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(-he paper examines the influence of financial distress on restructuring by life cycle and the recov-
d ery of Vietnamese firms by Logit regression model with random effect. The study found that finan-
cial distress may take place at any stage of the life cycle especially during times of decline. The research
results show that financial distress make companies enhance restructuring their managerial restructuring,
reducing investing activities and laying off employees. As it matures, a firm with financial distress is less
likely to engage in M&A restructuring. Restructuring through investing activities reduction brings about

recovery to companies in distress, but the company s recovery is less affected by its life cycle.

Keywords: Life cycle, logit, financial distress, restructuring.

1. Introduction

Vietnamese firms have many chances for inte-
grating with regional and international countries,
approaching international capital markets in the
process of globalization. However, with the charac-
teristics of a developing economy, most Vietnamese
firms are small and medium-sized so their competi-
tiveness is lower, and the capital market is incom-
plete so firms can easily face financial distress.
Financial distress is a situation where cash flow of a
firm is insufficient to cover current obligations
(Wruck, 1990). Distressed firms could recognize the
consequences of inappropriate financial decisions,
so they could propose strategies to restructure their
firms. However, corporate restructuring strategies
need to be carefully selected as they depend on each
stage of corporate life cycle (Pashley and
Philippatos, 1990). In Vietnam, almost researches
have not yet combined life cycle theory with the
analysis of the relationship between financial dis-
tress and restructuring strategies. The paper wants to
know whether financial distress affects on the

restructuring strategies of Vietnamese firms. How
are restructuring strategies used by financial dis-
tressed firms in relation to corporate life cycle? Do
restructuring strategies recover to financial dis-
tressed firms. The paper will answer these questions
by analyzing data samples of 526 listed firms in
Vietnam in the period from 2005 - 2016 to study the
impact of financial distress on restructuring strate-
gies in relationship with corporate life cycle; and the
likelihood of recovery for firms.

2. Theory framwork and literature review

2.1. Theory of corporate financial distress and
corporate restructuring

The term financial distress is introduced in trade
off theory of capital structure. This theory explains
the benefits of using debt in a firm’s capital structure
to increase firm value due tax shield benefits.
However, the risk can occur when the operating
income of a firm is not able to pay the financial obli-
gations, then a firm will face financial distress.
Corporate financial distress can be described vari-
ous situations that a firm has difficulty in financial
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problems (Ross et al., 1999; Altman and Hotchkiss,
20006): failure, insolvency, default and bankruptcy.
Failure is a situation where cash flow of a firm is
insufficient to cover current obligations (Wruck,
1990). Insolvency term is argued by Shrader and
Hickman (1993) when a firm’s total assets are less
than its financial obligations. Default is the time
when a firm violates the terms of the credit agree-
ment (Altman and Hotchkiss, 2006) and the worst
situation is that the firm files for bankruptcy.
Therefore, financial distress is a broad term describ-
ing the various financial difficulties that a firm faces
during its operations. Financial distress may occur
at any time during the life cycle of a firm if it does
not meet financial obligations.

Corporate restructuring is defined as a process of
changing, rearranging, and reorganizing of a firm to
improve and enhance operational efficiency, corpo-
rate restructuring based on the firm’s later mission,
vision, and strategic direction. Wruck (1990) finds
that there are changes in corporate organizations,
such as: replacement in top management, restructur-
ing operations or Mergers and Acquisitions of a firm
when in financial distress. These corporate restruc-
turing strategies aim to improve and enhance firm
performance.

2.2. Life cycle theory of a firm

According to Penrose (1952); Posey (1961), the
life cycle of a firm is the same as that of a human
biological cycle, which includes stages of develop-
ment similar to those of living organisms. The life
cycle of a firm has unique characteristics, differs in
each stage of development, organizational strategy
and also varies among industries of firms. Most of
later studies research the development of the life
cycle theory, suggest the firm’s lifecycle consists of
four stages: birth, growth, maturity and decline.
Firms in the birth stage owned by a group of found-
ing shareholders, and with highly concentrated own-
ership power. The birh firms have just introduced
their products to market. According to Miller and
Friesen (1984), the firm's business risk at birth stage
is very high, its cash flow is low and slow but oper-
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ating costs are very high; so the firm’s net cash flow
in birth stage is usually negative. In the growth
stage, there is a distinction between shareholder
ownership and management power, managers have
more decision making responsibility in a firm.
However, firms in growth stage still have to make
efforts in the competitive market, so the business
risk is still high in this stage. Firms in the maturity
stage have a stable position in the market, the net
cash flow has been positive, they try their best to
maintain their market share and improve their per-
formance. In the decline stage, the demand for the
firms’products decreased significantly, their operat-
ing cash inflow are not enough to pay for payments.
Each stage in the life cycle of a firm has unique
characteristics and different difficulties. One of
these difficulties is financial distress during their
operation.

2.3. Financial distress and restructuring
strategies

The managerial restructuring strategy refers to
the replacement of managerial personnel at the
executive board when a firm occurs financial dis-
tress (Denis and Kruse, 2000; Sudarsanam and Lai,
2001; Kam et al., 2008; Koh et al., 2015).
Incompetent managers can make wrong decisions,
causing loss to the business. They must be replaced
by new management teams to re-evaluate the cause
of financial distress, reorient and implement strate-
gies to recovery the firms. Operational restructuring
strategy aims to change firm’s operational direction
by pursuing strict cost reductions, reducing over-
heads, such as: reducing investment (Sudarsanam
and Lai, 2001; Koh et al., 2015) or laying off
employees (Kang and Shivdasani, 1997; Koh et al.,
2015) when facing financial distress. Healy et al.
(1992), Clark and Ofek (1994), Sudarsanam and Lai
(2001), Kam et al. (2008) find evidence that when
firms face financial distress, they tend to conduct
M&A (Merger and Acquisition) with another firm.
Healy et al. (1992) find that most of M&A deals
support firms to improve the ratio of operating cash
flow divided by total assets compared to other firms
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in the same industry. Kam et al. (2008) find that the
market reacts positively to announcements of M&A
in case of non-SOE distressed firms. These studies
show that firms often act when facing financial dis-
tress by corporate restructuring strategies.

2.4. The impact of financial distress, lifecycle
on corporate restructuring strategies

According to Miller and Friesen (1984), Pashley
and Philippatos (1990); life cycle is one of the fac-
tors affecting the choice of restructuring strategies
and the likelihood of recovery for firms. Miller and
Friesen (1984) argue that firms in birth stage have a
high ownership concentration, the managers are also
the owners. Therefore, these firms have less external
pressure for a change in management when facing
financial distress. But in later stages, the ownership
structure is more complicated, the capital structure
uses debt. The separation of ownership and manage-
ment rights also emerged. At this time, managers are
likely to be fired when they do not have enough
operating capacity and the firms must replace new
managers under pressure from creditors, blockhold-
ers to ensure capital support from them. In addition,
Kang and Shivdasani (1997) find that the probabili-
ty of replacing senior managers and laying off
employees will increase with the ownership by the
firm’s main bank and other blockholders. Therefore,
firms in distress are likely to use managerial restruc-
turing and laying off employees in the later life
cycle stages. Koh et al (2015) find that laying off
employees is used throughout the lifecycle stages
when firms face financial distress but these authors
find no evidence of the relationship between life
cycle theory, reducing investments and financial
distress. However, there are no prior studies explor-
ing M&A as one of restructuring strategies when
researching with financial distress and corporate life
cycle. In addition, prior studies are mostly investi-
gated in samples of developed countries, healthier
financial markets than the economy in Vietnam.

© TMU's JTS

Meanwhile, M&A activities in Vietnam were only
carried out from 2000.

2.5. The likelihook of recovery from corporate
restructuring strategies

Using a 2-year period to test financial distress,
Koh et al (2015) find reducing investment activities
are associated with recovery for all firms, but man-
agerial restructuring and laying off employees are
ineffectual. Denis and Kruse (2000) also find that
firms in distress engaged in operational restructur-
ing strategies, such as: cost reduction, laying off
employees decrease their chance of survival. The
results of Clark and Ofek (1994) show that the target
firms have negative operating income and their per-
formance decrease after conducting acquisition
deals. Kam et al. (2008) find that the market reacts
negatively to announcements of M&A in case of
SOE distressed firms. Therefore, not all corporate
retructuring strategies will be effective. The similar-
ity in most studies is that the authors do not investi-
gate the likelihood of recovery from corporate
restructuring strategies in relation to life cycle.

3. Data and research methodology

3.1. Description of data

The paper uses the sample of Vietnamese non -
financial listed firms, for the period from 2005 to
2016. This timeline is selected to ensure a long
enough time for defining life cycle stages, observing
completed transactions of M&A and this is mini-
mum timeline to observe the likelihood of recovery.
Firms are classified according to the ICB' (Industry
Classification Benchmark). The paper excludes
firms with insufficient observational data.
Therefore, the final sample of this paper consits of
526 firms. The market data and financial data of
firms are collected from database
https://vietstock.vn, M&A deals is taken from
Zephyr data. In order to mitigating the effect of out-
liers, data is subtracted by 1% (winsorized) at each
tail of distribution.

1. ICB (Industry Classification Benchmark) is an industry classification for firms launched by Dow Jones and FTSE. The
paper excludes telecommunications industry due to insufficient observations.
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3.2. Research methodology

In order to accomplish the objectives and answer
research questions, the paper is based on empirical
methods have been applied in the paper of Koh et al
(2015) to investigate the impact of financial distress,
lifecycle on corporate restructuring strategies; and
the likelihood of recovery for firms.

Model 1: 1
Investigating the impact EMP,, = { '
of financial distress, life
cycle  on  corporate
restructuring strategies. The regression model is
used as follows:

Restructuring;, = o+ o,Birth; + o;Growth;, +
ayMature;; + asFD;; + 0Birth*FD;; + a,Growth*FD;
+ ogMature*FD; + agTobinsQ;; + oyoLnAsset; +
o Institutional;, + oy, Volatility;, + o3Return;, +
a4Leverage; + a,sCashFlow; + ¢, (1)

The estimation results of model (1) answer the
first two questions of the paper.

Restructuring;, is a dummy variable takes on the
value 1 if the distressed firm uses restructuring strat-
egy at the time t faces financial distress and zero
otherwise. The restructurings include managerial
restructuring (CEO); operational restructuring
strategies, such as: reducing investing activities
(INV), laying off employees (EMP); and M&A
restructuring (M&A). Thus, model (1) is used 4
times corresponding to each restructuring strategy.
CEOit denotes managerial restructuring, takes the
value 1 if a firm has replaced one of its top manage-
ment during the financial distress period (year t) in
distress and zero otherwise. The paper excludes
CEO changes due to illness, death or retirement.

INV;; denotes reducing investing activities.To
measure INV, the paper calculates the average value
of net investment operating cash flow of firms in the
same industry according to the observed years. After
that, the paper compares the decline in the firm's net
investment operating cash flow with industry mean.

1, if the net investing operating cash flow of distress firm in year t (in
INVie = distress) is less than the industry mean
0, zero otherwise
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EMP;, denotes laying off employees. To measure
EMP, the paper calculates the average of the number
of employees of firms in the same industry accord-
ing to the observed years. After that, the paper com-
pares the decline in the number of employees with
industry mean. Labor data is collected from annual
reports.

if the number of employees of distress firm in year t (in distress) is
less than the industry mean
0, zero otherwise

M&A,;, denotes Merger and Acquisition restruc-
turing strategy. In the M&A deal, the paper consid-
ers either target firm or acquiring firm in sample
Vietnamese firma. M&Ait takes the value 1 if the
distress firm 1 in year t (in distress) has successfully
traded M&A deal, and zero otherwise.

FD is the dummy variable for a distressed firm.
The paper is based on KMV-Merton model of
Merton (1974); Bharath and Shumway (2008) to
investigate the fluctuations of the market value of
the firm's assets. At the maturity, if the market value
of firm's assets is less than its debt value, the firm
will face financial distress (Shrader and Hickman,
1993). The value of the debt maturing is known as
the "financial distress point". d is the distance to
financial distress point, calculated as follows:

In (%) + (n—0.50%)T
4= GV\/T

V is the market value of firm’s assets (market
equity plus book value of debt). D is the book value
of debt. T is the maturity time of debt. p is the
instantaneous expected return on firm’s assets. Gy, is
the standard deviation of a firm’s asset returns. The
d value is included in the cumulative standard nor-
mal distribution N(-d) to calculate the probability of
financial distress of a firm at a period. The higher
the value of N (-d), the greater the probability of
financial distress. The cut-off value of this model is
0.5. Dummy FD vari-
able where it is equal 1
if year t observed, a

=
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firm 1 has N (-d) > 0.5 is defined financial distress;
and zero otherwise. The process of calculating N (-
d), the paper has been applied the method of Bharath
and Shumway (2008), and Newton Raphson algo-
rithm through Matlab software. The coefficient of
FD is expected to be positive, implying that
Vietnamese firms are more likely to use restructur-
ing strategies when in financial distress (all else
being equal).

To classify firms into their life cycle stages, the
paper is based on the method of Anthony and
Ramesh (1992), Koh et al. (2015); following four
life cycle descriptors: (i) firm age, (ii) annual divi-
dend on earnings after taxes, (iii) percentage of sales
growth; and (iv) capital expenditure as a percentage
of total market value of firm’s assets.

According to Anthony and Ramesh (1992), com-
pared with firms in the later life cycle stages, firms
in the birth stage and growth stage have higher sales
growth and capital expenditure but in these stages
exhibit short firm age, lower dividend payout to
retain earnings. The data of observations for each
firm characteristic are sorted by every industry
group. First, using industry group, the paper splits
observations (firm-year) of each life cycle descrip-
tor into quartiles and group the firms by life cycle
category, for each quartile is named a score. Basing
on the cut off value of each quartile, the paper com-
pares the value of each observation.

In case of percentage of sales growth and capital
expenditure indicators: firm-year observation values
less than Q1=4, between Q1 and less than Q2 =3,
between Q2 and less than Q3=2, equal to Q3 and
above =1. By contrast, in case of annual dividend
and firm age indicators: firm-year observation val-
ues less than Q1=1, between Q1 and less than Q2
=2, between Q2 and less than Q3=3, equal to Q3 and
above =4. Then, the paper sums up the scores of
four life cycle descriptors for each firm year and
splits all observations into quartiles again. After
that, the paper bases on cut off value of each quartile
to classify four stages of life cycle: firm-year obser-
vation values less than Q1 (lowest score value):

© TMU's JTS

birth stage, between Q1 and less than Q2 = growth
stage, between Q2 and less than Q3=maturity stage,
equal to Q3 and above (highest score value) =
decline stage

Birth, Growth and Mature are the life cycle dum-
mies. Birth variable takes the value 1 if a firm is in
birth life cycle and zero otherwise. Growth variable
takes the value 1 if a firm is in growth life cycle and
zero otherwise. Mature variable takes the value 1 if
a firm is in mature life cycle and zero otherwise
(decline stage is base group).

The coefficients of Birth*FD, Growth*FD,
Mature*FD indicate the choice of restructuring
strategies undertaken by distress firms when they
are in the different life cycle stages.

The paper also includes the control variables,
including:

TobinsQ controls for growth opportunities, cal-
culated by market value of total assets divided by
book value of total assets.

LnAsset controls for firm size, calculated by nat-
ural logarithm of firm’s total assets.

Volatility controls for firm’s risk, calculated by
the standard deviation of the monthly stock returns
of year.

Return controls for firm’s stock returns, calculat-
ed by mean of the monthly stock returns of year.

Institutional controls for institutional ownership,
calculated by the proportion of shares held by insti-
tutional investors.

CashFlow controls for firm’s cash flow, calculat-
ed by the ratio of net operating cash flow divided by
total assets.

Leverage controls for firm’s financial leverage,
calculated by the ratio of long term debt divided by
total of the market value of equity and long term debt.

Model 2: Investigating restructuring strategies
affect the likelihood of recovery for distress firms.
The regression model is used as follows:

Recovery;; = a;,+ o,Birth;FD + 03Growth; FD +
ayMatureE; FD  +  osRestructuring;FD  +

aeBirth*Restructuring; FD +
a;,Growth*Restructuring; FD +
JOURNAL OF =
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agMature*Restructuring; FD + ogTobinsQ;FD +
ajoLnAsset;FD  + oy Institutional, FD  +
a1, Volatility; FD + a3Return; FD +
a4Leverage; FD + a;5CashFlow;FD +¢&  (2)

The estimation results of model (2) answer the
third question of the paper. To investigate the likeli-
hood of recovery for distress firms, the paper only
selects sample of distressed firms in the total sample
(in case of FD = 1). After that, the paper defines a
recovered firm as one that increases its distance to
financial distress in two consecutive years (N(-d) <
0.5) following the distress year. The minimum peri-
od of 2 years is based on the research of Koh et al.
(2015). Recovery is the dummy variable for a recov-
ered firm.

Recovery; = -|:
0,

Restructuringi represents each restructuring
strategy is used, takes on the value 1 if each restruc-
turing strategy is used when in distress and zero oth-
erwise. The restructuring represents managerial
restructuring (CEO), reducing investment activities
(INV), laying off employees (EMP) and M&A
restructuring (M&A). The paper also runs the
regression in equation (2) for four times. The coeffi-
cient of Restructuring is expected to be positive,
with the implication that corporate restructuring is
more likely to recover firm.

Birth, Growth and Mature are the life cycle dum-
mies. The interactions of Birth * Restructuring,
Growth * Restructuring, Mature * Restructuring
investigate if the firm's recovery from the use of a
restructuring strategy associated with the life cycle.
The measure of variables of Restructuring, Birth,
Growth, Mature and control variables is described
as model 1.

In each equation (1) and (2); first, the paper runs
the following panel Logit regression with fixed
effects and random effects. Next, using the
Hausman test, the paper accepts the panel logistic
regression with random effects for this sample.
Finally, the paper uses bootstrapped standard errors

zero otherwise
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to ensure the estimated coefficients are robust. In
addition, Logit model also provides the Odds ratios.
The Odds ratio is used to compare the probability of
an event happening with the probability of not hap-
pening. If the Odds > 1, the likelihood of the event
happening is greater than the odds of not happening.
In contrast, with the Odds < 1, the probability of an
event happening is lower than the odds of not hap-
pening. The obtained data of variables are handled
in Stata 14 software

4. Research results and discussion

4.1. Descriptive statistics

In table 1, the values of restructuring strategy
variables (CEO, INV, EMP, M&A) show that, on
average, Vietnamese firms have used at least one of
the restructur-
ing strategies.
Managerial
restructuring and reducing investment activities are
used more than other restructuring strategies. On
average, there are 10.27% of the total observations
(year - company) occur financial distress (FD). In
case of descriptive statistics of life cycle variables,
on average, the results find that there are 19.31% of
observations in birth stage; 18.94% of observations
belong to the growth stage and 30.16% of observa-
tions belong to the mature stage. The descriptive sta-
tistics of control variables show that there is a rea-
sonable level of consistency between the means and
medians, reflecting normality of distributions. Table
2 presents number of distress firm-year observations
and non-distress firm-year observations by the four
life cycle categories. Table 2 shows that financial
distress can occur at any stage of the life cycle,
showing a sharp increase in decline stage.

4.2. The impact of financial distress on corpo-
rate restructuring strategies by life cycle

Table 3 presents the regression results of equa-
tion (1). The cofficient of Birth is -0,7465 in column
(5), and the Odds ratio in column (6) is less than 1
and significant. These results indicate that, com-
pared with Vietnamese firms at other stages of the
lifecycle, those in birth stage are less likely to
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Table 1: Descriptive statistics
Variable Obs Mean Median Std. Dev. Min Max
CEO 6.312 0,1027 0,000 0,3035 0,000 1,000
INV 6.312 0,0702 0,000 0,2555 0,000 1,000
EMP 5.786 0,0299 0,000 0,1703 0,000 1,000
M&A 6.312 0,0428 0,000 0,2024 0,000 1,000
FD 6.312 0,1027 0,000 0,3035 0,000 1,000
Birth 5.205 0,1931 0,000 0,3948 0,000 1,000
Growth 5.205 0,1894 0,000 0,3919 0,000 1,000
Mature 5.205 0,3016 0,000 0,4590 0,000 1,000
TobinsQ 5.806 1,0069 08983  0,5520 0,1202  3,8780
LnAsset 5.807 26,6751 26,6266 14667 235415 30,4946
Institutional ~ 4.890 04161 04661  0,2509 0,0000  0,9438
Return 4.527 0,0005  0,0032 00550  -0,1458  0,1528
Volatility 4.527 0,1370  0,1208  0,0790 0,0148  0,4487
Leverage 4.723 0,2117  0,0866  0,2587 0,0000  0,9238
Cashflow 5.805 0,0498 00332 011471  -0,3400  0,5597

Source: author’s by Stata software.

Notes: FD is financial distress variable. Birth, Growth, Mature are variables representing the stages of
birth, growth, and mature. CEO, INV, EMP, M&A are variables representing the managerial restructuring,
reducing investing activities, laying off employees and M&A restructuring. The control variables include:
TobinsQ, LnAsset, Institutional, Volatility, Return, CashFlow, Leverage.

Table 2: Number of distress firm-year observations

and non-distress firm-year observations
by the four lifec cycle categories

0,4710; and significant. The respective
Odds ratios are all more than 1. Thesse
results show that firms in distress are likely

Stage Distress firms__ Non - distress firms _Total _ t0 engage managerial restructuring, reduc-

1) ) ©) ing investing activities, laying off employ-
Birth 111 894 1.005 ces. The change in executive leadership
Growth 112 874 986 position when firms face financial distress
Mature 198 1.372 1570 is an evidence that Vietnamese companies
Decline 226 1.420 1646  have accepted to undertake corporate
Total 647 4.560 5.207

restructuring from management teams.

Source: author’s by Stata software.
engage in laying off employees. Firms in the prior
stages are usually small size, so the firms’ workforce
is occupied to fit the operation scale. So, if firms
have no financial instability, they will limit labor
cuts in the birth stage. In addition, In column (1), (3)
and column (5) of table 3, the paper finds that the
respective coefficients of FD are 2,4349; 0,5424 and

These results are consistent with the find-

ings of Kam et al. (2008), Koh et al. (2015).
Reducing investing activities help firms re-eval-
uate and eliminate ineffective investments that are
not firms’ competitive advantage. By reducing
investing activities, distressed firms can reduce
costs and focus resources on investments that bring
the best benefits to firms. This evidence is consistent
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with the findings of Sudarsanam and Lai (2001),
Koh et al. (2015). Laying off emloyees is considered
as a “belt tightening” policy to help distressed firms
to stabilize their financial resources in the short term
(Koh et al., 2015). Therefore, distressed firms have
time to find out better strategies to improve their
cash flow. However, the coefficient of M&A is pos-
itive but not statistically significant, this shows that
there is no evidence to prove the impact of financial
distress on M&A deals.

When the paper investigates the interaction rela-
tionship between financial distress and life cycle, it
only finds that the coefficient of the interaction of
Mature*FD is -0,8834 in column (7); the respective
odds ratio is less than 1 in column (8). This result
indicates that, compared with Vietnamese firms at
other stages of the lifecycle, firms in mature stage
are less likely to engage in M&A restructuring. One
of the reasons is that in the mature stage, firms do
not have many investment opportunities, their per-
formance is not better than other stages. And when
firms faces financial distress, they are more afraid of
the probability of success. So they are less likely to
use M&A transactions. In addition, financial lever-
age is the most influential factor in corporate
restructuring strategies.

4.3. The impact of corporate restructuring
strategies on the likelihood of recovery

In table 4, the paper finds that the cofficient of
Restructuring is 0,6769 in column (3), and signifi-
cant; the Odds ratio in column (4) is more than 1.
This result shows that reducing investing activities
have statistically significant positive association
with recovery, firms in distress that engaged in
investment reduction increase their chances of sur-
vival; consistenting with the findings of Koh et al
(2015). By reducing investing activities, distress
firms try their best to cut ineffective portfolios and
focus on the core investment portfolios. This helps
distress firms firstly cut operating costs and turn
around, overcome financial difficulties. Although
the coefficients of FD in columns (1), (5) and col-
umn (7) are positive but they not statistically signif-
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icant, implying managerial restructuring, laying off
employees, M&A restructuring are not effective
restructuring strategies for ditress firms.

In addition, in column (3), the study finds that
the statistically significant interaction of Growth*
Restructuring and Mature* Restructuring are -
3.4183 and -1.3301, implying that compared with
birth firms and decline firms in distress, growth and
mature firms engaged in investment reduction
decrease their chances of survival. The coffiecients
of the interaction of Birth and Restructuring in col-
umn (5) and (7) are also -2,3621 and -2,5050 respec-
tively; indicating that, compared with distress firms
at the other stages of the life cycle, those in the birth
stage engaged in M&A restructuring decrease their
chances of survial. Firms in the birth stage are
potentially risky, so their restructuring strategies is
not be viable for birth firms in distress. Therefore,
the likelihood of recovey is little influence of life
cycle. The paper also finds that stock returns, finan-
cial leverage are factors that have negative influence
on the recovery of distress firms.

5. Conclusions and recommendations

5.1. Main findings

The paper uses a panel Logit model with ran-
dom effects, the sample consists of 526 Vietnamese
non - financial listed firms on the Vietnamese stock
market to analyze the impact of financial distress
on restructuring strategies by life cycle; and the
recovery of Vietnamese firms. The paper finds main
findings:

First, when firms face financial distress, these
firms are more likely to engage in managerial
restructuring, reducing investment activities and
laying off employees.

Second, there are associated with the restructur-
ing strategies and life cycle, but not all restructuring
strategies. The paper finds that distressed firms in
mature stage are less likely to engage in M&A
restructuring.

Third, operational restructuring by reducing
investing activities increase their chances of recov-
ery, but there is little influence of life cycle.
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5.2. Recommendations

Based on the research results, the paper proposes
recommendations to enhance the quality of financial
management for Vietnamese firms:

First, the managers need to increase the impor-
tance of the life cycle, therefore, they need to identi-
fy each stage in the life cycle of a firm. This can help
managers know which stage of a firm is in lifecycle
to know business risks and financial risks in each
stage of life cycle, so that they can make suitable
financial decisions for each stage of life cycle.

Second, operational restructuring by reducing
investment is an effective restructuring strategy
that Vietnam firms in distress need to pay attention
to in the restructuring process. To increase the
likelihood of recovery, firms need to suggest spe-
cific criteria to evaluate the efficiency of invest-
ment activities. Firms need to classify which
firms’ core investments, which investments are
expanded to diversify its business lines. For
investment activities to diversify, firms should cut
back because these activities not suitable when in
distress. If diversified investing activities invested
by firm itself, these activities can be cut down
immediately. If these investment activities have
cooperated with other parties, a distress firm need
to base on the cooperation agreement contracts to
negotiate the reduction plan. Reducing ineffective
or unsuitable investment activities when in dis-
tress will help firms save costs and focus
resources on advantageous operations of the firm.
However, the reduction plan must ensure that the
inherent value and competitive advantage of the
firm must not be lost. Besides, the paper also has
the limitation of time research. Some secondary
database of the paper to measure variables denoted
restructuring strategy are collected by hand, so
there are some missing values. Although the
results show that the restructuring strategies
implemented by distress firm are affected by the
life cycle but not all restructuring strategies. In the
next research, the paper will try to overcome the
remaining limitations. 4
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