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KEY WORD: PECKING ORDER / CAPITAL STRUCTURE / FIANANCIAL DEFICIT / SURVEY
BUSSARIN BURANASAKDA : TESTING THE PECKING ORDER THEORY OF
CAPITAL STRUCTURE : EVIDENCE FROM THAILAND. THESIS ADVISOR : ASST.

PROF. SUNTI TIRAPAT, PH.D., 74 pp. ISBN 974-171-604-4.

The study investigates the pecking order theory of capital structure. Which states that debt
will be given priority over equity when firms need external funds. The study examines the capital-
raising histories of 275 companies listed on the Stock Exchange of Thailand from 1992-2001. The
study uses a two-step methodology for improved accuracy, first testing whether debt is chosen more
frequently than equity when firms raise external funds. In the second step, the responses from a
survey questionnaire show whether or not companies do follow the pecking order.

In the first step, the empirical study shows that when firms need external funds (define as a
financial deficit) debt is chosen to fill the deficit. Since the adverse selection problem drives firms to
follow the pecking order theory, firms facing the adverse selection problem (such as small firms and
high growth firms) should follow the priority of the pecking order. The study finds support for this
priority. A robustness check using factor such as Tangible asset, market to book ratio, profitability
and financial deficit finds firm facing financial deficits and profitability change their capital structure.
The questionnaire in the second step is designed to determine whether or not firms follow the pecking
order when they need to raise additional capital.

The results from both steps show support for the pecking order theory, indicating companies
use internal funds from retained earnings as the primary source of funds. When firms need external

financing, debt is‘ more frequently used than equity.

Department of Banking and Finance Student’s SINAtUIE. .......oveueieiniieiiiiiiniiien,
Field of study Finance AdVisor’s signature...........coeveveiiniiiniiiinennn.
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Special Survey On Corporate Capital Structure

We estimate that the survey will take you about 5 minutes. Responses will be used only in
aggregate. Please fax your responses to 0-2218-5913 or 0-2939-6107 by February 15. Thank
you for taking the time to complete the survey. If you would like an advance copy of the
results, please e-mail Bussarin Buranasakda bbussarin@yahoo.com)

Instructions:
Please choose the option of the following questions that you feel most appropriate
relating to the decisions you make in raising new capital.

1. Please indicate the relative importance of the following principles your
firm adopts in designing the capital structure. (Please tick “1” for most
important and “6” for most unimportant)

Most Most
Important  Unimportant
1 2 3 4 5 6
a.Try to maintain an approximately O 0o 0o o o o
constant long-term debt/equity ratio
b. Follow an order of priority. Exhaust o 0o 0o o oo

the most advantageous sources of funds
before using other sources

2. Please rank the following capital raising instruments according to your firm’s
order of preference. (1 = most preferred, 5 = least preferred)

Internal equity (retained earnings)
External (new) common equity
Bank debt

Non-bank straight-debt

Non-bank convertible

3. Given that a new profitable investment opportunity cannot be taken without
doing one of the following, your firm will most likely choose to:

Depart from the target debt/equity ratio or financing priority
Cut dividends

Sell off other assets

Pass up the profitable investment

gaaag

Page 1 of 2 Please go on the next page. ‘
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4. Please indicate the relative importance of the following factors in governing
your firm’s financing decisions

Most Most
Important Unimportant
1 2 3 4 5 6
a. Cost of underwriting O 0o O O O o
b. Tax savings on interest expenses O 0o U U oo
c. Avoiding underpricing of securities to o 0O O o oo
be issued
d. Maintaining comparability with firms in O 0o 0o 0o oo
the industry

e. Matching maturity of assets and liability

f. Correcting mispricing of outstanding
Securities

g. Probability of becoming insolvent

h. Projected cash flows from the assets to
be finance

i. Risk of being taken over

agad
od
gd
aad
od
od

g
a
a
aagd
O
a

O
O
O
O
O
O

j-  Voting control o o o o o g

k. Whether market conditions are O o 0o o 0o o0
favorable to a particular source of financing

|. Stock market reactions to the issue O O o o o g
m. Effects on costs of capital O 0o o o o g
n. Maximization of shareholders’ wealth o g O O o Qg
o. The recent Asian Financial Crisis

Most Most

Agreed Disagreed
1 2 3 4 5 6

a. has an impact on my company’s choices O o 0O o o Q
of financing mix

b. affects the availability of different sources O 0o U U oo
of capital

c. affects the preference of equity over debt O o O 0o g o
as a source of capital

d. affects the preference of debt over equity O o0 O g o

as a source of capital

Please return this questionnaire to us using fax to 0-2218-5913 or 0-2939-6107.
Thank You!
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