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IN TRO D U C TIO N

T h e m ain  o b jec tiv e  o f  the firm ’s financial m an agem en t is  to  m a x im ize  the shareh old ers’ 

w ealth . Shareholder, here, refers to  the p eop le  w h o  h o ld  the co m p a n y ’s co m m o n  stock . The  

m arket v a lu e  o f  a firm ’s s to ck  m easu res the shareh old ers’ w ea lth  m a x im iza tio n . A fte r  p lanning  

the ob jective , the firm ’s fin an cia l m anager is required to perform  h is /h er  b est to  in crease  the value  

o f  the co m m o n  stock .

T h e ro les and resp on sib ilit ie s  o f  the firm ’s fin a n cia l m an ager in  corporate b u sin esses  

have currently b een  in creasin g ly  im portant. T he role d o es  n ot o n ly  in c lu d e  accurate financial 

recording, preparation o f  fin an cia l reports, finan cia l transaction  p r o c ess in g , but m u ch  m ore. 

C h ie fly , the fu n ctio n s d iv id e  in to  three m ain  areas. T h ey  are m a k in g  fin a n cia l d e c is io n , d ecid in g  

on  in vestm en t, and co n stru ctin g  fin an cia l planning.

M a k in g  fin an cia l d e c is io n  en ta ils  the resp on sib ility  o f  d e c id in g  o n  the so u rce  o f  capital to  

acquire. H ere, there are tw o  m ain  sou rces o f  capital, w h ich  are lia b ility  and eq u ity . T o  further 

illustrate the m ea n in g , lia b ility  d e fin es  it s e lf  as any fin a n cin g  v e h ic le  that h as a contractual cla im  

on  the firm ’s ca sh  f lo w  and a sse ts , incurring tax ded u ctib le  p ay m en ts, has a  f ix  l ife , and has a 

priority c la im  on  ca sh  f lo w  in  both  operating period s and during tim es o f  bankruptcy. Equity  

d efin es i t s e lf  as any fin a n cin g  v e h ic le  that has a residual c la im  on  th e firm , d o es not create tax 

advantages from  its p aym en t, has an in fin ite  life , d o es  n o t h av e priority in  bankruptcy, and 

p rov id es m an a gem en t con tro l to  the ow ner. T he d istin ction  b e tw een  lia b ility  and eq u ity  bases  

i t s e lf  on  the com m itm en t to  m ak e the paym en ts, their tax d ed u ctib ility , and the d egree  o f  control 

ea ch  are w ill in g  to ex erc ise  o v er  the affairs o f  the firm.

L iab ility  lo o k s  at the co n cep t o f  short-term  and lon g -term  b orrow in g  source . Short-term  

and lon g -term  b orrow in g  so u rce d iffers in the interest y ie ld  p resent. T h e y ie ld  on  the cost o f  

capital in terest u su a lly  flu ctu a tes accord in g  to the d ifferent term s agreed . Preferred or com m on  

stock  eq u ity  under eq u ity  lo o k s  at a  d ifferent d im en sio n . T h e d iv id en d s the stock s y ie ld  are a lso  

d ifferent in  the sum . F in an cia l m an ager’s d ec is io n  to s e lec t  e ith er  lia b ility  or eq u ity  w ill  rem ain in  

the co st o f  capital th ey  se lec t. A  m anager n eed s to  d ec id e  w h ic h  w ill  y ie ld  h igher retom s.
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E ffic ien t fin an cia l d e c is io n  represents better returns. H e n ce , a  fin an cia l d e c is io n  h ig h ly  tie s  to  the  

co st o f  cap ita l, and th e fin an cia l risk.

1.1 SIGNIFICANCE OF THE PROBLEM

O ver sev era l d eca d es , eco n o m ists  or fie ld -re la tes  a ca d em ics  try to p rop o se  id eas and  

theories to  ex p la in  th e determ inants o f  the firm ’s cap ita l structure. M o d ig lia n i and M iller  (1 9 5 8 )  

pioneers traditional cap ita l structure theory. Later, d eterm in in g  th e appropriate cap ita l structure to  

m ax im ize  the f irm ’s v a lu e  d eve lo p s n e w  th eories in  h o p e  to  m ak e firm ’s fin an cia l m anagem en t 

m ore e ffic ien t. T h e  m o st w e ll  k n ow n  th eories are th e Trade O f f  T h eory , the P eck in g  Order 

T heory, and the M arket T im in g  T heory. Iv o  W elch  (2 0 0 2 )  e m p lo y s  th ese  co n cep ts to  ex p lo re  the 

role o f  s to ck  m arket reto m  in  relation  to the ro le  o f  other v ariab les in  other sup porting corporate  

finan ce literatures. T h e o ther corporate variab les are p rofita b ility  and grow th  opp ortun ity, eq u ity- 

return v o la tility . T h ese  variab les d irectly  com p u te  cap ita l structure o f  บ .ร . firm s. T h e study  

reveals that s to ck  m ark et’s in flu en ce  is a lso  the pertinen t factor  in  determ in ing  firm ’s capital 

structure. N e v e r th e le ss , m o st th eories in  T hailand  o n ly  lo o k  at th e id ea  o f  internal factors su ch  as  

the Trade o f f  T h eory , and th e P eck in g  O rder T h eory . M o st o f  th ese  stu d ies d o  n ot incorporate the  

sto ck  m arket return to  ex p la in  the firm ’s cap ita l structure. T h ereb y , the paper w il l  attem pt to  

em p lo y  th e ro le  o f  the s to ck  m arket returns to ex p la in  the firm ’s cap ita l structure.

1.2 OBJECTIVES

1. T o  test th e readjustm ent o f  the firm ’s cap ita l structure tow ard  the target capital structure

2. T o  in v estig a te  the relation sh ip  b e tw een  the firm ’s attributions and the firm ’s inert 

b eh av ior  in  read justing  tow ard the target cap ita l structure

3. T o  ex p lo re  h o w  lo n g  firm  w ill  take to reb oun d tow ard  th e target capital structure

4 . T o  ex a m in e  th e exp lanatory  p o w er  and th e m a gn itu d e o f  the sto ck  m arket returns relative  

to th e firm ’s profitab ility , th e grow th opportun ity, th e eq u ity -reto m  v o la tility , and the  

co lla teral v a lu e .
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1.3 SCOPE OF THE STUDY

1. T h e sa m p les  are the p o o l o f  c ro ss-sec tio n a l data rep resen tin g  th e n on -fm an cia l  

co m p a n ie s  lis ted  o n  the S to ck  E x ch a n ge  o f  T hailand  (S E T )

2 . T h e gen era l ca tegory  cap ita l structure ex c lu d e  th ose  firm s in  the F in a n ce  and B an k in g  

sector , and Insurance sector

3. T h e a cco u n tin g  data ob ta in ed  from  the D ataStream  database incorporate th e  b o o k  valu e  

o f  to ta l lia b ilit ie s , the b o o k  v a lu e  o f  a sset, the b o o k  v a lu e  o f  f ix e d  asset, th e  b o o k  valu e  

o f  sto ck , and the b o o k  v a lu e  o f  earning b e fo re  interest and tax. W h ile , th e  m arket data 

in c lu d e  the sto ck  m arket in d ex  and the m arket v a lu e  o f  sto ck  co v er in g  th e  p eriod s from  

19 92  th rough 2 0 0 2 .

1.4 BENEFITS OF THE STUDY

T o rev ea l the variou s attributions regard ing the firm ’s m an ager perform an ce in  

read justing its capital structure tow ard the target capital structure. T h e stu d y  a lso  proves  

w h eth er inertia  is  a  prim ary determ inant o f  firm ’s cap ita l structure.

T h e resu lt sh ou ld  b e  u se fu l to  the group s o f  p eop le . T o  the in v esto r  and th e shareholder, 

as a  to o l in  m on ito r in g  and m easuring  the firm  m an ag er’s perform ance in  com p a riso n  w ith  the 

average firm ’s m an ager perform ance resid in g  w ith in  the m arket can  u se  th is  stud y.

T o  a ca d em ics , it can  provide a broader in sigh t and better un derstan din g  o f  the  

p o ss ib ilit ie s  o n  th e variou s determ inants a ffectin g  the firm ’s capital structure.

1.5 ORGANIZATION OF THE STUDY

T h e organ iza tion  o f  th is research  d iv id es  into f iv e  section s. T h e  first sec tio n  is  an  

in trod uction  o n  th e research  and the fo llo w in g  sec tio n  is  the literature r e v ie w  o f  past researches  

on th e cap ita l structure b a se  o n  the d ifferent ty p es  o f  factor. T h e third sec tio n  p rov id es an  

em p irica l m eth o d o lo g y  o f  th is study. A s  for the fourth sectio n , it d isp la y s  the em p irica l resu lts  

and an interpretation  o f  the regression  m od el. F in a lly , in  the fifth  sec tio n , a  co n c lu s io n  o f  the  

research and further su g g ests  future stu d ies to b e  m ade and at the en d  o f  the paper a  sum m ary o f

the referen ces.
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