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ABSTRACT:

This study examines the causal relationship between firm size and stock returns and how this

relationship was altered by the unprecedented shock of the COVID-19 pandemic. Employing a

fixed-effects model with clustered standard errors, the results confirm a strong negative association

between firm size and stock returns, consistent with the conventional size effect. However, the

interaction between firm size and a COVID-19 dummy variable is significantly positive, indicating

that the pandemic attenuated the negative size—return relationship, in line with the Flight-to-Quality

mechanism. These findings provide new empirical evidence on investor behavior and risk pricing
dynamics in the periods before and after the COVID-19 shock.
Keywords: firm size, stock returns, COVID-19, Flight-to-Quality, HoSE.

1. Introduction

The causal effects between firm characteristics
and stock returns is one of the key problems in the
process of asset pricing. One of the most reported
anomalies is the firm size effect, in which smaller
firms will have higher average returns as compared to
large firms (Banz, 1981; Reinganum, 1981). This
observation brings down the traditional formulations
such as Capital Asset Pricing Model (CAPM) that
explain expected returns to be primarily as a result of
systematic risk. Following this model, Fama &
French (1993) included the size of a firm as an
important risk factor.

The size premium is not a constant amount but
varies with the market conditions. The higher the
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uncertainty the more investors will prefer to protect
their capital rather than to seek returns and this will
create a flight-to-quality effect where capital flows to
larger, more established, and liquid firms (Amihud &
Mendelson, 1986). This may cause the firm size
effect to be weakened or inverted in crisis times.

The COVID-19 pandemic provides a natural
experiment to conduct research on this mechanism.
As a historic shock, it contributed to the volatility of
the markets and increased the importance of such
firm fundamentals as firm size and financial strength
(Bakeretal., 2020).

Though the literature mostly involves the sectoral
or aggregate market change, not much evidence
exists regarding the change in the size-returns
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relationship resulting in COVID-19. In this paper, I
will therefore discuss the existence of the firm size
effect in the Ho Chi Minh Stock Exchange (HOSE)
and how it changed during the COVID-19 time.

The research has two hypotheses. H1: Firm size
has a negative impact on stock returns, which means
that smaller firms make better returns than larger
firms (Fama & French, 1993). H2: The COVID-19
pandemic moderates the negative impact of firm size
on stock returns.

2. Methodology and data description

2.1. Methodology

This study employs a fixed-effect regression
model to examine (i) the conventional size premium
in stock returns and (ii) the moderating role of the
COVID-19 crisis in the size—returns relationship. All
firm-level explanatory variables enter the model in
their one-period lagged form (t-1) to mitigate
potential endogeneity and to capture the
intertemporal effect of firm characteristics on
subsequent stock returns.

Let RET; ; denote the annual stock returns of firm
iin year t, RET; . the lagged firm size, COVIDt a
dummy variable indicating the COVID-19 period.
The empirical models are specified as follows.

2.1.1. Baseline Equation

The first model (Equation 1) follows closely the
methodology of Fama and French (1993) to test the
existence of the traditional size premium, i.e. an
inverse relationship between firm size and stock
returns:

RET;, = a + B;FirmSize;, ; + y'CONTROLS

Tt te, €]

Where 1; captures firm fixed effects, 7; denotes
year fixed effects, and &;; is the idiosyncratic error
term.

The coefficient §; measures the marginal effect of
firm size on subsequent stock returns in normal (non-
crisis) periods. Consistent with the size premium
hypothesis (Hypothesis H1), the expected sign is: B,
< 0, indicating that larger firms are expected to earn
lower average returns than smaller firms, ceteris
paribus.

2.1.2. Extended baseline equation

Following the framework of Amihud &
Mendelson (1986) and Baker et al. (2020), Equation
2 incorporates an interaction term between firm size
and the COVID-19 dummy variable in order to
examine the effects of the COVID-19 crisis on the
firm size and stock returns relationship. This will be
expanded from the baseline (Fama & French, 1993)
with a COVID-dummy and an interaction between
firm size and COVID:

RET;; = a + B;FirmSize;, ; + B,COVID,

+ Bs(FirmSize; . ; x B,COVID,)
+y’CONTROLS + p; + 7, + ;4 2)

In this specification, B, captures the shift in
average returns associated with the COVID-19
period at the reference level of firm size, while B3
captures how the slope of the size-returns relation
changes during the pandemic.

The marginal effect of firm size on stock
returns is:

dFirmSize;

ORET,,,

Thus: In non-COVID years (COVID; = 0),
the effect of size equals B;. In COVID years
(COVID, = 1), the effect equals B; + B,.

Under Hypothesis H2, the COVID-19 crisis is
expected to mitigate the negative firm size effect due

=B, + B;COVID,

to a flight-to-quality into large firms. Therefore, the
interaction coefficient is expected to be positive: p5 >
0, implying that the firm size and stock returns causal
relationship becomes less negative during the
COVID-19 period.

* Types of variables:

- Dependent - Stock returns (RET): Percentage
change in stock closing price from year t—1 to yeart.

_ ClosingPrice;,

ClosingPricei.; 100
3 ()

RET; , =
b ClosingPrice;,

- Independent:

+ Firm size (FirmSize): Natural logarithm of total
asset. Expected sign: (-).

FirmSize; , ; = In(Total Assets; ; 1)
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+ COVID-19 (COVID): Dummy variable: 1 -
Show in the year t had COVID-19, 0 - Show in the
year t did not have COVID-19. Expected sign: (+).

+ Size COVID (SIZE COVID) - Interaction
term: Product of FirmSize and COVID variables.
Expected sign: (+).

- Control:

+ Financial leverage (LEV): The ratio of total
liabilities to total assets. Expected sign: (+).

Total Debt; ,
Total Assets;, ;

+ Profitability (ROA): The ratio of net income to

total assets. Expected sign: (-).

LEVy, =

Net Income; ;_;

ROA; ;. ; =
21 "Total Assets;

+ Liquidity (LIQ): The ratio of current assets to
current liabilities. Expected sign: (-).

LIQ;,; =
it Current Liabilities; ;|
+ Market-to-Book ratio (mb_ratio): The ratio of
market value of equity to book value of equity.

Current Assets; ; 1

Expected sign: (-).
Market Capitalization; ,
Book Value of Equity; , ;

+ Asset tangibility (TANG): The ratio of net
property, plant, and equipment to total assets.

mb_ratio;, ; =

Expected sign: (-).

TANG,,, ~ Fixed Assets;;

Total Assets; ;.

+ Sales growth (GROWTH): Measurement of the
net sale growth over year. Expected sign: (+).
Sales; , ; — Sales;; »

GROWTH; .| = e
it-

2.2. Data description
The data set of non-financial firms listed on the
Ho Chi Minh City Stock Exchange (HOSE) between
2010 and 2024
comprehensive  financial

is obtained from FiinPro, a
database platform in
Vietnam, which provides the audited financial
statements and daily stock trading data.

All VN-Index constituent firms are included in
the first sample in order to have a representative of
the market. The timeframe of the observation will be
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between January 1, 2010 and December 31, 2024,
including both the normal market conditions, and the
COVID-19 shock. The initial sample is a sample of
417 listed and actively traded firms.

A sample of non-financial firms is limited to
ensure that the comparison is made across business
models and financial structures. Financial
institutions, ETFs and investment funds are all
excluded because of their regulatory and operational
variations.

The time frame between 2010-2024, and COVID-
19 is a dummy variable whereby the value is 1 in the
year 2020-2021, and zero is the rest of the year. Firms
that have less than three years of listing history or
lack of key financial variables are eliminated. The
dataset is then created as an unbalanced panel, which
is in line with the typical empirical practice in finance
literature.

Table 1 presents the descriptive statistics of the
variables used in the regression analysis during 2010-
2024 after excluding missing data. The average of
annual stock returns (RET) is 12.84% with a high
standard deviation (45.31%); hence, the volatility and
dispersion are high, which is a usual feature of
emerging markets. Returns range widely from -
63.55%t0 191.8%.

In terms of firm characteristics, the firm size
(L_FirmSize) is variable amongst firms. The
leverage (L_LEV) is 0.467, indicating moderate debt
utilization, and profitability (L_ROA) is rather low
and some unprofitable firms exist. Liquidity (L_LIQ)
and asset tangibility (L _TANG),
(L GROWTH), and  market-to-book
(L_mb_ratio) are also different in firms.

The mean of the COVID dummy variable is
0.159, which means

growth
ratio

that the percentage of
observations within the pandemic is around 15.9%.
Table 2 shows the pair-wise correlation between
the variables, and this provides some first order
their
multicollinearity. In general, stock returns (RET)
with
multivariate

information  about relationship,  and

correlations
which makes

have poor the explanatory

variables, analysis
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Table 1. Descriptive statistics

(1) (2) @) (4) (5)

VARIABLES N mean sd min max
RET (%) 4,617 12.84 45.31 -63.55 191.8
L_FirmSize 4,228 7.714 1.728 4.919 13.40
L LEV 4,059 0.467 0.211 0.0304 0.877
L_ROA 4,226 0.0636 0.0711 -0.112 0.344
L LIQ 4,059 2.641 3.438 0.398 26.04
L_TANG 4,228 0.222 0.218 0.000496 0.894
L_GROWTH 3,838 0.154 0.557 -0.769 3.442
L_mb_ratio 4,059 1.317 1.025 0.228 6.159
COVID 4,617 0.159 0.366 0 1

Source: Authors' compilation using data from FiinPro, accessed from FTU-HCMC Branch's library in 11/2025.

Table 2. Correlation matrix

'?;;r L§Ii:zi:;m L LEV |L_ROA | L_LIQ | L_TANG | L_GROWTH '_'r—a“t“ig coviD

RET (%) 1

L_FirmSize 0.021 1

L_LEV 0.040 0.341 1

L_ROA -0.077 | -0.125 | -0.463 1

L LIQ -0.015 | -0.216 | -0.535 | 0.193 1

L_TANG -0.007 | -0.019 | -0.046 | 0.071 -0.161 1

L_GROWTH | -0.024 | 0.051 0.045 0.101 0.016 -0.054 1

L_mb_ratio -0.181 0.247 | -0.055 | 0.468 0.004 0.002 0.053 1

COVID 0.318 0.061 0.007 | -0.018 | -0.020 -0.009 -0.056 0.016 1

Source: Authors' compilation using data from FiinPro

significant. The relationships between control 2.3. Estimation method

variables tend to be in accordance with financial
theory. It is interesting to note that all correlation
coefficients are less than 0.7, which means that
multicollinearity is not a critical issue, and the
regression findings are likely to be valid.

2.3.1. Fixed effects estimation with clustered
standard errors

Since the panel data has cross-sectional and time-
series variation, the empirical analysis will use a firm
fixed-effects model to utilize this variation. This
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specification ~ manages  unobserved Table 3. Regression result
time-invariant ~ firm  attributes  like (1) )
governance, the quality of management, VARIABLES
. . annual_return annual_return
and ownership structure, thus addressing
omitted variable bias. . . -20.040*** -10.08***
L_FirmSize

The Hausman test (2 = 183.00, p = (-6.589) (-4.315)
0.00) indicates that the FE model should 36,66
be used instead of the random-effects COVID
model. (2.931)

Year fixed effects are also included to 3.692**
consider macroeconomic and market- SIZE_COVID (2.426)
wide shocks, such as inflation, interest - : .
rates, systemic volatility, and the COVID- L LEV 60.670 29.270
19 pandemic. This ensures that the a (4.894) (3.078)
coefficient estimates capture mostly firm -3.983 10.270
level determinants and not aggregate time L_ROA (:0.140) (0.565)
effects.

The standard errors are clustered on the L LIQ 0.891* -0.099
firm level to address the heteroskedasticity B (1.931) (-0.253)
and intra-firm serial correlation. This 0963 7,063
modification strengthens the power of L_TANG
statistical inference, as it can have residual (0.087) (0.821)
dependence over time in each firm. 1.196 0.521

2.3.2. Endogeneity treatment L_GROWTH (0.546) (0.323)

Lagging .all the .explanatory Varlabl.es 23,580 119.060"
by a period discourages potential L mb ratio
endogeneity, thus alleviating reverse - (-8.608) (-13.110)
causation of firm characteristics and stock 140.4*** 82.98***
returns. Secondly, the firm fixed effects Constant (7.240) (5.308)
assist in regulating the unobservable firm-
specific heterogeneity. Observations 2,103 3,838

2.3.3. Diagnostic tests R-squared 0.164 0.240

A number of diagnostic tests are Number of
implemented to prove the model validity. company,_id 332 357
The multicollinearity is measured through
variance inflation factors (VIF) and all of Year FE Yes Yes
them are below the traditional mark of 10. Cluster SE Firms Firms
The Breusch-Pagan and Wooldridge tests
are used to test heteroskedasticity and Sample Pre-COVID (<2020) (20 1';?2”02 4)
serial correlation, respectively.

3. Results

Note: Robust t-statistics in parentheses *** p<(0.01, **
p<0.05, * p<0.1

Source: Authors' compilation using data from FiinPro

Table 3 reports FE regression results.
The coefficient in the pre-COVID era is -
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20.04, which is significant, and it confirms that
smaller firms are likely to produce greater returns.
The coefficient is still negative (-10.08**), though
smaller in magnitude, in the entire sample. The
COVID variable and its interaction with firm size are
positive and significant which indicates that the
pandemic undermined the negative size-returns
relationship. The leverage is a positive and
significant control variable in returns, and the
market-to-book ratio is a negative and significant
control variable. The findings confirm the firm size
effect can be found in the HOSE market, but its effect
is inverse after the COVID period.

4. Result discussion

The authors applied a high-dimensional fixed
effects estimator (reghdfe) on 3,838 firm-years of
observations in the Ho Chi Minh Stock Exchange
(HOSE). When there is no crisis, there is a strong
negative causal effect between lagged firm size
(L_FirmSize) and stock returns, -10.08 (p <0.01).,
which empirically supports Hypothesis 1 (H1).
This result is consistent with the Fama-French
three-factor model (1992, 1993), which has
incorporated SMB (Small Minus Big) factor as the
systematic risk premium in small-sized firms,
which shows that a systematic and economically
significant size premium exists in the Vietnamese
stock market.

The main contribution of this research is the
interaction term (SIZE_COVID), whose coefficient
is positive and statistically significant (B3 =+3.692, p
= 0.016), consistent with Hypothesis 2 (H2). The
pandemic acted as a structural break, materializing in
compressing the conventional size-returns spread.
The net firm size effect during the period of crisis was
negative (—10.08 + 3.692 = —6.388), but the size
penalty was significantly reduced. This moderation is
interpreted as reflecting that investors moved away
from risky growth bets to protect their money, so
large, stable firms became more valuable because
they are safer and more trusted.

The financial shows

leverage (L_LEV)

significantly positive effects with the returns (f =

29.27, p < 0.01), which is also in line with the risk-
returns  trade-off in  the  framework of
Modigliani-Miller II. The market-to-book ratio
(L_mb ratio) has a negative value, which is
significantly negative (p = —19.06, p < 0.01), which
supports the value effect on HOSE. Interestingly, the
operational measures such as profitability (L ROA),
liquidity (L_LIQ), tangibility (L__TANG), and sales
growth (L GROWTH) were not significant,
indicating that over the turbulent 2010-2024 sample
period, systematic risk exposures prevailed over
firm-specific attributes in explaining cross-sectional
returns variation.

The empirical trend goes along with an intra-
Flight-to-Quality
reallocation in response to increased risk aversion

equity dynamic.  Capital
during the pandemic pushed informationally opaque,
financially vulnerable small-caps out of favor and in
favor of large-cap quality equities, and most visibly
those that make up the VN30 index. This mechanism
has been explored in a cross-asset framework
(possibly most notably) as a changing of equities to
government bonds or gold (Baur & McDermott,
2010). These firms enjoyed better financial buffers,
greater diversification of their income streams, and
special privileges in accessing emergency credit
facilities, all of which highly distinguished between
those enterprises that survived systemic shocks and
those that failed. The results indicate that, in the
emerging markets, firm size is not only a proxy of
systematic risk, but also a relevant factor of
organizational resilience.

The findings are consistent with the Knightian
uncertainty  framework by  Caballero and
Krishnamurthy (2008) and with the findings by
Ramelli and Wagner (2020) on cross-sectional
dispersion in returns during the pandemic. The
intersection of retail-based market structure in
Vietnam and the institutional-based markets in the
existing literature suggests the flight-to-quality
mechanism is an expression of a sound behavioral
reaction to systemic uncertainty, and not an
institutional phenomenon.
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5. Conclusion

The study confirms that the size of firms has a
strong influence on stock returns in the Vietnamese
stock market in normal conditions, which is in line
with the conventional firm size effects. Nevertheless,
the COVID-19 crisis changed this pattern, which
means that the unprecedented crisis can reform the
preferences of investors and the dynamics of asset
prices. The results in the study are consistent with the

flight-to-quality theory because when the markets
faced uncertainty, investors moved towards large-cap
firms that were financially sound. This implies that
the effects of firm characteristics on stocks are not
fixed but vary with the market conditions in general.
Generally, the study can add to the existing body of
literature in the emerging market asset pricing by
demonstrating that external shocks can affect
conventional patterns of returns ®
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QUY MO DOANH NGHIEP VA TY SUAT SINH LOI CO PHIEU:
BANG CHUNG VE XU HUONG DICH CHUYEN SANG
TAI SAN AN TOAN TREN SAN GIAO DICH CHUNG KHOAN
THANH PHO HO CHi MINH

® TRUGNG BAO NGAN!
® NGUYEN QUYNH HUONG!
@ PO DUY KIEN!
® TRUOGNG THI HOANG YEN!
® NGUYEN PHUONG QUYNH'
® TRAN BAO QUYNH!
® NGUYEN NGOC TUGNG VI'
Trudng Bai hoc Ngoai thusng - Phan hiéu TRHS Chi Minh

TOM TAT:

Nghién ctru ndy phén tich tic dong nhan qua giita quy mé doanh nghiép va lgi nhuan ¢ phiéu, va Iy
giai viéc tac dong nay dugc diéu chinh boi ct sdc chua timg co ctia dai dich COVID-19. Ap dung mé
hinh hiéu Gng ¢6 dinh vdi sai sb chuén theo cum, cac két qua khéng dinh tac dong ti€u cuc manh mé
giita quy mo doanh nghiép va loi nhuan ¢ phiéu, phu hop v6i cac hiéu tng quy mé doanh nghiép
thong thuong. Tuy nhién, mbi quan hé gitta quy mé doanh nghiép va bién gia COVID-19 lai thé hién
gié tri tich cuc dang ké, cho thay dai dich da lam suy yéu gia tri tiéu cuc ciia mbi quan hé quy md doanh
nghiép va loi nhuan c6 phiéu nhu dy kién, theo hiéu tmg "thao chay dén chét luong". Nhimg két qua
nay cung cap dir liéu thuc nghiém vé hanh vi cta nha dau tu va gia rii ro lién quan dén giai doan trudc
va sau mot cu sdc ngoai sinh.

Tir khéa: quy mo doanh nghiép, ty suét sinh 10i ¢6 phiéu, COVID-19, hiéu mg "Thao chay dén
chat luong" (Flight-to-Quality), HOSE.
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TACPONG CUA VON
PEN KHA NANG SINH LOI CUA CAC
NGAN HANG THUONG MAI VIET NAM:
VAITRO PIEU TIET CUA RUI RO TIN DUNG

® TRAN THI THUY DUNG' - NGUYEN THI LAN ANH2 - LE THI THUONG'
1GiAng vién, Khoa Kinh t& Quéc 18, Trudng Bai hoc Ngan hang TP. HO Chi Minh
2Gido vy, Khoa Ngoai ngt, Trudng Bai hoc Ngén hang TP. HO Chi Minh

TOM TAT:

Nghién ciru phan tich tic dong ctia von chit s¢ hitu (VCSH) dén kha nang sinh 161 va rui ro tin dung
ctia 25 ngan hang thuong mai c¢6 phan (NHTMCP) Viét Nam giai doan 2010-2023 v&i 388 quan sét dir
liéu bang khong can bang. M6 hinh sir dung ty suat loi nhuén trén tong tai san (ROA) 1a bién phu
thudc; ty 16 vén chu s& hitu (CAP), ty 16 no x4u (NPL) va bién twong tic CAPRISK 1a bién doc 1ap
chinh, cting nhom bién kiém soat ndi tai va vi mo. Phuong phéap System GMM 2 bude duge ép dung
dé xtr Iy ndi sinh, phwong sai thay dbi va tw trong quan. Két qua cho thdy, von ngén hang tac dong tich

cuc dén lgi nhuan théng qua co ché ting cuong niém tin va giam chi phi huy dong vén; rii ro tin dung

lam giam hiéu qua tai chinh; trong khi von dong vai tro dicu tiét, lam giam nhe tac dong tiéu cuc cua ng

xau dén lgi nhuan. Két qua ham y chinh sach vé quan tri von va kiém soat rui ro tin dung hudng toi

phat trién an toan, bén viing.

Tir khéa: vn ngan hang, kha nang sinh 101, rii ro tin dung, System GMM, vai tro diéu tiét.

1. Dit van dé

Hé théng ngan hang git vai trd trung gian tai
chinh ¢t 15i trong nén kinh té, thiic diy dau tu va
tang truong bén ving (Tién Minh & Hai Bich, 2019).
Sau khing hoang tai chinh toan cau nam 2008, nhitng
han ché trong quan tri rii ro ciia nhiéu t6 chuc tin
dung Viét Nam d boc 16 1d nét, dan dén no xdu gia
tang va suy giam niém tin thi truong. Trong bdi canh
do, VCSH khong chi 1a chi tiéu phan anh nang luc tai
chinh ma con 14 yéu t6 chién lugc quyét dinh mirc do
an toan va sirc chdng chiu trude cac ci sde. Ap luc
tuan thu Basel 11 va Basel III cang dat ra bai todn can
bang gitra yéu cdu an toan vn va muyc tiéu loi nhuén -
van d trung tm trong quan trj ngan hang hién dai.
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Mic du mdi quan h¢ gilra von, loi nhuan va rai ro
da duoc nghién ctiru rong rai trén thé gioi, béng ching
thuc nghiém tai Viét Nam van con phan tan va thiéu
thong nhat. Pac biét, vai tro diéu tiét ciia vén trong
moi quan h¢ gitra rui ro tin dung va lgi nhuan con it
duoc khai thac. Pay 1a khoang trong ma nghién ctru
nay hudéng dén, thong qua dé tai "Tac dong cua von
chii s¢ hitu dén kha ning sinh 161 va riii ro cua cac
ngén hang thuong mai c¢6 phan Viét Nam".

2. Toéng quan nghién ciru va co'sé 1y thuyét

2.1. Co'sé' Iy thuyét

Tir goc do 1y thuyét trat ty phan hang va 1y thuyét
chi phi pha san, von cao gitp giam chi phi huy dong
v6n bén ngoai va cai thién loi nhuan (Berger, 1995).



