

the firm's profit value. The timeliness of profit information 

(TIMEL) is positively correlated and the coefficient R2 is 

determined from equation (3). The higher value of 

timeliness (TIMEL) implies more timely profits and higher 

quality of returns. Profits reflect information integrated into 

stock returns faster than investors perceive it to be of higher 

quality. The variable of earnings quality measured by 

timeliness is defined EQ_TI = TIMEL. 

 

4.3. Model and Research Data 
 

From the literature review and hypotheses, we design a 

research model as below (see Table 1): 

 
Table 1: Describe the variables in the research model 

Variables Codes Measurement 
Impact 

direction 

Firm value 

FV_ 

Tobin 

FV_ 

EV 

FV_ 

PRICE 

FV_Tobin=(Market 

capitalization + 

Liabilities)/Total assets 

FV_EV = Ln(Market 

capitalization + Long-term debt 

with interest - Cash and cash 

equivalents) 

FV_PRICE = log(Stock price 

of firm at the end of year t) 

 

Earnings 

managemen

t 

EQ_ 

EM 

The absolute value of the 

residuals from the equation, 

multiplied by (-1): ACCit = α + 

β1(REVit− ARit) + β2PPEit + εit 

+ 

Earnings 

persistence 

EQ_ 

PERS 

The level of explanation R2 of 

the equation: EARNit= α + 

βEARNit-1 + εit 

+ 

Timeliness 
EQ_ 

TIME 

The level of explanation R2 of 

the equation: 

EARNit=β0+β1NEGit+β2RETit+

β3NEGit*RETit+ εit 

+ 

Firm size SIZE 
The size of the firm by assets 

Log (Total Asset) 
+ 

Financial 

leverage 
LV Liabilities/Total assets - 
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Variables Codes Measurement 
Impact 

direction 

The ratio of 

market 

value to 

book value 

BM Market value/Book value - 

Growth 
GROW

T 

(Revenue period t - revenue 

period t-1)/Revenue period t-1 
- 

Fixed asset 

investment 

rate 

PPET 
Net book value of fixed assets / 

Total assets 
+ 

Dividend 

payment 

ratio 

DY 
Dividend payment ratio on par 

value 
+ 

 

FVit = β0 +β1EQit +β2SIZEit +β3LVit +β4BMit +β5-

GROWTit +β6PPETit +β7DYit + εit               (4) 
 

This research uses data from Vietnam Stock Exchange 

Market in the period from 2010 to 2018. Data were 

collected from audited financial statements of listed firms 

after excluding firms in the field of banks, securities, and 

insurance. After determining the indicators, the data used 

for analysis and regression were 3,910 observations. We 

employ GLS regression to overcome the regression model's 

defects such as autocorrelation and variance change. 

 

4.4. Research Hypotheses 
 

When considering the firm market value called present 

value of current and future expected cash flows discounted 

at risk adjusted capital cost, low capital cost shows better 

value of companies (Gaio & Raposo, 2011). Based on the 

studies of Gaio and Raposo (2011), Lu (2012), Latif et al. 

(2017), Dang, Vu, Ngo, and Hoang (2019), and Hutagaol et 

al. (2019), we propose a hypothesis that has a positive 

relationship trend between EQ and firm value. 

 

 

5. Results and Discussion 
 

Data in Table 2 show that firm value measured by 

Tobin'Q has an average value of 1,061, while the firm value 

is measured by economic value, the stock price after 

logarithms have the average values are 26.269 and 9.466. 

The average EQ for each aspect such as earnings 

management (EQ_EM) is 0.204, the persistence of earnings 

(EQ_ PERS) is 0.844 and the timeliness of information 

(EQ_ TIME) is 0.122. Firm size is measured by the 

logarithm value of the average total assets of 27,085. 

Financial leverage of firm is measured as the ratio of 

liabilities to total assets with an average value of 0.498, 

average revenue growth rate of 14.7%, the average rate of 

investment in fixed assets is 19.3% and the dividend payout 

ratio is 9.7%. 

 

Table 2: Descriptive statistics 

Variables 
No. of 

observations 
Average 

Standard 

deviation 
Min Max 

FV_Tobin 3,910 1.061 0.552 0.100 6.124 

FV_EV 3,910 26.269 1.642 21.692 32.543 

FV_PRICE 3,910 9.466 0.969 5.704 12.128 

EQ_EM 3,910 0.204 1.779 -6.892 10.693 

EQ_PERS 3,910 0.844 0.158 0.609 1.128 

EQ_TIME 3,033 0.122 0.074 0.023 0.224 

SIZE 3,910 27.085 1.438 23.659 30.915 

LV 3,880 0.498 0.213 0.038 0.914 

BM 3,910 2.114 1.444 0.256 9.470 

GROWT 3,864 0.147 0.510 -0.756 6.771 

PPET 3,855 0.193 0.186 0.000 0.836 

DY 3,895 0.097 0.115 0.000 0.761 

 

Table 3, showing the correlation coefficients between 

variables, the purpose of examining the close correlation 

between the independent and dependent variables to 

eliminate determinants that may lead to multicollinearity 

before running regression model. The relationship between 

the dependent variable is the firm value and the 

independent variable is the profit EQ from each aspect 

shows that there are statistical significance levels. The 

correlation coefficient between the independent variables in 

the model does not have any pair greater than 0.8, so it is 

less likely to have multi-collinear phenomena. We use VIF 

coefficient to check when using the regression model. 

Based on Table 4, EQ is measured in terms of earnings 

management, earnings persistence, and timeliness of profit 

information with a positive and statistical relationship of 1% 

to the firm value. Thus raising EQ would contribute to 

increase the firm value. The results of this study are in 

agreement with those of Gaio and Raposo (2011), and Latif 

et al. (2017). For the control variable, which is the firm size, 

the rate of investment in fixed assets, the dividend payment 

ratio is positively related to the firm value and is 

statistically significant at 1%. This study is in agreement 

with those of Colquitt et al. (1999), Liebenberg and Hoyt 

(2003), Dang et al. (2019), Dang et al. (2018), and Nguyen 

et al. (2019). Meanwhile, determinants of financial leverage, 

growth rate, and market value ratio on the books are 

inversely related to the firm value. This research is in 

agreement with the results of Modigliani and Miller (1958), 

and Modigliani and Miller (1963) 
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Table 3: Correlation matrix 

 
FV_Tobin FV_EV FV_PRICE EQ_EM EQ_PERS EQ_TIME SIZE LV BM GROWT PPET DY 

FV_Tobin 1 
           

FV_EV 0.3376* 1 
          

FV_PRICE 0.6900* 0.4554* 1 
         

EQ_EM 0.0736* -0.0007 0.1229* 1 
        

EQ_PERS 0.0166 -0.0433* -0.0067 0.0420* 1 
       

EQ_TIME 0.0445* -0.0588* 0.0026 0.0446* 0.3843* 1 
      

SIZE -0.0443* 0.8438* 0.0483* -0.0265 -0.0429* -0.0754* 1 
     

LV -0.1486* 0.0331* -0.1680* 0.0612* 0.0447* 0.0256 0.3145* 1 
    

BM -0.2768* -0.2706* -0.3202* 0.0048 0.2300* 0.2232* -0.0804* 0.1533* 1 
   

GROWT -0.0077 0.0686* 0.002 0.4663* -0.0211 0.0021 0.0798* 0.0159 -0.0341* 1 
  

PPET 0.0941* 0.1465* 0.0495* -0.0659* 0.0084 -0.0052 0.0108 -0.0572* -0.0517* -0.0513* 1 
 

DY 0.1004* -0.0688* 0.2200* 0.1505* 0.2056* 0.2466* -0.1352* 0.0252 0.3279* 0.0165 0.0117 1 

 
Table 4: Multivariate regression results 

  FV_Tobin FV_Tobin FV_Tobin    FV_EV FV_EV FV_EV    FV_PRICE FV_PRICE FV_PRICE    

EQ_EM 0.0278*** 
 

                0.0413*** 
 

                0.0713*** 
 

                

 
[5.11] 

 
                [5.82] 

 
                [8.12] 

 
                

EQ_PERS 
 

0.204***                 
 

0.292***                 
 

0.148*                 

  
[3.72]                 

 
[4.07]                 

 
[1.66]                 

EQ_TIME 
  

0.591*** 
  

0.790*** 
  

0.409*   

   
[4.61]    

  
[4.75]    

  
[1.96]    

SIZE -0.000997 -0.00301 -0.000547 1.052*** 1.049*** 1.052*** 0.0844*** 0.0786*** 0.0799*** 

 
[-0.16] [-0.48] [-0.08]    [129.27] [128.95] [119.47]    [8.39] [7.77] [7.22]    

LV -0.285*** -0.270*** -0.261*** -1.768*** -1.744*** -1.767*** -0.766*** -0.721*** -0.687*** 

 
[-6.78] [-6.42] [-5.73]    [-32.15] [-31.76] [-29.90]    [-11.26] [-10.55] [-9.26]    

BM -0.131*** -0.137*** -0.150*** -0.236*** -0.245*** -0.280*** -0.288*** -0.296*** -0.348*** 

 
[-20.43] [-21.05] [-20.53]    [-28.32] [-28.90] [-29.61]    [-27.93] [-28.05] [-29.25]    

GROWT -0.0685*** -0.0208 -0.0234 -0.0927*** -0.0217 -0.0315 -0.173*** -0.0530* -0.0695**  

 
[-3.61] [-1.25] [-1.30]    [-3.74] [-1.00] [-1.35]    [-5.65] [-1.95] [-2.36]    

PPET 0.209*** 0.195*** 0.175*** 0.972*** 0.951*** 0.917*** 0.0882 0.0572 0.028 

 
[4.64] [4.32] [3.51]    [16.48] [16.10] [14.24]    [1.21] [0.78] [0.35]    

DY 0.955*** 0.978*** 0.962*** 1.774*** 1.811*** 1.907*** 2.990*** 3.123*** 3.164*** 

 
[12.21] [12.53] [11.00]    [17.37] [17.75] [16.83]    [23.67] [24.60] [22.23]    

_cons 1.375*** 1.262*** 1.305*** -1.198*** -1.356*** -1.253*** 7.876*** 7.894*** 7.996*** 

  [8.31] [7.36] [7.17]    [-5.54] [-6.06] [-5.32]    [29.47] [28.33] [27.00]    

N 3769 3769 2918 3769 3769 2918 3769 3769 2918 
 

Note: t statistics in brackets * p<0.1, ** p<0.05, *** p<0.01 
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6. Conclusion and Recommendations 
 

With empirical results, we have used data with 3,910 

observations at listed firms on Vietnam' Stock Exchange for 

the period from 2010 to 2018, and GLS regression analysis 

is employed in this research. The study investigated the 

impact level of earnings quality on firm value. The results 

show that EQ is measured in terms of earnings management, 

the persistence of earnings and the timeliness of earnings 

information that positively influence firm value. 

Determinants of firm size, the rate of investment in fixed 

assets, the rate of dividend payment positively affect the 

firm value. In contrast, determinants of financial leverage, 

revenue growth rate and market value to book value ratio 

are inversely related to firm value according to economic 

value (EV), Tobin‟s Q or Price.  

Based on the findings together with in-depth interviews 

of management of listed firms on Vietnam Stock Exchange, 

some recommendations are given as: 

First, the government needs to develop management 

mechanisms, pressuring businesses to make, present and 

disclose financial statements in the expression of true and 

fair value. The processes should be strictly controlled, have 

sanctions against firms that violate and protect the rights of 

investors. Moreover, building and creating a stock market 

of active and sustainable development, having access to 

international practices are other tasks that should be 

regulated. 

Second, firms should be aware of the importance of 

having their financial statements by preparing, issuing 

reliable financial statements. By doing this will help 

investors be aware of which firms develop well through the 

aspects of EQ to firm value, there will be appropriate 

investment direction to avoid risks and firms will reduce the 

cost of capital. 

Third, firms should expand the form of joint venture, 

cooperate with partners both local and international partners 

to have more assets, especially fixed assets with modern 

technology to operate as well as take advantage of 

management skills, management assets and market of 

partners to enhance firm value. In addition, firms need to 

manage well the costs related to sales and business 

management along with good governance of receivables, 

contributing to improving financial performance. 

Fourth, financial leverage has a negative impact on the 

firm value. This means that firms with more debt will 

reduce the profitability ratio, so firms need to be very 

careful in raising loans, prioritizing equity, and issuing 

stock. 
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