
CHAPTER 5

CONCLUSION AND SUGGESTIONS

5.1 CONCLUSION

T h is stud y in v estig a tes  the determ inants o f  firm  capital structure. It fo c u se s  m a in ly  on  the 

role o f  s to ck  m arket return exp lan ation  on  the capital structure o f  firm s lis ted  o n  the Stock  

E x ch a n g e  o f  T hailand  co v er in g  the p eriod s from  19 92  to 2 0 0 2 . T h e corp orate factors that are 

h y p o th es ized  to a ffect fin a n cin g  d e c is io n  are g row th  opportunity, p rofita b ility , and equity-return  

v o la tility . T h ey  are a ll sta tistica lly  s ig n if ica n t ex cep t for co lla teral v a lu e . N ev er th e le ss , the 

m ag n itu d es o f  the estim ated  co e ffic ien ts  o f  th ese  variab les are o b v io u s ly  v ery  lo w  re la tive  to the 

m ag n itu d es o f  the c o e ffic ie n t o f  s to ck  m arket return adjusted h istorica l cap ita l structure w h ich  

m easu res firm ’s inert a ction s tow ard the target capital structure. A s  a w h o le , th e resu lts  confirm  

that the o b serv ed  corporate capital structure is  prim arily  driven  b y  th e in flu e n ce  o f  the market 

m o v em en t rather than b y  the m anageria l resp on ses to  other corporate factors m en tio n ed . Thus, 

firm s sh o w  little  in clin a tion  try ing  to counteract the w h ip sa w in g  in  order to  reto m  to  their optim al 

capital structure in  ev ery  o n e  o f  periods m easured . M oreover, th is stu d y  d iv id es  the period o f  

in v estig a tio n  in to  tw o  p erio d s w h ich  co n s is ts  o f  pre-crisis p eriod  and p o st-cr is is  p er io d  in  order to  

capture th e e ffe c t  o f  liq u id ity  crunch em erged  from  finan cia l crisis . T h is  u n co v ers  that firm s tend  

to act m o re inertly  in  a ltering  their capital structure to  the target capital structure d u rin g  pre-crisis  

period  than th ey  do during p o st cr is is  period . P la u sib ly , g a in in g  a c c e ss  to  fin an cia l m arket during  

the d ifferen t period s b e fo re  and during the p o st-cr isis  is  acoun ted  for  th e flu ctu a tion  under the 

d egree  o f  cap ita l structure readjustm ent.

T h e stu d y  o ffers so m e  in sigh ts  o n  th e relation  b e tw een  firm ’s inert b eh a v io r  in  returning  

tow ard th e  target cap ita l structure and firm  attributions. T h e fin d in g  d isco v ers  a p ositive  

a sso c ia tio n  b e tw een  return on  a sset and a ten d en cy  o f  reb alan cin g  tow ard  the target capital 

structure w h ich  is co n sisten t w ith  the fo llo w in g  exp lanation . F irm  that h as re la tiv e ly  lo w  return 

on  a sse t is  ex p e c ted  to b e  m u ch  le ss  correlated  w ith  reb alan cin g  b eh a v io r  b e c a u se  low -p ro fit firm  

has le s s  p o ten tia l in  acqu irin g  or retiring lia b ility  than h igh -p rofit firm  d o es . O n  th e other hand, 

there is  a  strong ten d en cy  o n  n ega tiv e  rela tion  b e tw een  s iz e  o f  firm  a sse t and rebalancing
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behavior of firm. Particularly, there are also some mild evidence that low equity-return volatility 
firms or low growth firms are less inert than large equity-return volatility firms or high growth 
firms in rebalancing toward their target capital structure.

Finally, the statistics demonstrates, in either short or long run, that the samples of firms 
studied are still unable to readjust toward their predetermined capital structure in reaction to 
changing firm values.

5.2 LIMITATIONS AND SUGGESTIONS

In studying the role of stock market return explanation on firm ’s capital structure, it may 
be argued that the sensitivities of individual stock to entire market are different; Notwithstanding, 
this argument may not be a big deal because a large number of stock samples in this study can 
reflect the market.

While the current research represents a basic step in understanding the role of stock 
market return on firm’s capital structure, but further researches could be done in two extensions to 
this study. First, gathering data samples for a longer period could yield a better picture of 
behavior on firms in correcting their capital structure back to a prior capital ratio and a broader 
insight of the determinants of firm ’s capital structure would be displayed. Finally, incorporating 
other corporate factors to analyze the underlying cause that make firm fail to rebound toward the 
target capital structure could better extend the research
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