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Abstract 

The Vietnamese grocery retailing market promises to bring huge potential to both Vietnamese and 

foreign investors as it is considered one of the most dynamic markets in South-east Asian countries. For that 

reason, understanding how to keep customers loyal is essential because loyalty can result in firms’ 

sustainable development. This paper investigates the linkage between perceived switching costs and 

alternative attractiveness to customer loyalty in Vietnamese grocery retailing in Vietnamese food retailing. 

In other words, whether the presence of switching costs and alternative attractiveness change customers’ 

loyal behavior. The research was conducted for three months and sent surveys both online and offline to nearly 3,000 

supermarket customers. By using confirmatory factor analysis (CFA) and structural equation modelling, the 

research tested links between constructs presented in a research model. The analysis demonstrated that 

switching costs (SWCT) have a positive effect on customer satisfaction (CST) and customer loyalty (CLT) 

and high-perceived alternative attractiveness (ALAT) has a negative influence on CLT; especially, there is 

no relationship between ALAT and CST found. Additionally, the research confirms that CST has a strong 

positive impact on CLT. These findings have a crucial role in presenting the importance of ALAL and 

SWCT, helping firms to be aware of their current strategic positions and their competitors if they want to 

keep their current customers loyal. 

Keywords: Switching costs, alternative attractiveness, customer loyalty, customer satisfaction, grocery 

retailing, Vietnam 

1. Introduction 

Previous research has found that customer loyalty (CLT) plays a crucial role in helping firms to be more 

effective financially and to be more sustainable, this factor is strongly linked to business survival. CLT is 

defined as the behavior of customers who commit to re-purchase products or services or re-buy products 

from the same brand name or stores; or are happy to introduce to their friends regardless of other situational 

influences and marketing efforts from firms’ competitors in pursuit of customers’ switching behavior 

purposes (Oliver, 1997). Investigating how switching costs and alternativeness affect customer loyalty is 

important as this helps firms to understand their positions against their competitors. Consumer switching 

leads to decreased sales and market share as well as increased costs that a company might potentially spend 

for marketing to attract their target customers (Terblanche and Boshoff, 2010). Customers always compare 

information between different service providers, and could switch to alternative providers if they determine 

there are no or low switching costs (Terblanche and Boshoff, 2010; Valenzuela, 2012). Customers with 

different levels of satisfaction might perceive the value of switching costs differently. For instance, if they 

are highly satisfied, their intention to switch might be low; but they are unsatisfied, looking for new 

providers is inevitable. The costs of switching could be seen as necessary to enable them to fulfil their needs 

that current providers cannot meet (Hsu, 2014). 

Vietnam’s retail market is considered one of the most dynamic markets in the region with many potential 

growth opportunities in their economic development. The potential of the Vietnamese retail market attracts 

both domestic and foreign investors. Firms always compete fiercely by using their own strategies in terms 

of brand name, price, product quality, and marketing but these activities cost enormous budgets, getting 

new target customers who are happy to pay for specific products is costly. When customers have a variety 
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of choices, all information about products and services is available; firms considering their ultimate 

objective is how to keep their current customers to be loyal. According to Reichheld et al. (1990) customer 

loyalty helps firms increase 25-85 percent of their profit. Whether or not switching costs and alternative 

attractiveness affect customer loyalty in Vietnam’s grocery retail sector is worthy of investigation to 

facilitate firms understand their current position compared to their rivals. 

This paper aims to explore the linkage between four main constructs, including switching costs and 

alternative attractiveness, customer satisfaction and customer loyalty. The structure of this paper is as 

follows: After this introduction, the literature review related to constructs in a research model will be 

demonstrated, followed by the methodology of this research and findings; conclusions and contributions of 

the study will be presented in the last section. 

2. Literature review and hypothesis development 

2.1. Customer satisfaction (CST) and customer loyalty (CLT) 

Calder et al. (2013) defined customer satisfaction as an overall evaluation of consumption experience, 

and this can be seen as a key factor in helping firms achieve long-term business success (Lo, 2012). 

Dominici and Guzzo (2010) demonstrated that costs to attract new customers are much higher than keeping 

current customers to be loyal even though this is a sophisticated process, firms with highly satisfied 

customers are more likely to achieve higher economic returns (Yeung et al., 2002). According to Chang 

and Yeh (2017), customers are more inclined to become loyal to companies that offer superior value 

compared to their competitors, they will repeat purchasing and keep intensive relationships with firms over 

time. Customer retention is a key to business survival (Hoffman and Lowitt, 2008). There are various ways 

of defining customer loyalty. Kim et al. (2004) and Reynolds and Arnold (2006) presented two dimensions 

of customer loyalty, including customers repeatedly buying products or using services and showing their 

favourable attitudes toward a product or a service offered by firms. 

The linkage between CST and CLT has been increasingly explored in many academic studies (Lam et 

al., 2004, Bouzaabia et al., 2013). Conducting surveys among customers in the retail industry, the findings 

from Wong and Sohal (2003) showed that a higher level of satisfaction results in a higher probability of 

consumers revisiting retailers. These findings are consistent with Chang and Wang (2011), Kim et al. 

(2004), Han et al. (2011b). However, other groups of researchers debate that CLT could not be easily 

achieved by investigating only customer satisfaction, other factors such as alternative attractiveness or 

switching costs should be considered in this relationship (Mutum et al., 2014; Sivadas and Baker-Prewitt, 

2000, Miranda et al., 2005). As Cronin and Taylor (1992) indicated that satisfaction behavior could lead to 

loyalty, but loyalty could not be guaranteed only by satisfaction (Oliver, 1999); Kumar et al. (2013) 

indicated that customer satisfaction is a weak indicator of customer loyalty, customer satisfaction can 

explain approximately 8 percent of the variation of customer loyalty. Therefore, different findings were 

revealed from many research papers. Therefore, we hypothesize: 

H1: CST is positively related to CLT 

2.2. Perceived switching costs  

There is no consensus between scholars about the definition of switching barriers (Tsai and Huang, 

2007; Li et al., 2007). If customers want to change to alternative providers, they might confront numerous 

switching barriers that cause additional costs to them (Jones et al., 2000). Tung et al. (2011) identified 

switching costs related to non-monetary, monetary costs or all sacrifices as one of the reasons hindering 

customers from switching to rivals. According to Jones et al. (2007) and Lee et al. (2001), switching cost 

refers to customers’ point of views about money, effort and time associated with platform changing, if 

switching costs are high, unsatisfied customers are more likely to remain to stay on the same platform. In 

many situations, even though customers are satisfied with services or products delivered but they might 

perceive to switch to other providers if the benefits of switching are high and low switching costs, while 

unsatisfied customers are less sensitive toward switching costs and might switch to solve the problems of 

unfulfilled needs (Hsu, 2014). Therefore, we hypothesize: 

H2: Switching costs have a positive effect on customer satisfaction 
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Koutsothanassi et al. (2017) found a positive relationship between switching costs and loyalty, if 

switching costs are high, options to exit might be limited, leading to loyalty. The research of Qui et al. 

(2015:92) found that “in the industries characterised by relatively low switching costs, customers are less 

likely loyal compared to service industries with relatively high switching costs”. Lam et al. (2004) also 

confirmed that switching costs have a positive association with loyalty in terms of recommendation and 

repurchase. Especially, “the switching barriers explained more than 40 per cent of customer loyalty”, 

Koutsothanassi et al. (2017:434); Beerli et al. (2004) support the findings that switching costs has a 

profound explanatory effect on customer loyalty. However, Qui et al. (2015:92) stated: “the negative 

association between switching costs and loyalty is that customers feel locked in the relationship when they 

perceive a high level of switching costs”. In other words, consumers who are unsatisfied might feel locked 

and forced to stay with current providers if they perceive high switching costs (Qui et al., 2015). In addition, 

during the research on the case of financial switching costs, Burnham et al. (2003) confirmed that SWCT 

has the lowest impact on customer loyalty. These inconsistent findings lead us to the next hypothesis:  

H3: High-perceived switching costs have a positive influence on customer loyalty 

2.3. Alternative attractiveness  

Alternative attractiveness is a situation in which customers will make choices to move to other providers 

based on how beneficial or detrimental to them. Ping (1993) demonstrated that alternative attractiveness 

adversely affects loyalty and customers are inclined to stay and be more loyal to firms if the perception of 

alternative attractiveness is low (Colgate and Norris, 2001; Mutum et al., 2014). The study of Calvo-Porral 

and Levy-Mangin (2015) revealed that the attractiveness of alternatives is positively associated with 

switching intentions from customers. According to Ghazali et al (2016), the concept of alternative 

attractiveness most likely depends on satisfaction level, highly satisfied customers might perceive low 

attractiveness from rivals of their current chosen firms (Yang and Peterson, 2004). In contrast, higher 

perceived attractiveness from other providers might decrease satisfaction levels. Therefore, we hypothesize:  

H4: High-perceived alternative attractiveness has a negative influence on customer satisfaction 

According to Colgate and Lang (2001) the decision of whether or not customers remain faithful to a 

specific firm strongly depends on how many available alternatives in the market, which might help to shape 

customers' perception regarding the existence of potential competitors and in this case, customers 

constantly compare services and products offered by their current providers to alternative ones (Tesfom 

and Birch, 2011). Oliver (1997) argued that cognitive loyal customers would be more inclined to switch 

owing to rivals' inducement in terms of benefits offered such as lower prices or better quality. Sambandam 

and Lord (1995) presented that an increased attractiveness of competitors’ brand is one of the primary 

reasons for eroding consumers’ commitment. However, Tung et al. (2011:35) presented that “the 

relationship between the attractiveness of alternatives and loyalty is not significant”. Kim et al. (2004) 

confirmed the influence of SWCT on customer loyalty, but these relationships are not much compared to 

other satisfaction dimensions. Therefore, we hypothesize: 

H5: High-perceived alternative attractiveness has a negative influence on customer loyalty 

2.4. Conceptual model  

Our resulting conceptual model is proposed as follows: 

 
Figure 1: Proposed conceptual model 
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H1: CS positively affects CLT 

H2: Switching costs positively affect customer satisfaction 

H3: High-perceived switching costs positively affects customer loyalty 

H4: High-perceived alternative attractiveness negatively affects customer satisfaction 

H5: High-perceived alternative attractiveness negatively affects customer loyalty 

3. Research Methodology 

3.1 Data collection and sample file 

The research was conducted in 5 main locations in Vietnam, where purchase power is high and can 

represent for behavior and characteristics of Vietnamese supermarket consumers. Eighty percent of 

questionnaires were collected directly, some of them were posted to respondents directly or collected through 

email and questionnaire links. Different groups of consumers surveyed based on their education levels, 

ages, and income. The number of questionnaires collected was 3056 but 143 questionnaires were removed 

from the dataset due to issues of incompletion. The demographic information of the remaining 2913 

respondents is demonstrated in Table 2 as follows: 

Table 2: Summary of respondent profiles 

 
The majority (68.7%) of respondents are female and 30.5% are male, the largest age group is 18-22, 

while the group of individuals who are 23-30 and 31-40 are 21.2% and 10.4%, respectively and the majority 

(85%) of respondents’ educational level is A level or higher. The respondents living in Ha Noi and Ho Chi 

Minh accounted for 25.0% and 24.0%, respectively. 

3.2 Variables and measurement scales: 

3.1. Measurement development 

A questionnaire was generated that fit the research objectives and hypothesis suggested. Back-to-back 

translation was conducted as questionnaires in Vietnamese were sent originally. According to Saunders et 

al. (2016:462) “the questions will need to be checked within the context for which they were written rather 

than in abstract to ensure they are not misread and that they do not encourage a particular answer”. The 

measurement of the concepts was based on previously developed and tested measurements so that content 

validity was assured. There is a five-point Likert scale, respondents were asked to rate the scale whether 

they agreed or disagreed with numerous statements in questionnaires: 1 representing ‘completely disagree’ 

to 5 representing ‘completely agree’. All scales are presented in Table 1 and coding for measured variables 

follows: 
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Table 1: Constructs and items 

 

 

cConstruct

s 

Manifest variables Sources 

Customer satisfaction (CST) 

CS1 Complete service offered by a supermarket is significantly above 

expected 

 

 

              Kitapci 

(2013) 

CS2 In general, my satisfaction level related to the supermarket that I have 

already dealt with is high 

CS3 Assuming you view your entire experience with the supermarket, 

overall you are very satisfied with the supermarket 

CS4 Shopping at the supermarket has been an enjoyable experience Lin (2014), El-Adly 

(2016) 

CS5 I am disappointed to have been in this store           Bouzaabia 

(2013) 

Customer loyalty (CLT) 

CL1 In the near future, I am sure to repurchase at this supermarket and buy 

more at this one than at another retailer 

   Swoboda (2013) 

CL2 I am willing to pay more as compared to other retailers for the 

products I buy from this retailer 

Srivastava (2016) 

CL3 I will say positive things about the retailers and recommend it to 

others 

Srivastava (2016), 

El-Adly (2016) 

CL4 I would consider the supermarket my first choice to do shopping Lin (2014), 

Terblanche (2018) 

CL5 I will always continue to choose the products of this grocery store 

instead others 

Oliver (1997) 

Switching costs (SWCT) 

SWC1 Switching to other providers will bring economic loss 

    Liu et al. (2011) SWC2 Switching to other providers will bring psychological burden 

SWC3 

Search and evaluate the untested service department store costs you 

time and effort 

    Tung (2011) SWC4 

An uncertainty feeling is relative to the untested service department 

store 

SWC5 In general, it will be a hassle switching to another hotel 

     Qui et al. (2015) SWC6 

If I switch to a new brand name, I will miss some of the services and 

benefits by the loyalty program from this brand name (mileage and 

membership service) 

Alternative attractiveness (ALAT) 

ALA1 Probably, I would be satisfied with another company    

     Calvo (2015) 

 ALA2 There are other good companies to choose from 

ALA3 

I need to change the place for shopping, there are other good 

department stores to choose from 
  

     Tung (2011) 

ALA4 

I would be more satisfied with the products and services of other 

department stores 
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3.2. Data analysis 

To theoretically investigate the conceptual model, the analysis conducted using SPSS 22 to implement 

Exploratory factor analysis (EFA) in pursuit of analyzing the data sets established by coding all 

questionnaires collected, the eventual purpose is to remove duplicate (Hair et at., 2011). After EFA, 

Confirmatory factor analysis (CFA) and structural equation modelling (SEM) were also used to determine 

the validity, reliability, and relationships between many remaining variables. The structural model analysis 

is implemented with AMOS version 24, which allows the data set to formulate a path diagram quicker 

(Byrne, 2010). 

4. Data analysis and results 

4.1. Measurement model 

An analysis of convergent and discriminant reliability is conducted. According to Hair et al. (2010), 

during examining convergent validity, factor loadings should be higher than 0.5, the average values of 

Cronbach Alpha values should be higher than 0.6; the average variance extracted (AVE) is a measure of the 

amount of variance that is captured by a construct in relation to the amount of variance due to measurement error, 

which should be higher than 0.5. According to Fornell and Larcker (1981), there are two criteria which will be 

used to investigate discriminant validity: the variance extracted value should be higher than the maximum 

shared variance (MSV), which is the square of inter-correlation between two constructs and the square root 

of AVE should be greater than inter-construct correlations. 

In this research, the model achieved an acceptable fit and 4 extracted factors achieved convergent 

validity when all CR values of constructs are higher than 0.7, CR index of SWCT, ALAT, CST and CLT 

are 0.888; 0.897; 0.862; 0.812 respectively), the value of AVE of all constructs are higher than 0.5 (AVE 

index of SWCT, ALAT, CST and CLT are 0.570; 0.686; 0.609; 0.590 respectively) and the loading 

coefficients of all items in each construct are higher than 0.5 (Table 3). Therefore, it can be concluded that 

there is no problem with convergent validity in this model. In addition, the finding also presents that there 

are no discriminant validity concerns for all constructs when the AVE values were higher than 0.5 and 

higher than MSV, the square root value of AVE for all constructs is greater than that of inter-construct 

correlations (Table 4). 

Table 3: Factor loadings of each variable 
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Table 4: Discrimination validity analysis 

  
***p<0.001 

The results suggest that the overall model acceptable fit as P-value of this model is 0.000 and the index 

of cmin/df =4.133 < 5 which is the threshold of acceptable model, CFI=0.988>0.95, RMSEA=0.033<0.06 

and PCLOSE=1.000>0.05, TLI=0.982 >0.9, GFI=0.985>0.9. 

4.3. Structural model- Hypothesis testing 

 
Figure 2: The SEM results 

The research shows that H1, H2, H3, H5 are supported at p-value lower than 0.001 (Table 5), while H4 

is not supported. This means that CST is positively related to CLT, switching costs have a positive effect 

on customer satisfaction, high-perceived switching costs have a positive influence on customer loyalty, and 

high-perceived alternative attractiveness has a negative influence on customer loyalty. However, the 

research presents that the relationship between alternative attractiveness and customer satisfaction is not 

supported.  
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Table 5: Structural model results 

Hypothesis Path 
Standardised 

loadings 
S.E. C.R. P Results 

H1 CLT <--- CST 0.622 0.025 27.095 *** Supported 

H2 CST <--- SWCT 0.281 0.024 11.368 *** Supported 

H3 CLT <--- SWCT 0.221 0.023 10.255 *** Supported 

H4 CST <--- ALAT -0.033 0.017 -1.552 0.121 Not supported 

H5 CLT <--- ALAT -0.055 0.016 -2.973 0.003 Supported 

***p<0.001 

 
Figure 3: Structural model estimation 

The structural model indicates that customer satisfaction has a strong direct influence on customer 

loyalty. Squared multiple correlations of CLT construct is 0.494, which means that all independent 

constructs in this model, including CST, SWCT and ALAT affect 49.4% variation of CLT.  

5. Discussion 

The statistical test results show that H1 was supported with β= 0.622, meaning that there is a strongly 

positive linkage between customer satisfaction and customer loyalty. The result from this research is 

consistent with a significant amount of previously conducted research in which researchers found that 

customer satisfaction is a strong indicator of customer loyalty (Kitapci et al. (2013), Han et al. (2011b), 

Babin et al. (2005) and Lee et al. (2007). Therefore, enhancing customer satisfaction through various 

channels can be considered essential if firms want to keep their customers loyal, repeat buying products or 

use services from their current firms, even if they will be willing to introduce them to their friends. In this 

retail context, the higher level of satisfaction results in a higher level of loyalty, potentially leading to the 

fact that the supermarket would be considered as a first choice in consumers’ mindset. However, this finding 

is inconsistent with some previous studies. Kumar et al. (2013:246) presented that “the variance explained 

by just satisfaction is rather small - around 8 percent”. According to Liu et al. (2015), customer satisfaction 

itself could not be seen as a predictor of customer loyalty, it depends on other factors involved, such as 

switching costs and the availability of other alternatives; with the presence of these factors, loyalty behavior 

can be measured in a proper way. 

Secondly, H2 was supported, meaning that switching costs have a positive effect on customer 

satisfaction (β=0.281). It means that consumers tend not to be loyal and remain satisfied with current 

providers if they perceive low switching costs, finding chances to switch might be a result. If switching 
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costs are high, consumers might be afraid to change to new providers due to the large amount of effort and 

time required. This finding is consistent with Hsu (2014) as he found satisfied customers are more likely to 

switch if higher benefits are perceived from new providers with lower switching costs. H4 was not 

supported, meaning that the research could not conclude whether high-perceived alternative attractiveness 

has a negative influence on customer satisfaction. However, the research of Ping (1993) found this 

relationship as he confirmed an adverse influence of alternative attractiveness on customer loyalty. 

Thirdly, according to the statistical test results, H3 was supported, which means that high-perceived 

switching costs have a positive influence on customer loyalty (β= 0.221) and H5 was supported (β= -0.055, 

high-perceived alternative attractiveness has a negative influence on customer loyalty. These results are 

consistent of the studies of Mutum et al. (2014), Kim et al. (2018) and Liu et al. (2011) as they concluded 

that low perceived benefits from new switching providers impede consumers from moving, which keeps 

them to be more loyal to current firms; the option to exit could be limited if consumers perceive high 

switching barriers. The positive relation between switching costs and customer loyalty means that higher 

switching costs result in a behavior in which consumers choose to be loyal to retailers, the loading index is 

high, at approximately 0.221. The findings from Ningsih and Segoro (2014:1018) showed that “if the 

variables of switching cost increased for one unit, the customer loyalty would increase for 0.241 points, 

assuming that other independent variable value was fixed” (their β index is 0.241). However, 

Koutsothanassi et al. (2017) indicated in their research that this number is around 0.4. In this research, 

higher alternative attractiveness is negatively associated with customer loyalty, meaning that if more 

competitors with better perceived benefits are available, consumers will not be loyal. In other words, loyalty 

to current retailers will decrease by 5.5 percent if better competitors are available. The findings are 

inconsistent with the study of Burnham et al. (2003), who indicated that switching costs have the lowest 

impact on loyal behavior and Tung et al. (2011:35) stated: “the relationship between the attractiveness of 

alternative and loyalty is not significant”. 

6. Contributions and Limitations 

From a theoretical perspective, this paper aims to investigate whether or not switching costs and alternative 

attractiveness affect customer loyalty and how important customer satisfaction is to customer loyalty, as well as look 

to fill the gaps in the literature about the linkage between these constructs. In this research, we confirm a 

positive and strong linkage between customer satisfaction and customer loyalty. This can help researchers 

deeply understand more about customer behavior in the Vietnamese grocery retail context. Furthermore, 

the research reinforces the statement that switching costs affect both customer satisfaction and customer 

loyalty, but the linkage between alternative attractiveness and customer satisfaction could not be found. 

However, loyalty to current retailers will decrease by 5.5 percent if better competitors are available, 

meaning that alternative attractiveness is negatively associated with customer loyalty. 

From a methodological perspective, the process of checking validity and reliability allows final results 

to be more credible, the research conducted by CFA and SEM to find the relationship between constructs, 

these processes should be repeatedly implemented in future research. 

Implications for business practitioners are as follows: Firstly, customer satisfaction is confirmed as a 

strong indicator for loyalty, retailers in specific and firms in general should put more effort into increasing 

customer satisfaction if they want customers to be loyal to them. Secondly, being aware of current own strategic 

positions in markets as well as knowing competitors’ positions will allow firms to keep their current customers 

satisfied and loyal. If alternative attractiveness is high and switching costs are low, firms should offer more 

benefits or even change benefit packages to consumers in order to increase the level of satisfaction of their 

current customers or at least keep current customers focused. Future research can consider the moderation 

role of switching costs and alternative attractiveness in the relationship between customer satisfaction and 

customer loyalty. 
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Abstract 

The main purpose of the study is to investigate the relationship of accounting conservatism on stock 

liquidity in Vietnam market. Our sample consists of 3,115 yearly firm observations on the Ho Chi Minh 

City Stock Exchange (HOSE) over the period 2012 – 2020. We indicate that Vietnamese firms strictly 

adopting the accounting conservatism have higher stock liquidity. Our findings provide further insights into 

the relationship between accounting conservatism and stock liquidity in a frontier market. Adopting 

accounting conservatism enhance the quality of accounting information, leading to improve stock liquidity. 

Therefore, corporate managers should concentrate on adopting the accounting conservatism to prove the 

manage ability through increased firm performance. For investors, adopting accounting conservatism is a 

basis to consider before making investment decisions.  

Keywords: Accounting conservatism; Stock liquidity; A frontier market 

JEL Classification: M41; G41 

1. INTRODUCTION 

 In the company, senior managers are responsible for preparing the financial statements, they have a 

better understanding of the need for comprehensive information by investors and creditors regarding the 

financial health of the company. They are usually optimistic and try to create a favorable image of the 

company. If the company's image looks favorable, the incentives for investors (including creditors) to invest 

and finance resources outside the organization will increase. In such circumstances, accounting principles 

and practices with the support of the competent authorities to develop accounting standards - implement 

the concept of conservatism for balance management optimism, protect the interests of related parties and 

give a fair presentation of the financial statements. 

 Basu (1997) defines accounting conservatism is a tendency to demand high recognition of good news 

rather than bad news in the income statement. Despite criticism for the adoption of conservatism, the 

concept of conservatism has evolved over the past ten decades, showing the importance of conservatism. 

Accounting conservatism is considered as the reliability of financial statements by limiting the 

opportunistic behaviors of company management (Watts, 2003; Mora and Walker, 2015). Conservatism in 

accounting significantly reduces agency problems and protects creditors from poor management (Özcan, 

2021). Watts (2003) argued that regulations would greatly influence accounting conservatism and suggested 

that users of financial statements would benefit from reports prepared under the accounting conservatism. 

Conservatism is therefore a necessary approach to managing the recognition under the uncertainty or risk 

inherent in transactions as it can protect the interests of investors, owners, and investors and other users 

(Lin and Chen, 1999). 

 If other conditions being equal, investors prefer stocks with high liquidity and in case of illiquid stock, 

they demand certain bonuses, so liquidity becomes a risk factor (Lalbar et al., 2014). Stock liquidity is 

defined in several ways. Some authors who emphasize transaction argue that liquidity is the ability to make 

a transaction quickly and without a negative impact on the price (Plerou et al., 2005; Fernando and Herring, 

2001). In terms of transaction costs or trading activities, Schwartz and Francioni (2004) suggest that 

liquidity can be considered as the frequency of stocks trading in the market (low transaction costs, trading 

activity highly). From the above concepts, it can be seen that stock liquidity is the ability to buy or sell 

stocks quickly and in large volumes without any significant impact on price and without incurring high cost 

of transaction. 
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 In the accounting conservatism literature, there are some studies in the world that have investigated the 

impact of accounting conservatism on stock liquidity such as Lalbar et al. (2014), however, the finding 

indicate that there is no significant relationship between accounting conservatism and stock liquidity with 

the data of the Tehran Stock Exchange Organization; Kosmidou et al.  (2020) with a sample of EU countries, 

their results show that  accounting conservatism is beneficial for liquidity. In a frontier markets as Vietnam, 

studies on the impact of accounting conservatism and stock liquidity are still lacking. 

 Vietnam is now one of the dynamic and growing frontier markets with its unique legal, cultural and 

institutional characteristics. Vietnam is a small and incompletely open economy; its financial markets and 

institutional development are still slower than in developed countries. Similar to many other emerging and 

frontier markets, information asymmetry, higher volatility, and higher transaction costs already exist in the 

country’s stock market. Specifically, the World Bank (2012) reports that Vietnam is one of the lowest-

ranked countries related to corporate governance in Southeast Asian countries. Furthermore, Dang (2011) 

provide empirical evidence that small and medium-sized enterprises’ compliance with accounting standards 

in Vietnam is limited. These issues prevent companies from accessing finance through the stock market 

(Vo, 2017). Regarding the accounting system, Vietnamese companies are required to apply Vietnamese 

accounting standards, which are considered outdated and insufficient in comparison with the International 

Financial Reporting Standards (Do et al., 2018). This fact can create opportunities for management to 

manipulate firms’ reported earnings, which raises concerns for financial statement users about the quality 

of accounting information of the firms. Therefore, this study continues to investigate the relationship 

between accounting conservatism and stock liquidity of listed companies in Vietnam stock market. The 

results of this study continue to complement the results of previous studies to demonstrate the consequences 

of practicing accounting conservatism when preparing financial statements. 

 The rest of the paper is arranged as follows. The next section is review of prior studies and proposed 

research hypotheses. The research design is presented in Section 3. In Section 4, we present descriptive 

statistics and empirical results of the study and, finally, Section 5 is the conclusion. 

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

 Conservation can briefly understand that if there is no certainty in a transaction, accountants should 

identify and record all possible losses but should not identify and record all possible revenues. Beaver and 

Ryan (2005) classify accounting conservatism into unconditional conservatism and conditional 

conservatism. Conditional conservatism is defined by asymmetric timeliness of gains versus losses, in 

particularly, conditional conservatism requires immediate recognition of expected economic losses while 

the recognition of profit is deferred until expected economic gains are confirmable (Basu,1997; Ball and 

Shivakumar, 2005; LaFond and Watts, 2008; Khan and Watts, 2009). Unconditional conservatism is 

referred to as the understatement of assets and overstatement of liabilities, regardless of any economic news. 

Unconditional conservatism does not give information relevant for decision-making and is less related to 

contracting (Shivakumar, 2013).  

 The accounting literature states that contracting and monitoring concerns primarily generate conditional 

conservatism because conditional conservatism requires managers to disclosure loss information that they 

are more hesitant to announce in a timely, reducing earnings management (Basu, 1997; Beaver and Ryan, 

2000; Ball and Shivakumar, 2005; Qiang, 2007; Dhaliwal et al., 2014; Barker and McGeachin, 2015). 

Therefore, conditional conservatism alleviates the information asymmetry between managers, equity 

investors and other contracting parties, enabling them to form more accurate expectations of future 

accounting income (Ball, 2001; Watts, 2006; LaFond and Watts, 2008). This paper focuses only on 

conditional conservatism. 

 As for the managers, they often tend to withhold bad news, but quickly deliver good news to investors, 

because providing good news helps managers keep their positions and increase their profits related to 

company value. In addition, providing bad news is costly for managers as it can lead to loss of positions 

and decrease in their assets (Kothari et al., 2009). The characteristic of conditional conservatism is that it 

ensures that losses from bad news are recognized in earnings as soon as they are expected to occur, while 
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estimated gains from good news have not yet been recognized to profits that are only provided by managers 

through the notes to the financial statements, meetings (Guay and Verrecchia, 2018). Thus, conditional 

accounting conservatism improves the company's overall information environment by reducing managers' 

earnings management (LaFond and Watts, 2008). 

 Previous studies have shown that conditional conservatism make many benefits to businesses (Cui et 

al., 2021). First, conditional accounting conservatism helps the board of directors and shareholders have 

early signals about the profitability of projects being implemented. This allows them to investigate the 

reason for the loss and quickly intervene to take corrective actions to abandon projects with negative net 

present value or replace incompetent managers (Watts, 2003; Roychowdhury, 2010; Louis et al., 2012; Lara 

et al., 2016). Second, conditional conservatism is expected to reduce a firm's risk of failure. Kim and Zhang 

(2016) find that a greater degree of conditional conservatism in financial statements significantly reduces 

the likelihood of a company experiencing future stock price declines. They argue that conservatism 

accounting limits managers' ability to conceal bad news about the company so that the accumulation of bad 

news does not reach a point where it can lead to a collapse in stock prices. Third, the role of conservatism 

becomes more important when there is greater uncertainty as reliable accounting information will assist 

investors well in assessing a company's past and future performance of the company (LaFond and Watts, 

2008; Khan and Watts, 2009; Kim et al., 2013; Balakrishnan et al., 2016). 

 The results of empirical research show that the role of accounting conservatism, including its positive 

relationship with firm value and stock return, has also been recognized by the previous empirical studies 

such as Francis and Martin (2010); Garcı´a Lara et al., 2011; Kim et al. (2013); Kim & Zhang (2016); 

Balakrishnan et al. (2016) . And more recently, the results of Cui et al. (2021) support the theory that 

conditional conservatism is expected to increase a firm's value through mechanisms that reduce 

management's private information relative to public information and for more reliable information provided 

to outside investors; the finding of Kosmidou et al. (2020) show that higher conditional conservatism is 

beneficial for stock liquidity with a sample of EU countries. Based on the above arguments, the study 

proposes the following hypothesis: 

 H1: There is positive relationship between conditional accounting conservatism and stock liquidity. 

3. RESEARCH DESIGN 

3.1 Data 

 This study uses the sample of 367 non-financial firms listed on the Ho Chi Minh City Stock Exchange 

(HOSE) in Vietnam over the period 2012 – 2020. In Vietnam, there are two official stock exchanges, namely 

the Ho Chi Minh City Stock Exchange (HOSE) and the Hanoi Stock Exchange (HNX). This study uses the 

data of non-financial firms listed on the HOSE in the our sample because HOSE is a the largest and oldest 

market (Vo, 2022). All variables in the model are winsorized at the 1% and 99% levels to mitigate outliers’ 

impact.  

3.2 Empirical Models 

 The estimated regression model that will be used to achieve the objective of the study and test the 

hypothesis in the presence of control variables can be mathematically reconstructed as follows: 

LIQ
i,t

= β
0
+ β

1
C_SCORE

i,t 
+ β

2
FSIZEi,t-1 + β

3
LEVi,t-1 +β

4
MTBi,t-1 +β

5
CONi,t + + β

6
ROAi,t +εi,t  (1) 

where: LIQ is stock liquidity; C_SCORE is firm-year accounting conservatism level; FSIZE is Firm size; 

MTB is Market to book value; LEV is Leverage; CON is ownership concentration; ROA is the firm’s 

profitability; β0 is constant;  β1, β2,… β6 is the coefficients of variables (slope); i,t denote firm and year, 

respectively; 𝜀 is the error term. 

3.3 Measurement variables 

3.3.1 Dependent Variable 

 According to Muñoz (2013), LIQ is proxy of the firm’s stock liquidity. We measure LIQ variable by 

the ratio of traded shares to total number of outstanding shares in year: 

LIQ
it
= 

Trades shares

N*Total shares
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where: Trades shares is the proxy of total volume of shares traded in year t; N is the number of trading days 

in the year; Total shares is average number of shares outstanding during the year. 

3.2.2 Independent Variables 

 In this study, accounting conservatism is an independent variable in the research model. Basu's model 

is a popular model used to measure the accounting conservatism and has been used by many studies. 

However, the accounting conservatism level captures the model of Basu (1997) cannot use as an 

independent variable due to cross-sectional variables (Ugwunta & Ugwuanyi, 2019). Thus, Khan and Watts 

(2009) developed Basu's model to measure firm-year accounting conservatism level (CSCORE) and was 

applied as an independent variable such as Cui et al. (2021), Anagnostopoulou et al. (2020), Yin et al. 

(2020), Usman et al. (2019). 

 Khan and Watts (2009) estimate the firm-specific asymmetric timeliness score, consisting of the 

timeliness of good new (G_SCORE) and bad news (C_SCORE). The G_SCORE and C_SCORE are 

modeled as below: 
Xi,t

Pi,t-1
=α0+α1DRi,t +β

0
R

i,t
+β

1
DR

i,t
×Ri,t+εi,t (2) 

G_SCORE
i,t

=β
0
=μ

1
+μ

2
SIZEi,t+μ

3
MTBi,t+μ

4
LEVi,t (3) 

C_SCORE
i,t

= β
1
=λ1+λ2SIZEi,t+λ3MTBi,t+λ4LEVi,t (4) 

where: X is earnings per share from firm i in year t; P is the stock price of firm i at the beginning year t; R 

is stock return, it is annual returns compounded from monthly returns beginning the fourth month after 

fiscal year ending (from 9 months before the fiscal year-end to 3 months after the fiscal year-end); DR is 

dummy variable, equals 1 if R is negative and 0 otherwise; SIZE is natural log of market value of equity; 

MTB is the ratio of market value of equity to book value of equity at the end of the year; LEV is long-term 

debt plus short-term debt deflated by market value of equity. Replacing β0 and β1 from Eqs. (3) and (4) 

into regression Eq. (2) yields: 

Xi,t

Pi,t-1

=β
0
+β

1
DRi,t +Ri,t(μ

1
+μ

2
SIZEi,t+μ

3
MTBi,t+μ

4
LEVi,t)+DRi,t×Ri,t(λ1+λ2SIZEi,t+λ3MTBi,t+λ4LEVi,t)+ 

(δ1SIZEi,t+δ2MTBi,t+δ3LEVi,t+δ4SIZEi,t×DRi,t+δ5MTBi,t×DRi,t+δ6LEVi,t×DRi,t)+εi,t (5) 

 We apply cross-sectional regression to Eq. (5) and applied estimates from Eq. (5) to Eq. (4) to obtain 

the level of conservatism (C_SCORE).  A higher CSCORE means firm have higher accounting 

conservatism. 

3.2.3 Control Variables 

 Regarding the factors affecting stock liquidity, some variables have been examined in previous studies, 

the results show that they have an impact on stock liquidity. Therefore, consistent with the research of 

Prommin et al. (2014) and Al-Jaifi (2017), some variables are used as control variables in the model (Table 

1).  

Table 1. Definitions of control variables 

Variable Abbreviations Variable measurement 

Firm size FSIZE Natural Logarithm of Total Assets. 

Market to book value MTB MTB = Market capitalization/ Total Book Value 

Leverage LEV Total liabilities divided by market value of equity 

Ownership concentration CON 
The sum of the ownership percentage of the largest 

five shareholders 

The firm’s profitability ROA Net Income/Average Total Assets 

 

 

 

4. RESULTS AND DISCUSSION  

4.1 Descriptive statistics  
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 The descriptive statistics of the variables in the model are presented in Table 2. Starting with the stock 

liquidity variables, the average of stock liquidity and standard deviation are 0.0039 and 0.0057, respectively. 

For the firm-year accounting conservatism level, the average of accounting conservatism level is 0.1903, 

with a minimum of -1.9660 and a maximum of 3.0838. This implies that listed firms in Vietnam adopted 

accounting conservatism principle and is considered a market with a rather high level of accounting 

conservatism compared to some countries such as Malaysia (Mohd et al., 2020), Indian (Vishnani and 

Misra, 2016), French (Affes and Sardouk, 2016), Spain (Lara et al., 2016) , Iran (Hejazi and Rostamnejad, 

2013)  with mean of accounting conservatism level is -0.4224, 0.0762 0.1330, 0.1360, 0.1900, respectively 

and close to China (Cui et al., 2021) with mean of accounting conservatism is 0.2140. The control variables 

results are illustrated in Table 2. 

Table 2. Descriptive statistics of the variables 

Variables Obs. Mean Std. Dev. Min Max 

LIQ 2,719 0.0039 0.0057 0,0000 0.0456 

C_SCORE 2,721 0.1903 0.5870 -1.9660 3.0838 

FSIZE 3,038 7.2474 1.3749 4.3069 11.4856 

LEV 3,303 1.5220 2.2874 0,0000 16.3838 

MTB 3,303 0.9324 1.0371 0,0000 9.2041 

CON 3,303 0.4549 0.2696 0,0000 0.9946 

ROA 3,115 0.0636 0.07103 -0.1689 0.3785 

Note: LIQ = Stock liquidity; C_SCORE = the level of accounting conservatism measured by the firm-specific asymmetric 

timeliness score; FSIZE = Firm size; MTB = Market to book value; LEV = Leverage; CON = Ownership concentration; 

ROA= The firm’s profitability. 

4.2 Results of the relationship between accounting conservatism and stock liquidity 

4.2.1 Correlation analysis 

 Table 3 presents the correlation coefficients for the main variables. The results show that liquidity is 

related to most of the independent variables and that high correlations among the independent variables do 

not seem to exist, which implies no likely presence of multicollinearity. 

Table 3: Correlations among variables 

 LIQ C_SCORE FSIZE LEV MTB CON ROA 

LIQ 1.0000       

C_SCORE 0.0320 1.0000       

FSIZE 0.0306 -0.1946 1.0000      

LEV 0.0459 0.1466 0.1107 1.0000     

MTB -0.1690 -0.1344 0.1843 -0.1288 1.0000   

CON -0.4704 -0.0489 0.1079 0.0600 0.3305 1.0000   

ROA -0.1254 -0.0337 -0.1318 -0.3687 0.4085 0.1286 1.0000 

Note: Correlations in bold represent significance at 5% or less; LIQ = Stock liquidity; C_SCORE = the level of accounting 

conservatism measured by the firm-specific asymmetric timeliness score; FSIZE = Firm size; MTB = Market to book value; 

LEV = Leverage; CON = Ownership concentration; ROA= The firm’s profitability. 

4.2.2 Multivariate analysis 

 Based on the results of Table 4, we recognize that the fixed-effects regression (FEM) is suitable and 

employed for estimating the coefficient in the regression. 

Table 4: Results of F – test; Breusch – Pagan test; Hausman test  

Test Pooled OLS and 

FEM 

Pooled OLS and 

REM 

FEM and REM 

F - test Prob > F = 0.0000   

Breusch – Pagan test  Prob > F = 0.0000  

Hausman test   Prob>chi2 =      0.0000 

Results Choosing FEM Choosing REM Choosing FEM 

Note: FEM: Fixed Effect Model; REM: Random Effects Model 
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 We test heteroscedasticity through Breusch - Pagan test; Autocorrelation through Breusch - Godfrey 

test and Multicollinearity through variance inflation factor (VIF). The results indicate that the model has 

heteroskedasticity phenomenon and first-order autocorrelation; the both model does not occur 

multicollinearity. Therefore, in order to overcome the violation of these assumptions, as we performed a 

regression by using Robust Standard Errors model and the results is presented in Table 5. 

 Table 5 presents the estimated results of relationship between accounting conservatism and stock 

liquidity. The results provide that the coefficient of the level of accounting conservatism (C_SCORE) is 

positive and statistically significant at the 1% level, supporting our hypothesis (H1). It means that the 

company has higher accounting conservatism level, higher stock liquidity. This results shows that 

conditional accounting conservatism can influence the stock liquidity, supported the argue of Cui et al. 

(2021) that conditional conservatism make many benefits to businesses. It indicates that the role of 

conservatism becomes more important when there is greater uncertainty as reliable accounting information 

will assist investors well in assessing a company's past and future performance of the company (LaFond 

and Watts (2008); Khan and Watts (2009); Y. Kim et al. (2013); Balakrishnan et al. (2016)). This findings 

are line with the results of Kosmidou et al. (2020) show that higher conditional conservatism is beneficial 

for stock liquidity. 

Table 5: The relationship between Accounting conservatism and Stock liquidity 

 Coefficient Std. Err. t P>|t|   

Constant 0.0113 0.0029 3.8500 0.0000 

C_SCORE 0.0005*** 0.0001 3.4600 0.0000 

FSIZE -0.0004 0.0004   -1.1300 0.2600   

LEV -0.0001 0.0001 -0.9600 0.3150 

MTB -0.0001 0.0001 -0.4000   0.6860 

CON -0.0096*** 0.0013 -7.5400 0.0000 

ROA 0.0128*** 0.0028 4.5800 0.0000 

Adj. R2 0.1025 

F-Statistic 

 
16.9600 

Prob. of F 

 
0.0000 

Number of 

observation 
2,715 

Note: LIQ = Stock liquidity; C_SCORE = the level of accounting conservatism 

measured by the firm-specific asymmetric timeliness score; FSIZE = Firm size; MTB 

= Market to book value; LEV = Leverage; CON = Ownership concentration; ROA= 

The firm’s profitability. ***, **, *, show the level of significance at 1 %, 5 %, and 10 

%, respectively. 

5. CONCLUSION 

 With a sample of companies listed on the Ho Chi Minh City Stock Exchange (HOSE) including 3,115 

firm-year observations from 2012 to 2020, this study finds that conditional accounting conservatism has a 

positive effect on stock liquidity. This finding is consistent with the results of  Kosmidou et al. (2020) show 

that higher conditional conservatism is beneficial for stock liquidity and supported the argue of Cui et al. 

(2021) who argued that conditional conservatism make many benefits to businesses. Our results provide 

deeper insights into the relationship between accounting conservatism and stock liquidity in a frontier 

market. Our research results provide important and meaningful contributions in accounting literature. In 

particular, the findings of this study will bring many benefits to stakeholders such as shareholders, creditors, 

regulators, and CEOs. In addition, the finding may assist Vietnamese policymakers to have requirements 

to improve conservatism practices among listed companies in Vietnam. Moreover, the results of this study 

can also help the company's management to raise awareness about the importance of accounting 

conservatism in improving the reputation and quality of the company's accounting information. This study 
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is subject to some limitations. Firstly, using additional conservatism measures such as balance sheet 

measures, income statement measures; as this study uses an earnings/stock return relation measures. 

Secondly, this study only focuses on the impact of accounting conservatism on investors' reactions, the 

future research can expand to examine the impact of accounting conservatism on firm performance. 
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