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ABSTRACT
The cost of capital represents a critical hurdle rate that any enterprise must surpass to generate added 

value and achieve sustainable growth. For food processing enterprises in Vietnam, understanding and managing 
the factors that influence the cost of capital is vital but remains relatively overlooked in both practice and 
research. This study investigates the key determinants of the cost of capital for Vietnamese food processing 
firms, aiming to bridge this knowledge gap and provide practical insights for managers and policymakers. The 
research is grounded in primary data gathered through a structured survey of 125 food processing enterprises 
across Vietnam. Using robust quantitative methods and multiple linear regression analysis, the study identifies 
six significant factors out of seven examined that affect the cost of capital. These include macroeconomic and 
firm-specific variables such as inflation, market interest rates, corporate income tax rates, financing decisions, 
distribution decisions, and firm size. Inflation, higher market interest rates, and larger firm size are found to 
increase the cost of capital, while favorable corporate income tax rates, sound financing decisions, and effective 
distribution strategies contribute to lowering it. By highlighting how these factors operate and interact, the 
study offers evidence-based recommendations to help food processing businesses optimize their capital 
structure and improve financial performance. The findings contribute to the literature on corporate finance in 
emerging markets and serve as a practical reference for enterprises seeking to enhance capital efficiency and 
competitiveness in Vietnam’s dynamic economic environment.
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1. Introduction
Vietnamese businesses operating in the market 

economy-especially during the period of integration 
into  regional and global economy-face many difficul-
ties, the most significant of which is capital. The cost 
of capital represents the interest rate that businesses 
must pay to use debt or equity capital to finance their 
production and operations [1]. Capital expenditure rep-
resents a substantial and vital investment for a busi-
ness’s long-term development,  reflecting its financial 
health and investment potential of the business. Capi-
tal costs affect the success or failure of businesses, so 
businesses are always interested in capital costs [2]. To 
further improve the efficiency of capital use at busi-
nesses, it is necessary to consider factors that affect 
capital costs.

2. Theoretical Basis and Research 
Overview

2.1. Theoretical Basis of Capital Cost

Capital costs are also the costs businesses must 
pay to mobilize capital, including loans and equity, to 
serve production and business activities. Capital ex-
penditures must be paid for the purchase of physical 
assets such as factories, land, machinery, technology, 
office equipment and even intangible assets such as 
patents and licenses. This cost is usually expressed as 
a percentage and reflects the interest rate or return re-
quired by the investor [3].

Capital costs are considered the key to improving 
production capacity, expanding scale and maintaining 
a business’s competitive advantage in the market. As 
a key component of long-term business development 
strategies, capital expenditure are often allocated to 
expand or sustain production and operational activi-
ties. These investments are typically large, depreciated 
over time, and contribute to the business’s future prof-
it-generating capacity.  Because capital costs are often 

substantial and may not be immediately reflected in 
short-term financial   results, businesses must carefully 
assess these expenditures to ensure  they yield  long-
term benefits and are gradually amortized gradually. 
This consideration plays a crucial role in evaluating in-
vestment efficiency and managing corporate finances. 
While managing and minimizing capital costs can offer 
substantial  benefits, it also requires careful planning to 
avoid financial risks [4]. The role of capital costs is spe-
cifically shown in the following aspects:

• Evaluate investment efficiency: capital costs are the 
standard for businesses to compare with expected 
profits from investment projects. Only when project 
returns exceed capital costs can businesses generate 
added value and reduce risk.

• Financial decision making: cost of capital affects fi-
nancial decisions, such as whether to use debt or eq-
uity financing, how to allocate capital across projects, 
and how to determine an  optimal capital structure to 
minimize costs.

• Optimize capital structure: understanding the cost of 
each source of capital (debt and equity) helps busi-
nesses establish a reasonable capital structure to op-
timize the cost of capital. Businesses can consider 
using debt (with lower interest rates but higher fi-
nancial risk) and equity (without paying interest but 
requiring higher profits).

• Increase business value: determining and managing 
capital costs effectively helps businesses optimize fi-
nancial decisions, thereby increasing profits and max-
imizing value for shareholders.

• Supports business valuation: the cost of capital is 
also an important component in business valuation 
models, such as discounted cash flow models, which 
help estimate the present value of future cash flows. 
This supports the assessment of the value of assets or 
projects in which businesses invest.

Considering and estimating capital costs is a very 
important issue for corporate financial administrators. 
Capital costs are used primarily to make decisions re-
garding raising new capital for investment projects. In 
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addition, considering the cost of capital provides stra-
tegic insight for managers when considering choosing 
a business’s long-term capital mobilization strategy. 
Business managers use cost of capital to measure the 
estimate the amount of funding required to cover ini-
tial investment costs to achieve desired profits for 
new projects. At the same time, they use this index to 
analyze possible risks in future business decisions. To 
achieve effective financial management, minimizing 
capital costs is the key to business success.

Many different factors influence a business’s cost 
of capital. Identifying factors that affect capital costs 
helps businesses make the right investment decisions 
and improve profits [5]. 

Objective factor group:
Inflation: when inflation is high, the cost of capital 

increases because investors demand higher rates of 
return to compensate for losses caused by the loss of 
purchasing power of money.

Market interest rates: when market interest rates 
are high, the required rate of return from investors is 
also high, so the capital cost of the business is also high 
and vice versa.

Corporate income tax policy: loan interest is de-
ductible before calculating income tax. Therefore, in-
terest is considered a tax shield for businesses. If the 
tax rate is high, the tax benefit is large and reduces the 
capital cost of the business and vice versa.

Risk level of the investment project: Higher project 
risk leads investors to demand higher returns, increas-
ing the cost of capital. Conversely, lower risk reduces 
required returns and thus capital costs. 

Group of subjective factors:
Investment policy: If a business implements a 

policy of investing in assets with a high level of risk, 
the required rate of return from investors will also be 
high and vice versa. Therefore the cost of capital also 
changes.

Financing policy: When a business mobilizes a lot 
of capital, it will increase financial risks for investors’ 
capital and increase the business’s cost of capital.

Dividend policy: A company’s dividend policy de-

termines the size of reinvested profits. If a large por-
tion of after-tax profits is  reinvested, the need for ex-
ternal financing (typically more expensive) is reduced, 
thereby lowering capital costs.

Scale of the business: larger businesses often ben-
efit from economies of scale, allowing them to access 
capital at lower costs and generate higher profits. 
Meanwhile, smaller businesses may face higher capital 
costs due to limited resources and higher perceived 
risk.

2.2. Research Overview

Capital costs hold particular importance for busi-
nesses and have been examined by various scholars. 
Specifically:

Schoenmaker et al. (2022) confirmed that national 
institutions, cultural frameworks, investment and mar-
ket policies of enterprises significantly affect the cost of 
capital. These findings enable  businesses and investors 
to make more informed decisions regarding capital uti-
lization [6].

Globally, there remains a lack of  empirical stud-
ies that specifically investigate the factors influencing 
firms’ cost of capital. In Vietnam, the studies by Pham 
(2020) [7], and Doan & Le (2020) [8] mainly focus on list-
ed companies in general or the manufacturing sector 
with a relatively broad scope, and there is still a lack 
of in-depth research targeting the food processing in-
dustry. Moreover, these studies tend to rely primarily 
on quantitative methods with secondary data and lack 
the integration of qualitative approaches such as expert 
interviews to develop measurement scales that are ap-
propriate for the actual context.

3. Proposed Model and Hypothese
Based on the theoretical foundations and the re-

search overview, the author thoroughly examines the 
specific characteristics of the food processing industry 
in Vietnam-an industry characterized by high working 
capital requirements, strong seasonality, and significant 
dependence on raw material price fluctuations - and 
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from this, proposes a research model consisting of five 
factors affecting the cost of capital in this sector, includ-
ing: (i) Inflation, (ii) Market interest rates, (iii) Corpo-

rate income tax policy, (iv) Investment policy, (v) Spon-
sorship policy, (vi) Distribution policy, (vii) Enterprise 
size. Figure 1 below shows the research model:

Figure 1. Research model of factors affecting the cost of capital of food processing enterprises in Vietnam.
Source: Author’s synthesis.

Based on the theoretical overview, the author of the 
article proposes the following initial research model:

CCBi = α + β1*IFi. + β2*MRi + β3*CRi + β4*IDi + β5*S-
Di + β6*DDi + β7*ESi. + ε

In there:
- CCB: Capital cost of the enterprise
- IF: Inflation
- MR: Market interest Rate
- CR: Corporate income tax Rate
- ID: Investment Decision
- SD: Sponsorship Decision
- DD: Distribution Decision
- ES: Enterprise Size
Where, α is a constant; while β is the coefficient 

of variation explained and ε is the residual and i is the 
number of observations.

Accordingly, the author builds hypotheses to re-
search factors affecting capital costs of Vietnamese food 
processing enterprises as follows:

(i) Inflation: If inflation increases, the cost of in-
put materials such as production materials, fuel, con-
struction materials... will increase, thereby increasing 
the production costs of businesses. That causes capital 
costs to increase and can lead to a reduction in produc-
tion scale, a decrease in goods output, and a decrease in 

revenue and profits of businesses [9,10].
From the above analysis, we can establish hypothe-

sis:

H1. Inflation has a positive impact on capital costs of 
Vietnamese food processing enterprises.

(ii) Market interest rate: Market interest rates are 
one of the important factors affecting capital costs of 
businesses when they need to borrow capital to in-
vest and expand production and business [11]. If market 
interest rates increase, businesses will have difficulty 
accessing capital and increase capital costs, one of the 
factors that directly impacts product prices, reducing 
the competitiveness of businesses in the context of 
global trade. On the contrary, if market interest rates 
decrease, businesses can save on loan costs and invest 
in business activities, enhance competitiveness and 
business development [12].

From the above analysis, we can establish hypothe-
sis: 

H2. Market interest rates have a positive impact on capi-
tal costs of Vietnamese food processing enterprises.

(iii) Corporate income tax rate: According to 
Modigliani & Miller (1958) [1], when the corporate in-
come tax rate increases, borrowing businesses benefit 
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more because they take advantage of the tax shield, 
thus reducing the cost of capital. From the above analy-
sis, we can establish hypothesis: 

H3. Corporate income tax rate has a negative impact on 
capital costs of Vietnamese food processing enterprises.

(iv) Investment decision: If a business prioritizes 
investment in fixed assets, it needs to mobilize large 
and long-term capital, leading to an increase in capital 
costs. Conversely, if a business focuses on investing in 
current assets, the amount of capital required is lower, 
thereby reducing capital costs [13,14]. Therefore, if the in-
vestment policy is reasonable, it will help reduce capital 
costs; on the contrary, if the investment policy is unrea-
sonable, it will increase the capital cost of the business.

From the above analysis, we can establish hypothe-
sis: 

H4. Investment decisions have a negative impact on cap-
ital costs of Vietnamese food processing enterprises.

(v) Sponsorship decision: To carry out investment 
projects or meet production and business needs, for 
equity capital, the enterprise will first mobilize endog-
enous capital sources such as retained profits. When all 
capital has been mobilized but not enough capital, the 
enterprise will use exogenous capital sources such as 
issuing new common shares or loan capital. For exoge-
nous capital, businesses will often mobilize capital with 
low costs first, then capital with higher costs [15]. Thus, a 
well-structured financing policy can help reduce capital 
costs, while an inappropriate financing policy may lead 
to increased capital costs.

From the above analysis, we can establish hypothe-
sis: 

H5. Sponsorship decisions have a negative impact on 
capital costs of Vietnamese food processing enterprises.

(vi) Distribution decisions: A company‘s distri-
bution decisions affect the size of reinvested profits. 
Businesses often use part of their after-tax profits to 
reinvest. This is the source of equity arising from with-
in the enterprise, mainly profits from production and 
business activities. This helps strengthen the internal 
finances of the business and provides capital for devel-

opment and expansion projects without having to mo-
bilize from the outside [16].

If a business decides to use most of its after-tax 
profits for reinvestment, it can reduce the need to mo-
bilize capital from outside and reduce the cost of capi-
tal. On the contrary, if the company decides to use most 
of its after-tax profits to pay dividends to shareholders, 
the company may have to look for other sources of cap-
ital outside the business, increasing this cost.

From the above analysis, we can establish hypothe-
sis: 

H6. Distribution decisions have a negative impact on 
capital costs of Vietnamese food processing enterprises.

(vii) Enterprise size: Large-scale enterprises often 
require large amounts of capital to meet production 
and business needs, so capital costs are large. On the 
contrary, small-scale enterprises only need less capital, 
so capital costs are smaller [17].

From the above analysis, we can establish hypothe-
sis 

H7. Enterprise size has a positive impact on capital costs 

of Vietnamese food processing enterprises.

4. Research Methods
To research the factors affecting the capital costs 

of Vietnamese food processing enterprises, the author 
employs a combination of qualitative research methods 
and quantitative research methods. In this study, the 
qualitative research method is used to synthesize pre-
vious studies related to the topic, thereby identifying 
the research hypotheses. The quantitative method is 
then applied to test these proposed hypotheses. Based 
on the results of expert interviews, the author develops 
measurement scales for the factors affecting the cost 
of capital of Vietnamese food processing enterpris-
es, which serve as input for the quantitative research 
method (Table 1). The author employs statistical 
methods and a multiple regression model to test the re-
search hypotheses and to measure and explain the ex-
tent to which each factor influences the cost of capital 
of Vietnamese food processing enterprises.
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Table 1. Scale details are constructed, observations are coded.
Numerical 

Order Scale Encryption References Expectation 
Sign

Dependent variable

Capital 
costs of 

Businesses 
– CCB

Good management of capital costs helps increase the production and 
business capacity of enterprises. CCB1

[1]Good management of capital costs helps businesses reduce financial 
risks. CCB2

Good management of capital costs helps increase business value CCB3
Independent variable

Inflationary 
– IF 

Businesses have difficulty accessing loans IF1

[9] +

Capital costs increase due to increased demand for worker salaries IF2
Capital costs increase due to rapid increase in production and busi-
ness inputs. IF3

Limiting investment opportunities to expand production and business 
of enterprises IF4

Market In-
terest rate 

– MR

Rising interest rates cause businesses‘ cost of capital to increase MR1

[11,12] +

Rising interest rates make businesses reconsider expanding produc-
tion and business MR2

Rising interest rates force businesses to find ways to optimize their 
capital structure. MR3

Lower interest rates encourage businesses to invest in fixed assets. MR4

Corporate 
income tax 
rate – CR

Encourage businesses to finance with debt increasing with the rate of 
corporate income tax payable CR1

[1,18] -Increased corporate income tax helps businesses reduce their cost of 
capital due to the impact of the tax shield. CR2

Corporate income tax helps businesses balance their capital structure 
to reduce the cost of capital. CR3

Investment 
Decision– 

ID

Enterprises increase investment in fixed assets, causing capital costs 
to increase. ID1

[13,14,19,20] -Investment policy determines the cost of capital and affects the finan-
cial health of the business. ID2

Investment decisions determine the cost of capital and affect the fu-
ture operations of the business. ID3

Sponsorship 
Decision – 

SD

Equity financing can increase the cost of capital SD1

[15,21,22] -Debt financing can reduce the cost of capital due to the tax shield ef-
fect. SD2

Reasonable financing decisions help businesses minimize capital costs SD3

Distribution 
Decision – 

DD

Businesses that retain a large portion of their after-tax profits for rein-
vestment will have a positive impact on the cost of capital. DD1

[16,23,24] -
Enterprises that spend most of their retained earnings after tax to pay 
dividends to shareholders will have a negative impact on the cost of 
capital.

DD2

The distribution decision of the enterprise has a significant impact on 
the cost of capital. DD3

Enterprise 
Size – ES

Large scale enterprises require more capital financing which increases 
the cost of capital ES1

[17] +Small businesses can raise small amounts of capital and the cost of 
capital is not affected much. ES2

The size of the business requires financial managers to consider 
choosing funding sources to minimize the cost of capital. ES3

Source: Author’s synthesis.
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The author used a 5-point Likert scale, ranging 
from 1 (completely disagree) to 5 (completely agree), 
to assess the respondents' viewpoints. This scale 
is commonly used in primary data survey studies, 
converting qualitatively to quantitatively [25].
Research Sample

The author collected the research sample from food 
processing companies across Vietnam using data on 
attributes developed in the measurement scales from 
2022 to 2024. The data collection was conducted by 
sending survey questionnaires directly or indirectly (via 
email or Google Forms) to company branches.
Target respondents: 

At each food processing company, the author dis-
tributed three separate questionnaires to different  re-
spondent groups, including:

(i) one questionnaire sent to the company’s Director 
or Deputy Director of Finance;

(ii) one questionnaire sent to the Head or Deputy 
Head of the Finance Department;

(iii) one questionnaire sent to a financial officer within 
the company.

Sample size: 
In this study, the author distributed 375 question-

naires and received 362 completed responses. After 
checking and screening the data, 358 valid question-
naires were included in the analysis. This sample size 

meets the requirements for statistical analysis, specifi-
cally:

• For Exploratory Factor Analysis (EFA): the minimum 
required sample size is typically at least five times the 
number of observed variables (Hair et al., 2010 [26]; 
Comrey, 2013 [27]; Roger, 2014 [28]). In this study, with 
26 observed variables, the minimum required sample 
size is 130 responses.

• For multiple regression analysis: the minimum sam-
ple size is calculated using the formula N = 50 + 8*m 
(where m is the number of independent variables), 
according to Tabachnick & Fidell (1996) [29]. With 
seven independent variables, the minimum required 
sample size is 106 observations.

Therefore, the sample size of 358 valid responses is 
appropriate to ensure both reliability and representa-
tiveness, and it satisfies  the requirements of the statis-
tical methods used in this study.

5. Research Results and Discus-
sion

5.1. Research Results

The results of the research model regression are 
shown in the table below (Table 2):

Table 2. Multiple regression analysis.
Coefficients a

Model Unstandardized Coefficients Standardized Coefficients t Sig. Collinearity Statistics
B Std. Error Beta Tolerance VIF

1

(Constant) 2.173 0.331 −0.148 0.657
IF 1.266 0.082 0.412 12.302 0.001 0.617 1.601

MR 0.518 0.117 0.735 0.918 0.000 0.703 1.422
CR 0.096 0.126 −0.291 −0.654 0.015 0.518 1.305
SD 0.077 0.103 −0.313 −0.427 0.006 0.492 1.219
DD 0.046 0.081 −0.348 −0.411 0.023 0.688 1.155
ES 0.032 0.075 0.557 0.716 0.018 0.524 1.027

a. Dependent Variable: CCB
Source: SPSS analysis results.

Through Table 2, we can see that the VIF coef-
ficient of the 6 factors included in the model by the 
author has a value less than 2, ranging from −1.027 to 
1.601. This shows that the research model does not 
have multicollinearity. In addition, the Sig coefficient 

of the variables is less than 5%, so it can be concluded 
that the variables included in the model are all mean-
ingful. The empirical model is rewritten as follows: 

CCB = 2.173 + 0.412*IF  + 0.735*MR – 0.291*CR 

–  0.313*SD –  0.348*DD + 0.557*ES
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The results of the correlation analysis in Table 2 
show that hypotheses H1, H2, H3, H5, H6, H7 are all ac-
cepted and highly significant. The variables IF, MR and 
ES (corresponding to hypotheses H1, H2 and H7) have 
a positive impact on the dependent variable (CCB). Of 
which, the strongest impact is the variable MR (β_2 = 
0.735), followed by the variable ES (β_7 = 0.557) and 
the variable IF (β_1 = 0.412). The variables CR, SD and 
DD have a negative impact on the dependent variable.

5.2. Discussion

The research results not only clarify the factors af-
fecting the cost of capital but also align closely with the 
specific characteristics of the food processing industry 
in Vietnam. This sector is characterized by  high sea-
sonality, substantial working capital requirements, and 
a strong dependence on fluctuations in input material 
prices as well as changes in the consumer demandt. 
Therefore, factors such as inflation (IF) and market in-
terest rates (MR) have a significant impact on the cost 
of capital, which is entirely consistent with the reality 
that businesses in this sector often rely on short-term 
loans to maintain continuous production while facing 
volatility in prices and operating costs.

Inflation (IF): has a positive relationship with the 
cost of capital, with a coefficient β = 0.412. This indi-
cates that when inflation rises, the cost of capital for 
firms also increases because inflation erodes the real 
value of money and leads investors to demand higher 
returns to compensate for the risk. This result is con-
sistent with the findings of Graham & Harvey (2001) [30] 
and Myers (1984) [31], who pointed out that macroeco-
nomic volatility, especially high inflation, negatively af-
fects capital structure and the cost of capital in emerg-
ing markets. In Vietnam’s food processing industry, 
working capital accounts for a large proportion of total 
capital and is directly influenced  by price fluctuations 
in material prices and operating costs, especially in a 
high-inflation context. Therefore, the impact of inflation 
on the cost of capital in this sector is clearly evident, in-
creasing the pressure on firms’ capital mobilization and 
financial management.

Market Interest Rate (MR): has the strongest pos-
itive impact on the cost of capital, with a coefficient of 

β = 0.735. This result is consistent with the theory of 
Fama & French (1998) [32], which suggests that rising 
market interest rates increase firms’ borrowing costs 
while also raising investors’ expected returns, thereby 
pushing up the cost of capital. Frank & Goyal (2009) [33] 
also confirmed the crucial role of interest rates in firms’ 
capital structure and cost of capital decisions. Espe-
cially in Vietnam’s food processing industry, working 
capital loans account for a large share to meet seasonal 
production demands and are sensitive to fluctuations in 
raw material markets. This makes the market interest 
rate a key determinant of the cost of capital, accurately 
reflecting the financial realities and challenges faced by 
the industry.

Enterprise Size (ES): has a positive relationship 
with the cost of capital, with a coefficient of β = 0.557. 
This result is similar to the study by Schoenmaker et al. 
(2022), which shows that as firm size expands, capital 
needs grow, new investments increase, and firms often 
have to diversify funding sources, sometimes accept-
ing a higher cost of capital to meet financing needs in a 
timely manner. However, this finding differs somewhat 
from some international studies such as Titman & Wes-
sels (1988) [34] or Rajan & Zingales (1995) [35], which ar-
gue that larger firms usually have lower costs of capital 
due to their credibility and access to preferential fund-
ing. Baker & Wurgler (2021) offer a behavioral finance 
perspective, suggesting that market expectations and 
firm behavior may influence the cost of capital. This 
may help explain the differing results in Vietnam’s food 
processing industry, where most firms are small or me-
dium-sized,  with limited capacity for capital manage-
ment. As a result, expanding scale may lead to higher 
financial risk and increased capital costs  due to inade-
quate  financial control.

Corporate Income Tax Rate (CR): has a negative re-
lationship with the cost of capital, with a coefficient of 
β = −0.291. This result is consistent with the Modigli-
ani–Miller (1963) [36] theory and the Trade-off Theory. 
The higher the corporate income tax rate, the greater 
the tax shield benefits from debt financing, which helps 
firms reduce their average cost of capital. Frank & Goyal 
(2009) [33] also emphasize the role of tax policy in opti-
mizing capital structure. In Vietnam’s food processing 
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sector, taking advantage of tax incentives and financial 
policies helps relieve capital cost pressure, which is es-
sential for sustainable development amid competition 
and market fluctuations.

Sponsorship Decision (SD): has a negative relation-
ship with the cost of capital, with a coefficient of β = 
−0.313. This result is in line with the findings of Booth 
et al. (2001) [37]. When firms adopt sound financing pol-
icies, balancing debt and equity, they can optimize the 
cost of capital, reduce financial risk, and improve cash 
flow efficiency. Laeven & Levine (2021) [38] also show 
that effective capital management and appropriate fi-
nancing policies help reduce risk and the cost of capital 
in volatile market conditions. In Vietnam’s food pro-
cessing industry, where financial challenges are preva-
lent, making appropriate sponsorship decisions helps 
firms to better control liquidity risk, improve access to 
preferential ,  and reduce capital acquisition costs.

Distribution Decision (DD): has a negative rela-
tionship with the cost of capital, with a coefficient β 
= –0.348. This result is consistent with the studies by 
Myers (1984) and Frank & Goyal (2009) [33],  and aligns 
with the Trade-off Theory. According to this theory, 
firms that implement reasonable profit distribution 
policies - including appropriate dividend payments and 
retained earnings for reinvestment - can reduce the 
need for external borrowing, thereby lowering the cost 
of capital. However, if the payout policy is not balanced, 
firms may face difficulties in balancing capital, leading 
to increased supplementary financing costs. Especially 
in Vietnam’s food processing industry, optimizing profit 
distribution strategies is particularly important for bal-
ancing reinvestment needs and liquidity management. 
Doing so helps reduce capital cost pressures and en-
hances  competitiveness in the market.

6. Conclusion and Recommenda-
tions
The empirical research results show that there are 

six factors affect the cost of capital for Vietnamese food 
processing enterprises. Based on these findings, the 
author recommends a number of solutions to optimize 
the cost of capital of Vietnamese food processing enter-

prises as follows:
First, the research results have shown that market 

interest rates have a positive relationship with the cost 
of capital of Vietnamese food processing enterprises. In 
other words, if the market interest rate increases, the 
cost of capital of Vietnamese food processing enterpris-
es increases and vice versa. Accordingly, food process-
ing enterprises need to pay attention to the following 
basic issues:

Proactively review investment plans, carefully con-
sider scale and costs, and diversify capital mobilization 
channels, prioritize direct capital mobilization and low-
cost capital, restructure production and business ac-
tivities, focus capital on main production and business 
sectors; increase joint ventures and partnerships, and 
optimize costs.

Explore new market opportunities to avoid over-
dependence on a single partner or pricing mechanism. 
Efforts should be made to identify alternative sources 
of low-cost capital while maintaining market credibili-
ty. Strategic cooperation should be pursued with long-
term partners offering favorable and transparent terms 
for all involved  parties.

Proactively develop and implement financial and 
business plans, solutions for handling prices and in-
terest rates internally or through collaboration with 
partners. Special focus should be placed on effective 
capital and cost management to reduce production and 
operating expenses. This will help ensure business plan 
stability, reduce overall costs, enhance competitiveness 
in providing goods and services, and ultimately support 
partner retention, attract new potential partners, and 
expand the customer base.

Optimize capital sources, collect money faster, con-
trol cash flow, reduce bank loan.

Second, the research results show that enterprise 
size has a positive relationship with the cost of capital 
for Vietnamese food processing enterprises. In other 
words, if the enterprise size is large, the capital cost of 
Vietnamese food processing enterprises will be high 
and vice versa. To minimize the cost of capital in re-
lation to enterprise size, food processing enterprises 
should consider the following strategies:

Determine the optimal inventory level to minimize 
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storage costs, safety stock costs and purchasing costs.
Find suppliers with similar quality but higher dis-

counts to save costs. Price reductions from suppliers 
also contribute to reducing capital costs, thereby in-
creasing profits and improving the competitive position 
of the business in the market.

Develop a strategy to develop new customer sys-
tems according to the Pareto principle. The Pareto prin-
ciple (80/20 rule) is the key to effectively implement-
ing cost reduction plans for businesses. 80% of profits 
come from 20% of loyal customers. If businesses focus 
on this target group, they will reduce advertising and 
marketing expenses while achieving better business 
outcomes. Rather than constantly seeking new custom-
ers, companies can expand their customer base by le-
veraging existing relationships.

Third, the research results have shown that infla-
tion has a positive relationship with the cost of capital 
of Vietnamese food processing enterprises. In other 
words, if inflation increases, the cost of capital of Viet-
namese food processing enterprises increases and vice 
versa. To address the impact of inflation, food process-
ing enterprises should consider the following key mea-
sures:

Invest in building sufficient infrastructure to serve 
production, stop investing in unprofitable items, to fo-
cus capital on production.

Develop systems and distribution networks, adjust 
investment activities, implement appropriate manage-
ment solutions.

Minimize management costs, focus on production 
and consumption of high-profit products, maintain 
reasonable reserves at all stages of production and cir-
culation.

Encourage faster payment cycles from distributors 
and adopt all possible measures to optimize capital 
turnover. Reducing dependence on bank credit and le-
veraging strategic partnerships can also help alleviate 
capital constraints in times of inflation.

Build reserve funds to respond promptly to chang-
es in foreign exchange rates, ensure payment capacity 
even in foreign currency, temporarily suspend new 
investment projects, focus on production, grow key 
product groups, expand processed food groups by 

in-depth investment with little capital but rapidly in-
crease revenue.

Fourth, the research results  show that corporate 
income tax has an inverse relationship with the cost 
of capital of Vietnamese food processing enterprises. 
In other words, when  the corporate income tax rate is 
high, the cost of capital tends to decrease,  and vice ver-
sa. Accordingly, to take advantage of the corporate in-
come tax in the tax shield to reduce the cost of capital, 
food processing enterprises need to:

Engage in effective tax planning by evaluating pro-
jected  income and expenses to make sound financial 
decisions, thereby optimizing corporate income tax 
successfully and preparing for future financial fluctua-
tions.

Classify and record expenses accurately, ensuring  
that costs are reasonable and legally valid according to 
current regulations.

Fifth, the research results indicate that financing 
decisions have an inverse relationship with the cost of 
capital. In other words, when financing decisions are ef-
fective, the cost of capital for Vietnamese food process-
ing enterprises decreases. To make financing decisions 
more effective, food processing enterprises should:

Appoint  business managers who are capable of 
assessing and forecasting trends in capital costs, al-
lowing them to choose the optimal time for capital 
mobilization.

Completing the capital structure needs to lean to-
wards funding sources with short maturity and flexible 
repayment periods for principal and interest such as 
preferred stocks, convertible bonds and other short-
term funding sources.

Diversify capital mobilization methods. Corporate 
bonds, in particular, represent an important financing 
tool that businesses should explore and utilize. 

Sixth, the research results have shown that the dis-
tribution decision has an inverse relationship with the 
cost of capital of Vietnamese food processing enterpris-
es. In other words, if the distribution decision is effec-
tive, the cost of capital of Vietnamese food processing 
enterprises will decrease and vice versa. Accordingly, in 
order for the distribution decision to be effective, food 
processing enterprises need to note:
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Retained profits also act as a reserve to deal with 
risks that may occur in the future, such as economic re-
cession, market fluctuations, etc. Large retained profits 
help enterprises adjust their business in the following 
periods, adjust production costs, business operating 
costs or ways to pay profits to shareholders. Therefore, 
Vietnamese food processing enterprises should adopt 
rational distribution policies that prioritize reinvesting 
retained profits into reinvest in production and busi-
ness activities.

Limitations of the Article and Future Research Di-
rections

This study has yielded important findings in iden-
tifying and evaluating the factors that affect the cost 
of capital of food processing enterprises in Vietnam. 
These insights will help business managers mobilize 
and utilize capital more effectively and efficiency.

However, the study also has certain limitations, 
which provide directions for future research:

Firstly, the sample size remains limited. With suf-
ficient resources and broader survey coverage across  
all food processing enterprises in Vietnam, the results 
could achieve greater representativeness.

Secondly, more in-depth research is  needed to fur-
ther improve the research model and measurement 
scales.

Author Contributions
Conceptualization, V.T.L. and T.V.H.; methodology, 

V.T.L. and T.V.H.; software, V.T.L. and T.V.H.; validation, 
V.T.L. and T.V.H.; formal analysis, V.T.L. and T.V.H.; inves-
tigation, V.T.L. and T.V.H.; resources, V.T.L. and T.V.H.; 
data curation, V.T.L. and T.V.H.; writing—original draft 
preparation, V.T.L. and T.V.H.; writing—review and ed-
iting, V.T.L. and T.V.H.; visualization, V.T.L. and T.V.H.; 
supervision, V.T.L. and T.V.H.; project administration, 
V.T.L. and T.V.H.; funding acquisition, V.T.L. and T.V.H. All 
authors have read and agreed to the published version 
of the manuscript.

Funding
This work received no external funding.

Institutional Review Board State-
ment

Not applicable.

Informed Consent Statement
Not applicable.

Data Availability Statement
The data collected for this study is primary data, 

obtained through face-to-face interviews with 125 food 
processing enterprises in Vietnam. While we encourage 
data sharing to enhance transparency and further re-
search, it is important to note that, due to agreements 
made with participants regarding their identification, 
we are unable to share identifiable data with third par-
ties.

Acknowledgments
The authors would like to thank the Editor-in-Chief, 

the editors of the journal, the anonymous reviewers, 
the leaders of the University of Labor and Social Affairs 
(ULSA) and Hanoi Open University for their help in 
completing this research.

Conflicts of Interest
The authors declare no conflict of interest.

References
[1] Modigliani, F., Miller, M.H., 1958. The cost of 

capital, corporation finance and the theory of 
investment. The American economic review.  
48(3), 261–297. Available from:  https://www.
jstor.org/stable/1812919

[2] Hail, L., Leuz, C., 2009. Cost of capital effects 
and changes in growth expectations around US 
cross-listings:  Journal of financial economics. 
93(3), 428–454.  DOI: https://doi.org/10.1016/
j.jfineco.2008.09.006

[3] Botosan,  C .A . ,  P lumlee ,  M.A. ,  2002.  A  re-
examination of disclosure level and the expected 

https://www.jstor.org/stable/1812919
https://www.jstor.org/stable/1812919
https://doi.org/10.1016/j.jfineco.2008.09.006
https://doi.org/10.1016/j.jfineco.2008.09.006


647

Research on World Agricultural Economy | Volume 06 | Issue 03 | September 2025

cost of equity capital: Journal of accounting 
research.  40(1),  21–40. DOI: https://dx.doi.
org/10.2139/ssrn.310181

[4] Beranek, W.,  Howe, K.M., 1990.  The regulated 
firm and the DCF model: Some lessons from 
financial theory: Journal of regulatory economics.  
2(2), 191–200. DOI: https://doi.org/10.1007/
BF00165933

[5] Gray, P., Koh, P.S.,  Tong, Y.H., 2009. Accruals quality, 
information risk and cost of capital: Evidence 
from Australia. Journal of Business Finance & 
Accounting.  36(1–2), 51–72. DOI: https://doi.
org/10.1111/j.1468-5957.2008.02118.x

[6] Schoenmaker, D., Gianfrate, G., Wasama, S.,  2022. 
Cost of Capital and Sustainability: A Literature 
Review. Erasmus Platform for Sustainable 
Value Creation.  Available from:  https://www.
rsm.nl/fileadmin/Faculty-Research/Centres/
EPSVC/11_04_Cost_of_Capital.pdf

[7] Pham, K.X., Nguyen, Q.N.,  Nguyen, C.V.,  2020. 
Effect of working capital management on the 
profitability of steel companies on Vietnam 
stock exchanges. The Journal of Asian Finance, 
Economics and Business. 7(10), 741–750. DOI: 
https://doi.org/10.13106/jafeb.2020.vol7.
n10.741

[8] Doan, A.-T., Khan, A., Holmes, S., et al., 2023. 
SMEs’ efficiency in a transitional economy: Does 
innovation and public support schemes matter? 
Journal of the Asia Pacific Economy. 28(3), 1029–
1060.

[9] Abor, J., et al., 2009. Risk exposure and financial 
policy: An empirical analysis of emerging markets. 
Journal of Economic Studies. 36(2),  195–211. DOI: 
http://doi.org/10.1108/01443580910955079

[10] Agustini, A.T., 2016. The effect of firm size and 
rate of inflation on cost of capital: The role of 
IFRS adoption in the world. Procedia-Social and 
Behavioral Sciences. 219, 47–54. DOI: https://doi.
org/10.1016/j.sbspro.2016.04.031

[11] Jensen, M.C., Meckling,  W.H., 2019. Theory of 
the firm: Managerial behavior, agency costs and 
ownership structure. pp. 1–78. DOI: https://doi.
org/10.1016/0304-405X(76)90026-X

[12] Sharpe, W.F., 1964. Capital asset prices: A theory 
of market equilibrium under conditions of risk. 
The journal of finance. 19(3), 425–442. DOI: 
https://doi.org/j.1540-6261.1964.tb02865.x

[13] Altman, E.I.,  1968. Financial ratios, discriminant 
analysis  and the  predict ion of  corporate 
bankruptcy. The journal of finance. 23(4), 589–

609. DOI: http://dx.doi.org/10.1111/j.1540-
6261.1968.tb00843.x

[14] Alaghi, K.,  2011. Financial leverage and systematic 
risk. African Journal of Business Management. 
5(15),  6648. DOI: https://doi.org/10.5897/
AJBM11.335

[15] DeAngelo, H., Masulis, R.W., 1980. Optimal capital 
structure under corporate and personal taxation. 
Journal of financial economics. 8(1),  3–29. DOI: 
https://doi.org/10.1016/0304-405X(80)90019-7

[16] Hussainey, K. ,  Oscar Mgbame, C. ,   Chijoke-
Mgbame, A.M.,  2011. Dividend policy and share 
price volatility: UK evidence. The Journal of 
risk finance.   12(1),  57–68. DOI: https://doi.
org/10.1108/15265941111100076

[17] Li ,  S . ,   2010. Does mandatory adoption of 
International Financial Reporting Standards in the 
European Union reduce the cost of equity capital? 
The accounting review. 85(2), 607–636. Available 
from: https://www.jstor.org/stable/20744143

[18] Ahmad, F. ,  Ali ,  M.,  Arshad, U. ,  et al . ,  2011. 
Corporate tax rate as a determinant of systematic 
risk: Evidence from Pakistani cement sector. 
African Journal of Business Management.  5(33), 
12762–12767. DOI: https://doi.org/10.5897/
AJBM11.666

[19] Nenu, E.A., Vintilă, G.,  Gherghina,  Ş.C., 2018.  
The impact of capital structure on risk and 
firm performance: Empirical evidence for the 
Bucharest Stock Exchange listed companies. 
International Journal of Financial Studies. 6(2), 
41. DOI: https://doi.org/10.3390/ijfs6020041

[20] Givoly, D.,  Hayn, C., Ofer, A.R., et al., 1992. Taxes 
and capital structure: Evidence from firms’ 
response to the Tax Reform Act of 1986. The 
Review of Financial Studies. 5(2), 331–355. 
Avai lable  from:    https://www.jstor.org/
stable/2962034

[21] Fama, E.F., Miller,  M.H.,  1972.  The Theory of 
Finance. Holt, Rinehart and Winston, Inc.: New 
York, NY, USA. Available from:  http://www.library.
fa.ru/files/Fama_theory.pdf

[22] Afras iabi ,  J . ,   Ahmadinia ,  H . ,  2011.  HOW 
FINANCING EFFECT ON CAPITAL STRUCTURE, 
EVIDENCE FROM TEHRAN STOCK EXCHANGE 
(TSE). International journal of academic research.  
3(1). Available from:   https://www.researchgate.
net/publication/369453426

[23] Chen, J.J., 2004. Determinants of capital structure 
of Chinese-listed companies. Journal of Business 
research. 57(12), 1341–1351. DOI: https://doi.

https://dx.doi.org/10.2139/ssrn.310181
https://dx.doi.org/10.2139/ssrn.310181
https://doi.org/10.1007/BF00165933
https://doi.org/10.1007/BF00165933
https://doi.org/10.1111/j.1468-5957.2008.02118.x
https://doi.org/10.1111/j.1468-5957.2008.02118.x
https://www.rsm.nl/fileadmin/Faculty-Research/Centres/EPSVC/11_04_Cost_of_Capital.pdf
https://www.rsm.nl/fileadmin/Faculty-Research/Centres/EPSVC/11_04_Cost_of_Capital.pdf
https://www.rsm.nl/fileadmin/Faculty-Research/Centres/EPSVC/11_04_Cost_of_Capital.pdf
https://doi.org/10.13106/jafeb.2020.vol7.n10.741
https://doi.org/10.13106/jafeb.2020.vol7.n10.741
http://doi.org/10.1108/01443580910955079
https://doi.org/10.1016/j.sbspro.2016.04.031
https://doi.org/10.1016/j.sbspro.2016.04.031
https://doi.org/10.1016/0304-405X(76)90026-X
https://doi.org/10.1016/0304-405X(76)90026-X
https://doi.org/j.1540-6261.1964.tb02865.x
http://dx.doi.org/10.1111/j.1540-6261.1968.tb00843.x
http://dx.doi.org/10.1111/j.1540-6261.1968.tb00843.x
https://doi.org/10.5897/AJBM11.335
https://doi.org/10.5897/AJBM11.335
https://doi.org/10.1016/0304-405X(80)90019-7
https://doi.org/10.1108/15265941111100076
https://doi.org/10.1108/15265941111100076
https://www.jstor.org/stable/20744143
https://doi.org/10.5897/AJBM11.666
https://doi.org/10.5897/AJBM11.666
https://doi.org/10.3390/ijfs6020041
https://www.jstor.org/stable/2962034
https://www.jstor.org/stable/2962034
http://www.library.fa.ru/files/Fama_theory.pdf
http://www.library.fa.ru/files/Fama_theory.pdf
https://www.researchgate.net/publication/369453426
https://www.researchgate.net/publication/369453426
https://doi.org/10.1016/S0148-2963(03)00070-5


648

Research on World Agricultural Economy | Volume 06 | Issue 03 | September 2025

org/10.1016/S0148-2963(03)00070-5
[24] K h u r s h i d ,  M . R . ,  2 0 1 3 .  D e t e r m i n a n t s  o f 

financial distress evidence from KSE 100 index. 
Business Review. 8(1), 7–19. DOI: https://doi.
org/10.54784/1990-6587.1213

[25] Likert, R.,  1932. A technique for the measurement 
of attitudes. Archives of psychology. 22(140), 
55. Available from:  https://psycnet.apa.org/
record/1933-01885-001

[26] Hair, J.F., Jr., Black, W.C., Babin, B.J., et al.,  2010.  
Multivariate data analysis, in Multivariate data 
analysis. pp. 785–785. Available from:  https://
www.amazon.com/Multivariate-Data-Analysis-
Joseph-Hair/dp/0138132631 

[27] Comrey, A.L., Lee, H.B.,  2013. A first course in 
factor analysis. Psychology press.  Available from:  
https://www.amazon.com/First-Course-Factor-
Analysis-2nd/dp/0805810625

[28] Rogers, E.M., Singhal,  A., Quinlan, M.M., 2014. 
Diffusion of innovations,  in An integrated 
approach to communication theory and research.  
Routledge: London, UK. pp. 432–448. DOI: https://
doi.org/10.1016/j.jmig.2007.07.001

[29] Tabachnick, B.G., Fidell, L.S.,  1996. SPSS for 
Windows workbook to accompany large sample 
examples of  using multivariate statistics .  
HarperCollins College Publishers: New York, NY, 
USA.   Available from:  https://archive.org/details/
spssforwindowswo0000oste#:~:text=SPSS%20
f o r % 2 0 W i n d o w s % 2 0 w o r k b o o k % 2 0
to%20accompany%20Tabachnick,and%20
Fidell%2C%20Using%20multivariate%20statistic-
s%2C%20fourth%20edition

[30] Graham, J., Harvey, C.R., 2001. Expectations of 
equity risk premia, volatility and asymmetry from 
a corporate finance perspective. National Bureau 
of Economic Research Cambridge, MA, USA. 

Available from:  https://www.nber.org/system/
files/working_papers/w8678/w8678.pdf

[31] Myers, S.C., Capital Structure Puzzle, 1984. 
National Bureau of Economic Research Cambridge, 
MA, USA. Available from:  https://www.nber.org/
system/files/working_papers/w1393/w1393.pdf

[32] Fama, E.F., French, K.R., 1998. Value versus 
growth: The international evidence. The journal 
of finance. 53(6), 1975–1999. DOI: https://doi.
org/10.1111/0022-1082.00080

[33] F r a n k ,  M . Z . ,  G o y a l ,  V. K . ,  2 0 0 9 .  C a p i t a l 
structure decisions: which factors are reliably 
important? Financial management.  38(1), 
1–37. DOI:   https://doi.org/10.1111/j.1755-
053X.2009.01026.x

[34] Titman, S., Wessels, R. , 1988. The determinants 
of capital structure choice. The Journal of finance. 
43(1),   1–19. DOI:  https://doi.org/10.1111/
j.1540-6261.1988.tb02585.x

[35] Rajan, R.G., Zingales, L., 1995.  What do we know 
about capital structure? Some evidence from 
international data. The journal of Finance. 50(5),  
1421–1460. DOI: https://doi.org/10.1111/j.1540-
6261.1995.tb05184.x

[36] Modigliani, F.,  Miller, M.H., 1963. Corporate 
income taxes and the cost of capital: A correction. 
The American economic review. 53(3), 433–
443. Available from:  https://www.jstor.org/
stable/1809167 

[37] Booth,  L. ,  et  al . ,  2001.   Capital  structures 
i n  d e ve l o p i n g  c o u n t r i e s .  T h e  j o u r n a l  o f 
finance.  56(1),   87–130. DOI:  https://doi.
org/10.1111/0022-1082.00320

[38] Flammer, C., 2021. Corporate green bonds. Journal 
of financial economics. 142(2), 499–516. DOI: 
https://doi.org/10.1016/j.jfineco.2021.01.010

https://doi.org/10.1016/S0148-2963(03)00070-5
https://doi.org/10.54784/1990-6587.1213
https://doi.org/10.54784/1990-6587.1213
https://psycnet.apa.org/record/1933-01885-001
https://psycnet.apa.org/record/1933-01885-001
https://www.amazon.com/Multivariate-Data-Analysis-Joseph-Hair/dp/0138132631
https://www.amazon.com/Multivariate-Data-Analysis-Joseph-Hair/dp/0138132631
https://www.amazon.com/Multivariate-Data-Analysis-Joseph-Hair/dp/0138132631
https://www.amazon.com/First-Course-Factor-Analysis-2nd/dp/0805810625
https://www.amazon.com/First-Course-Factor-Analysis-2nd/dp/0805810625
https://doi.org/10.1016/j.jmig.2007.07.001
https://doi.org/10.1016/j.jmig.2007.07.001
https://archive.org/details/spssforwindowswo0000oste#
https://archive.org/details/spssforwindowswo0000oste#
https://www.nber.org/system/files/working_papers/w8678/w8678.pdf
https://www.nber.org/system/files/working_papers/w8678/w8678.pdf
https://www.nber.org/system/files/working_papers/w1393/w1393.pdf
https://www.nber.org/system/files/working_papers/w1393/w1393.pdf
https://doi.org/10.1111/0022-1082.00080
https://doi.org/10.1111/0022-1082.00080
https://doi.org/10.1111/j.1755-053X.2009.01026.x
https://doi.org/10.1111/j.1755-053X.2009.01026.x
https://doi.org/10.1111/j.1540-6261.1988.tb02585.x
https://doi.org/10.1111/j.1540-6261.1988.tb02585.x
https://doi.org/10.1111/j.1540-6261.1995.tb05184.x
https://doi.org/10.1111/j.1540-6261.1995.tb05184.x
https://www.jstor.org/stable/1809167
https://www.jstor.org/stable/1809167
https://doi.org/10.1111/0022-1082.00320
https://doi.org/10.1111/0022-1082.00320
https://doi.org/10.1016/j.jfineco.2021.01.010

