
CHAPTER 4

THE RESULT OF REGRESSION ANALYSIS

The content in this chapter presents the result o f regression analysis according to the 
model proposed in previous section which tests capital structure readjustment o f non-financial 
firms listed on the Stock Exchange o f Thailand covering periods from 1992 to 2002. The result 
consists o f  five separate parts. The first part provides the result o f  statistical analysis o f  variables 
as the second part displays the results o f firm’s capital structure readjustment toward the target 
capital structure. The third part shows the relation between firm attributions firm’s capital 
structure non-readjustment and the following section shows the longevity firm spends in 
rebounding toward the target capital structure. The result o f the study o f the role o f  the stock 
market retoms relative to influence o f other corporate variables in explaining firm’s capital 
structure is put at the fifth part.

4.1. The result of statistical analysis of studied variables

Table 4.1 exhibits the statistical data composed o f mean, standard deviation, minimum, 
maximum, and median, o f studied variables. The studied variables include debt ratio, total asset, 
book value to market value o f equity, earning before interest and tax to total asset, fixed asset, 
equity-return volatility and the Stock Exchange o f Thailand index.

Referencing to the study, the result displays the capital structure o f  the firms listed on the 
Stock Exchange o f Thailand to increase significantly on the average o f  0.2 to 0.46, during the pre
crisis period ,to about 0.6 1 during the crisis period. To elaborate a little more, the crisis period is 
defined here as the period which Thailand encountered both financial and economic damages. 
The results are proportionate at the high total debt to the total debt plus the total market value o f  
equity. The results, nevertheless, may have been directly influenced by the declination o f the Thai 
baht value which might have influenced the results. The effect is that the value o f  the liabilities 
within firms drastically increases. An increasing value o f the debt could mean that there are 
higher overall ratios o f the total debt to the total debt plus the total equity. Thus, not only do the 
mean o f the firms’ debt ratios dramatically climb up during economic downturn, but the standard
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Table 4.1
Statistic Data of Variables Studied

The table below shows yearly mean, standard deviation, minimum, maximum and median of firms’ debt ratio from 1992 to 2002 

(total debt divided by total debt plus the market value of equity), total asset, book to market value of equity (the ratio of the book 

value of equity divided by the market value of equity), return on asset (the ratio of earning before interest and tax by total assets), 

total fixed asset, equity-return volatility (the simple standard deviation of log-returns over the 12 months preceding the 

measurement period) and Stock Exchange of Thailand index. All yearly and monthly data of non-financial companies listed on the 

Stock Exchange of Thailand (SET) are collected from Date Stream database.

S ta n d a rd
V ariab le s  D e sc rip tio n  M e a n  M a x im u m  M in im u m  M e d ian  N

D eviation

A D R  1992 A ctual deb t R a tio  1 0 .2046 
1

0.1386 0.6388 0.0005 0.1838 143

A D R  1993 A ctual debt R atio  ! 0.2131 0.1539 0.7199 0.0002 0.1776 181

A D R  1994 A ctual deb t R atio  ! 0.2654 0.1841 0.8349 0.0000 0.2386 229

A D R  1995
j

A ctual deb t R atio  ! 0.3607
j 0.2196 0.8851 0.0002 0.3526 244

A D R  1996
j

A ctual deb t R a tio  j 0.4687 0.2508 0.9990 0.0002 0.5037 263

A D R  1997
I

A ctual deb t R atio  1 0.6372 0.3009 0.9930 0.0000 0.7400 264

A D R  1998 A ctual debt R atio 0.5812
.....................................

0.3280 0.9963 0.0000 0.6594 275

A D R  1999 A ctual debt R atio 0.4987 0.3233 0.9996 0.0000 0.5399 276

A D R  2000 A ctual deb t R atio 0.5140 0.3363 0.9950 0.0000 0.5698 275

A D R  2001 A ctual debt R atio 0.4601 0.3312 0.9969 0.0000 0.4785 276

A D R  2002 A ctual debt R atio 0.3902 0.3075 0.9946 0.0000 0.3679 276

A S S E T Book V alue o f  A sset(m illion) 7.5222 20.8669 345.7285 0.0598 1.8709 2218

B M
B ook V alue o f  E qu ity  /  

M arket V alue o f  E quity
1.3353 2.9726 28.3438 -28.7333 0.9491

...... ..............
2218

............. ........
R O A  j R eturn  on A sse t j 0.0663

i i
0.1207 1.3945 -1.7422 0.0728 2218

F X A  j F ixed A sse t /  T otal A sse t j 0.4413 i I
0.2567 5.6702 0.0027 0 .4 0 ๓ 2218

E V O L  j E quity  V o la tility  j 0.1681 
1 1

0.1154 0.9155 0.000 0.1403 2218i
i S tock E xchange o f  T hailand  i 

S E T  in d ex  j 1 510.816 
Index  1

421.484 1682.850 269.190 387.840 1 ,
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deviation and the median o f the firms’ debt ratio increase during the crisis period. During the 
post-crisis period, the debt ratio begins to decline. Assuming that firms carry a heavy sum of 
debts during the pre-crisis period adjust their debt portion down to reduce and prevent the various 
financial constraints, as a result debt ratio remarkably decline. Perhaps, the uncertainty o f the 
Thai baht value’s stability forces firms borrowing their capital from foreign sources to pay back 
principal to creditor immediately. This also reveals that the average o f the debt ratio to decline. 
Hence, the average, standard deviation, and median o f the debt ratio, during the period 1997 and 
1998, is greater than other periods.

4.2 The results o f testing f i rm ’ s cap ita l s truc tu re  read justm ent tow a rd  the ta rge t capita l 

s truc tu re

The figures displayed in table 4.2 shows that firms listed on the Stock Exchange of 
Thailand fail to rebound toward their target capital structure in specifically every period o f the 
study, which are the pre-crisis (1992-1996) and the post-crisis period (1999-2002). According to 
the readjustment hypothesis, if  a firm rebalances toward the capital structure target, the 
coefficient (3 ,) o f  ADRt_,, representing the firm’s capital structure target, should be closer to one. 
At the same time, the coefficient (3 ,) o f  IDRt_1 t, representing the firm’s inert behavior in 
returning toward the target capital structure, should be closer to zero. Nevertheless, the outcome 
displayed in the table concerning the coefficients (3,) and (3 2) during pre-crisis, and post-crisis 
period respectively are 0.45 and 0.50, and 0.15 and 0.68. They are all inconsistent with the 
readjustment hypothesis. The estimates coefficients (3,), representing the firm’s the target capital 
structure, is not even close to one at all. This conveys the message that the firms can hardly 
maintain their target capital structure. As for the estimates coefficients (3j), being greater than 
zero in every case, indicates that firms may have taken some action on theirs debt or equity, but 
optimal capital structures can not be maintained. With this in mind, the effect o f  economic crisis 
on firm’s capital structure readjustment still needs further examination.

During the before-crisis period, the coefficient value 3 2, representing firm’s non-action 
on debt or equity, is 0.50. However, the coefficient value 3 2 > used during post crisis period, is 
0.68. This is greater than the coefficient value 3 2 during the pre-crisis period. The theory states 
that the higher the value o f 3 2 is, the higher tendency the firms will not take action on their capital 
ratio. Therefore, firm's capital ratio assumes not to have taken any action.



Table 4.2

The table presents the result o f pool cross-sectional regressions predicting firms’ debt ratio (total debt divided by total debt plus the market value o f equity) with inert debt ratio IDR (where the lagged market value o f  
equity is grossed up by the raw market stock return over the year). The samples lie between periods o f 1992 to 2002. The samples are also categorized into two sub periods which are pre-crisis (1992-1996), and post
crisis (1999-2002). The top cell reports coefficient and bottom cell reports t-statistical value. All regressions are ordinary least square.

Testing the Firm’s Capital structure Readjustment

ADRt = Po+ Pi- ADRt_1 + P2. IDRt_11 + d t (1)

c ADR,., IDR,-,., R2 N
0.0829*** -0.0749*** 0.8932*** 0.6966 2218

92-02
-12.2198 (-2.4127) -29.5443

0.0862*** 0.4538*** 0.5042*** 0.7222 787
92-96

(-11.4423) -5.2088 -6.5885

0.0317** 0.1561* 0.6887*** 0.6371 924
99-02

-2.2909 -1.6909 -7.5125

***indicate coefficient is significantly different from zero at the 0.01 level. 
** indicate coefficient is significantly different from zero at the 0.05 level. 
* indicate coefficient is significantly different from zero at the 0.1 level.
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In the practical world, the coefficient value during the pre-crisis period and the post-crisis 
period are different. This explicitly indicates that firms behave more inertly during the course o f  
altering their capital structure to the target capital structure during the post-crisis period than the 
pre-crisis period. It is assumed here that gaining access to financial market during the different 
periods before and during the post-crisis is accounted for the fluctuation under the degree of 
capital structure readjustment. During pre-crisis period, firms are quite capable o f  issuing or 
retiring debt because o f the sources o f  capital on hand. Firms are also able to acquire the capital 
from both foreign and domestic financial institution. Nevertheless, because o f the crisis, domestic 
financial systems indirectly halt funding. This leads to the entire economy to carry huge amounts 
o f debt. Debts disperse everywhere including both the institutions that have trouble and beyond 
those financial institutions such as domestic banks. The blocked flow o f capital causes severe 
shortage in liquidity to the entire economic system. Acquiring capitals becomes extremely 
difficult during those times. Therefore, accessing to capital sources during pre-crisis period is 
much easier to achieve than during the pre-crisis period. As such, so is the capital structure 
readjustment.

4.3 The resu lt o f testing the re la tion between f irm  a ttr ib u tions  and f i rm ’s in e rt

behavio r in  re tu rn in g  toward  the ta rge t cap ita l s truc tu re

The result in table 4.3 shows that there is a strong tendency on the negative relationship 
between sizes o f  the firm’s asset and the tendency o f  rebalancing toward the target capital 
structure. It reveals that an increase in number o f the firm’s asset does not indicate that firms are 
likely to rebound toward their optimal capital structure even though they contain higher 
capabilities to acquire debt. Firms with larger sizes o f  asset behave more inertly to readjust their 
capital structure to the set capital structure than those with smaller sizes o f  asset. This supports 
the magnitude on the coefficient estimates ((32) in table 4.3, positively relates with the increase on 
size o f  the firm’s asset.

Referring to the theory, the higher value o f ($ ,) , the more inclined the firms are not to 
take any action on their capital ratio in relation to their size. Nevertheless, practically, the results 
oppose the hypothesized relationship between the size o f  the firm’s asset and the readjustment o f  
the firm’s capital structure to the target capital structure as previously mentioned. The 
methodology assumes that the capital structure rebounding o f large firms is achieved more



Table 4.3

: Categorized by F irm ’s Asset
The table presents the result o f pool cross-sectional regressions predicting firms’ debt ratio (total debt divided by total debt plus the market value o f equity) with inert debt ratio IDR (where the lagged market value of 
equity is grossed up by the raw market stock return over the year). However, this table reports pool regression results by subcategories, based on firm-year observations one year prior. The variable used as sorter is total 
asset. The samples lie between periods o f  1992 to 2002. The top cell reports coefficient and bottom cell reports t-statistical value. All regressions are ordinary least square.

ADRt — p0+ Pj. ADRt_ 1 + P2. IDRt_l t + d 1 (1)

Testing the Relation between Firm Attributions and Firm’s Inert Behavior in Returning toward the Target Capital structure

ASSET ,.1 c ADR,., IDR,-,,, R2 N
0.0710*** 0.6050*** 0.2093 0.7093 343

LOW
(5.6525) (3.8399) (1.3431)

0.0847*** 0.0863 0.6797*** 0.6858 343
MEDIUM-LOW

(5.7668) (0.5325) (4.2537)
0.0680*** 0.0822 0.7688*** 0.7713 343

MEDIUM
(5.5802) (0.6668) (6.4428)

0.0966*** -0.0853 0.8611*** 0.6714 343
MEDIUM-HIGH

(5.7818) (-0.6061) (6.2002)
0.0995*** -0.1384 0.9549*** 0.7182 343

HIGH
(5.7609) (-1.3970) (9.6501)

♦ ♦ ♦ indicate coefficient is significantly different from zero at the 0.01 level. 
♦ ♦  indicate coefficient is significantly different from zero at the 0.05 level.

indicate coefficient is significantly different from zero at the 0.1 level. to



Table 4.4

: Categorized by Firm’s Equity-Return Volatility
The table presents the result o f  pool cross-sectional regressions predicting firm s’ debt ratio (total debt divided by total debt plus the market value o f  equity) with inert debt ratio IDR (where the lagged market value o f  
equity is grossed up by the raw market stock return over the year). However, this table reports pool regression results by subcategories, based on firm-year observations one year prior. The variable used as sorter is 
equity-return volatility. The sam ples lie  betw een periods o f  1992 to 2002. The top cell reports coefficient and bottom  cell reports t-statistical value. A ll regressions are ordinary least square.

ADRt = po+ p,. ADRt_i + p2 . IDRt_1 t + d t (1)

Testing the Relation between Firm Attributions and Firm’s Inert Behavior in Returning toward the Target Capital structure

E Q U I T Y -R E T U R N c A D R ,., ID R ,-.., R 2 N
V O L A T I L I T Y  ,.1

0 .0 7 6 0 * * * -0 .1 1 5 4 0 .9 2 9 6 * * * 0 .7 0 1 5 343
L O W

(6 .1 6 9 1 ) (-0 .7 6 0 5 ) (6 .3 0 7 4 )

0 .0 7 5 8 * * * 0 .2 4 5 4 *  ** 0 .6 4 6 5 * * * 0 .7 3 9 6 343
M E D I U M -L O W

(6 .5 3 9 3 ) (1 .6 9 6 7 ) (4 .7 0 4 2 )

0 .0 7 7 8 * * * 0 .3 7 1 0 * * * 0 .4 7 0 5 * * * 0 .7 1 3 8 343
M E D IU M

(5 .8 4 0 4 ) (2 .8 0 9 0 ) (3 .7 3 5 9 )

0 .0 5 9 1 * * * 0 .2 0 4 4 0 .6 4 1 9 * * * 0 .7 6 7 2 343
M E D IU M -H IG H

(4 .3 5 9 0 ) (1 .5 4 0 9 ) (4 .8 9 4 5 )

0 .0 4 8 7 -0 .1 3 2 6 0 .9 5 8 1 * * * 0 .5 4 8 4 343
H IG H

(1 .5 8 4 3 ) ( -1 .0 9 8 4 ) (7 .8 7 1 2 )

* """indicate coefficient is significantly different from zero at the 0.01 level.
** indicate coefficient is significantly different from zero at the 0.05 level, 

"■ indicate coefficient is significantly different from zero at the 0.1 level.

OJOj



Table 4.5

ะ Categorized by Book to Market Value of Equity
The table presents the result o f  pool cross-sectional regressions predicting firm s’ debt ratio (total debt divided by total debt plus the market value o f  equity) with inert debt ratio IDR (where the lagged market value o f  
equity is grossed up by the raw market stock return over the year). However, this table reports pool regression results by subcategories, based on firm-year observations one year prior. The variable used as sorter is book  
to market value o f  equity. The samples lie between periods o f  1992 to 2002. The top cell reports coefficient and bottom cell reports t-statistical value. A ll regressions are ordinary least square.

ADRt = 3o+ Pi- ADRt_ 1 + pz . IDRt_ 111+ d t (1)

Testing the Relation between Firm Attributions and Firm’s Inert Behavior in Returning toward the Target Capital structure

B O O K  T O  M A R K E T
c A D R ,., ID R ,-,., R 2 N

V A L U E  O F  E Q U I T Y  ,.1

0 .0 9 4 3 * * * -0 .0 9 2 0 .8 9 9 8 * * * 0 .7 7 8 6 343
L O W

(8 .0 7 5 1 ) ( -0 .5 5 8 5 ) (5 .4 6 4 6 )

0 .0 8 6 5 * * * 0 .2 4 3 2 0 .6 7 2 7 * * * 0 .7 4 6 0 343
M E D I U M -L O W

(7 .5 6 1 7 ) (2 .0 8 7 6 ) (6 .2 1 4 9 )

0 .0 8 2 4 * * * 0 .3 4 6 3 * * 0 .5 3 7 0 * * * 0 .6 8 6 4 343
M E D IU M

(5 .5 9 1 0 ) (2 .5 3 6 0 ) (4 .1 4 6 4 )

0 .0 2 5 8 * 0 .0 2 6 7 0 .8 2 2 4 * * * 0 .7 4 7 8 343
M E D I U M -H I G H .

(1 .8 5 1 3 ) (0 .2 0 6 3 ) (6 .4 2 0 5 )

0 .0 0 8 2 -0 .0 1 7 4 0 .8 7 2 5 * * * 0.6951 343
H IG H

(0 .4 1 4 6 ) ( -0 .1 0 8 3 ) (5 .4 6 3 7 )

♦ ♦ •indicate coefficient is significantly different from zero at the 0.01 level. 
** indicate coefficient is significantly different from zero at the 0 .05 level.

indicate coefficient is significantly different from zero at the 0.1 level.



Table 4.6

ะ Categorized by Return on Asset
The table presents the result o f  pool cross-sectional regressions predicting firm s’ debt ratio (total debt divided by total debt plus the market value o f  equity) with inert debt ratio IDR (where the lagged market value o f  
equity is grossed up by the raw market stock return over the year). However, this table reports pool regression results by subcategories, based on firm-year observations one year prior. The variable used as sorter is return 
on asset. The samples lie between periods o f  1992 to 2002 . The top cell reports coefficient and bottom cell reports t-statistical value. A ll regressions are ordinary least square.

ADRt = 00+ 0 ! .  ADRt_1 + 02. IDRt_111+ a  t (1)

Testing the Relation between Firm Attributions and Firm’s Inert Behavior in Returning toward the Target Capital Structure

R E T U R N  O N  A S S E T  ,.1 c A D R ,., ID R ,-.,, R 2 N

0 .0 9 7 3 * * * -0 .2 5 4 0 1 .0 3 3 9 * * * 0 .6 2 6 7 3 4 3
L O W

(4 .2 9 5 7 ) (-1 .4 0 5 6 ) (5 .7 1 9 6 )

0 .0 8 5 9 * * * -0 .0 8 5 7 0 .8 7 2 5 * * * 0 .6 6 7 2 3 4 3
M E D IU M -L O W

(5 .8 2 9 1 ) ( -0 .6 3 3 6 ) (6 .6 0 5 7 )

0 .0 8 7 3 * * * 0 .0 6 2 7 0 .7 7 9 5 * * * 0 .7 3 7 6 343
M E D IU M

(5 .7 6 2 8 ) (0 .5 1 0 7 ) (6 .4 5 5 0 )

0 .0 8 9 3 * * * 0 .2 4 5 6 * * 0 .5 6 1 5 * * * 0 .6 9 1 5 3 4 3
M E D IU M -H IG H

(7 .2 7 1 6 ) (2 .0 1 1 2 ) (4 .7 1 2 7 )

0 .0 6 5 7 * * * 0 .2 5 9 4 * 0 .4 9 6 9 * * * 0 .6 8 5 0 3 4 3
H IG H

(6 .5 0 8 6 ) (1 .6 9 3 4 ) (3 .2 0 4 1 )

♦ ♦ ‘ indicate coefficient is significantly different from zero at the 0.01 level. 
♦ ♦  indicate coefficient is significantly different from zero at the 0.05 level.

indicate coefficient is significantly different from zero at the 0.1 level.
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ea s ily  than th ose  o f  sm all firm s b eca u se  the larger the firm ’s s iz e  ten d s to  b e  m ore d iversified . 

M oreover, large firm s are le s s  l ik e ly  to g o  bankrupt due to  their lo w  v o la tility  on  in co m e , gain ing  

m ore a ccess  to  the sou rce o f  cap ita l than sm aller firm s do. V irtu a lly , th e d iffe ren c e  b e tw een  the 

ex ist in g  resu lts and the b e fore-stu d y  h y p o th esis  m a g n ificen tly  p o in ts  o u t that the large  firm s are 

le ss  con cern ed  in  o v er lo o k in g  cap ita l structure readjustm ent. T h is is  true e v e n  th ou g h  large firm s 

p o sse ss  greater cap ab ility  to  d o  so .

T o  recap a  little , the paper d id  n ot intend to take a stan ce o n  the p o s itio n  o f  h av in g  the 

o u tco m e o f  the firm ’s as b e in g  under an inertia h y p o th esis  b eca u se  there are o th er  p o ssib ilities  

and variab les to  lo o k  at. T h e variab les are finan cia l transaction co s ts , m arket fr ic tio n s , ob ligation  

arisen  from  debt coven an t, or irrational b eh a v io r  pattern.

U n til n o w , the resu lt in  tab le 4 .4  is still in co n c lu siv e  in  regard to the a sso c ia tio n  b etw een  

the firm ’s cap ita l structure readjustm ent and the firm ’s eq u ity -reto m  v o la tility . A lth o u g h  the firm s 

are sorted  b y  their eq u ity -reto m  v o la tility , but th ey  all b eh a ve in ertly  during reb ou n d in g  toward  

their target capital structure. T h us, the co e ffic ien t estim ates pattern is  undeterm ined . The 

c o e ffic ie n t estim ates ( 3 2) w h ic h  range from  lo w  risk to h ig h  risk  are a p p ro x im a tely  0 .9 2 , 0 .6 4 , 

0 .4 7 , 0 .6 4 , and 0 .9 5  resp ec tiv e ly . Perhaps, a n on -lin ear re la tion sh ip  w ill  d eterm ine the 

relation sh ip  b e tw een  the firm ’s capital structure reb alan cin g  and th e firm ’s equity-retom  

v o la tility .

In theory, the re la tive ly  h ig h er  eq u ity -retom  v o la tility  firm s e x p e c t le s s  correlation  with  

the ten d en cy  o f  reb alan cin g  tow ard  their target capital structure. T h e  resu lts are co n sisten t w ith  

the re la tive ly  low er  eq u ity -retom  v o la tility  firm s. Perhaps again , th is m a y  h a v e  b e en  b ecau se  the 

lo w e r  eq u ity -reto m  v o la tility  firm s w ere  ab le to  ga in  a ccess  to  fav o ra b le  len d in g  term  than the 

h ig h  r isk y  firm s. T h e capital structure readjustm ent w as favorab le th an  ex p ected .

T h e relation sh ip  under table 4 .5  is  still uncertain b e tw een  th e firm ’s grow th  opportunity  

and the firm ’s capital structure reb alan cin g . Perhaps th is is  b eca u se  the stud y is  incapable o f  

m easu rin g  a non -lin ear rela tion sh ip . T h e fluctuating  patterns in  th e d eg ree  o f  co e ffic ie n t va lu es  

(f$2) o f  firm s, ranging  from  lo w  grow th  to h igh  grow th, are a p p ro x im a tely  0 .8 9 , 0 .6 7 , 0 .5 3 , 0 .8 2 , 

and 0 .8 7  resp ectiv e ly . T h is  sh o w s that there are n o  se lf-e v id e n t d istin ctio n  b e tw een  the 

reb a lan cin g  b eh av io r  o f  h ig h -grow th  and low -grow th  firm . A s  th eory  im p lie s , a ll firm s w ith  

re la tiv e ly  h igh  grow th  ex p e c t to  h a v e  h ig h  correlation w ith  the ten d en cy  o f  reb alan cin g  toward  

their target capital structure, and firm s that have re la tive ly  lo w  gro w th  are ex p e c ted  to have less  

correlation  w ith  the in clin a tion  o f  reb alan cin g  tow ard their target cap ita l structure. In the real
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T ab le 4 .6  sh o w s  that there are strong ev id en ce  to support th e ten d en cy  o f  the p ositive  

relationship  b e tw een  th e return on  a sse t o f  the firm  and the in c lin a tio n  o f  reb a lan cin g  tow ard the 

target capital structure. W ith  th is, it con firm s that the proportion  o f  the firm ’s return on asset 

ind icates that firm s are m ore lik e ly  to rebound tow ard their o p tim al cap ita l structure. T he firm s 

w ith  h igher reto m  o f  a sse t b eh a v e  le ss  inertly  in  read justing  their capital structure to 

predeterm ined cap ita l stm ctu re than the firm s w ith  lo w er  return o f  a sse t do. T h is re flects  that the 

m agnitude le v e l o f  the c o e ff ic ie n t  estim ates (($2) are n e g a tiv e ly  related  w ith  the firm ’s grow in g  

degree o f  return o n  asset. T h e  sm aller  va lu es o f  ( 3 2) sh o w s le s s  in clin a tio n , and the firm s are not 

w illin g  to take action  o n  their capital stm cture. Furtherm ore, the e v id e n c e  supports th e hyp oth esis  

w h ich  states that the re la tion sh ip  b e tw een  the return on  the a sse t o f  th e firm s and the ten d en cy  o f  

reb alan cin g  tow ard  th eir  target capital stm cture p roves to b e  h ig h ly  correlated  w ith  th e  inclination  

o f  reb alan cin g  tow ard  th eir  target capital stm cture. F irm s that h a v e  re la tive ly  lo w  return on  asset  

assu m e to  h av e a m in im u m  correlation  w ith  the ten d en cy  o f  reb a lan cin g  tow ard their target 

capital stm ctu re. U n d er th is  n o tio n , h igh -retom  firm s h av e greater op p ortu n ities to  approach their  

sources o f  cap ita l than the low -return  firm s do. H ig h -reto m  firm s en cou n ter  few er  o b sta c les  to  

obtain capital stm ctu re readjustm ent. A s a  resu lt, the capital stm ctu re  readjustm ents o f  h igh-profit 

firm s are m ore atta inable than that o f  low -p rofit firm .

4.4 The result of testing the longevity firms spend in rebounding toward the target
capital structure

T h e sta tistic  in  T ab le  4 .7  illustrates that com p a n ies can  n o t o n ly  readjust their capital 

stm cture to  the se t cap ita l stm ctu re in the short m n , but th ey  are a lso  u n su ccessfu l in  returning 

tow ard their target cap ita l stm ctu re in  the im m ed iate and the lo n g  m n . T h e inert beh av ior in  

readjusting tow ard the target cap ita l stm cture proves the resu lts b y  lastin g  lon ger. T h e co e ffic ien t  

estim ates for IDRtit+8 re flec t that com p an ies are a ll prone to a ct le s s  inertly  o v er  tim e in 

readjusting their cap ita l stm ctu re to the target capital stm ctu re o v er  th e cou rse  o f  four years. Still 

yet, the pattern o f  the c o m p a n ie s  in  readjusting their b eh av io r  is  rather unpredictable. T here is  no  

sy stem atic  ch an g e  in  th e d egree  o f  co e ffic ien ts  w ith in  the in co n sisten t pattern o f  figu res (($2),

world, firms that have higher growth or lower book to market value o f equity behave as inertly in
readjusting their capital structure to the target capital structure.
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The table presents the result o f  poo! cross-sectional regressions predicting firm s’ debt ratio using debt ratio lagged by a  year (total 
debt divided by total debt plus the market value o f  equity) with inert debt ratio 1DR using a year raw stock market return to 
gross up the a year lagged debt ratio. In this section, variables IDR and A D R  are based on capital structure than just one year ago. 
IDR is thus relying not on 1-year raw return, but on multiple-year raw returns. The samples lie between periods o f  1992 to 2002. 
The top cell reports coefficient and bottom cell reports t-statistical value. A ll regressions are ordinary least square.

ADRt+a = <x„+ « 1. ADRt + «2. IDR t,t+a+ d  1 (4)

Table 4.7
Testing the Longevity Firms Spend in Rebounding toward Their Target Capital structure

c A D R , I D R „ +. R 2 N

2 - y e a r 0 .1 6 2 3 * * * -0 .0 8 4 1 0 .6 8 9 6 * * * 0 .4 0 1 9 1 5 8 7

( 1 3 .2 1 4 1 ) ( -0 .9 6 1 1 ) ( 7 .7 6 3 1 )

3 - y e a r 0 .1 7 6 3 * * * -0 .0 4 3 7 0 .6 0 4 3 * * * 0 .3 3 7 7 1 3 8 4

( 1 2 .9 7 8 2 ) ( -0 .3 5 8 6 ) ( 5 .0 4 7 4 )

4 - v e a r 0 .1 4 4 8 * * * 0 .1 2 8 9 * * * 0 .5 8 5 6 * * * 0 .3 0 6 2 1 1 8 5

( 9 .0 8 7 8 ) ( 2 .5 8 4 4 ) ( 1 2 .8 2 1 1 )

5 -y e a r 0 .1 0 4 9 * * * -0 .0 6 2 2 0 .6 7 5 0 * * * 0 .2 5 1 9 9 9 4

( 3 .9 2 8 5 ) ( -0 .5 4 4 8 ) ( 6 .4 2 8 0 )

6 - y e a r 0 .1 6 9 6 * * * -0 .0 2 7 7 0 .5 3 6 2 * * * 0 .1 6 9 7 9 0 8

(6 .9 6 6 2 ) ( -0 .5 7 2 6 ) ( 1 0 .0 0 1 )

7 -y e a r 0 .2 4 3 2 * * * 0 .0 0 4 4 0 .4 2 1 1 * * * 0 .1 1 3 5 7 8 4

(9 .1 1 7 8 ) ( 0 .0 3 2 7 ) ( 4 .1 7 1 4 )

8-y e a r 0 .1 9 3 7 -0 .2 6 9 9 0 .6 4 1 8 * * * 0 .1 2 1 5 541

( 5 .5 0 9 4 ) ( -1 .2 0 1 3 ) ( 4 .1 4 3 7 )

9 - y e a r 0 .2 5 7 6 * * * 0 .0 3 7 9 0 .3 4 6 6 0 .0 7 1 3 3 2 2

( 6 .0 1 1 4 ) ( 0 .1 0 8 8 ) ( 1 .5 5 3 9 )

***indica:e coefficient is significantly different from zero at the 0.01 level. 
** indicate coefficient is significantly different from zero at the 0.05 level. 
* indicate coefficient is significantly different from zero at the 0.1 level.
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ranging  from  0 .4  to 0 .8 , throughout the duration o f  th is study. S o , there is  a m ild  in d ication  on 

co m p an ies reb alan cin g  tow ard the target capital structure.

I f  com p a n ies are actu ally  to  rebound tow ard their target capital structure, a gradual and 

constan t d ecrease  in  co e ffic ien t IDRt t+a w ill  act as a sign a l. B ut under the c ircu m stan ce , a  slight 

in crease in  the co e ffic ien t o f  ADR, is  presented  instead  w h ich  is in co n sisten t w ith  th e  readjustm ent 

h y p o th esis .

T h e h y p o th esis  states that i f  a firm  reb alan ces tow ard the target cap ita l structure, the 

c o e ffic ie n t ( 3 , )  o f  ADR,, representing the firm ’s cap ita l structure target, e x p e c ts  to  b e  c lo se  to  one. 

S im u lta n eo u sly , the co e ffic ien t ( 3 2) o f  IDRt t+£1, rep resen tin g the firm ’s inert b e h a v io r  in  retam ing  

tow ard th e target capital structure, sh ou ld  b e  c lo se  to zero. T h e e v id en ce  in d ica te s  that there is 

p ersisten cy  in  the in flu en ce  o f  the m arket returns on  firm s’ capital structure read justm en t. Perhaps 

th is is  b eca u se  the p eriod  se lec ted  has a rapid sp eed  o f  ch an ge on  m arket v a lu e  f lo w s  than the 

sp eed  o f  firm s’ capital structure readjustm ent. In co n c lu sio n , the resu lt is that co m p a n ie s  do not 

readjust their capital structure to the target capital structure in  any period  as a reaction  to the 

flu ctu ation  o f  their m arket va lu e.

4.5 The result of testing the explanatory power of corporate variables and the role of
the stock market return in explaining firm ’s capital structure

T h e resu lt from  table 4 .8  presents apparently that IDRt_1 t or sto ck  m arket return adjusted  

historica l cap ita l structure rep resen tin g firm ’s inertia is  a prom inent ro le  in  ex p la in in g  firm ’s 

cap ita l structure at 9 9  percen t s ig n if ica n ce  lev e l. W h ereas, the ro le  o f  o ther corp orate variab les, 

w h ich  are f irm ’s grow th  opportunity and profitab ility , equity-return v o la tility  and co lla teral va lu e, 

b e co m e  le s s  s ig n if ica n t in  com p arison  w ith  the ro le  o f  s to ck  m arket return in  ev ery  o n e  o f  periods  

in v estig ated . B eca u se  it is  rem arkable that the m agn itu d es o f  c o e ffic ie n t o f  s to ck  m arket return 

adjusted  h istorica l cap ita l structure are dram atically  greater than the ex ten ts o f  c o e ff ic ie n t  o f  other  

corporate variab les in  each  o f  a ll periods. T here are o n ly  tw o  corporate e stim a tes  w h ich  are 

sta tistica lly  s ig n if ica n t in  testin g  b e tw een  19 92  to 2 0 0 2  are equity-return  v o la tility  and grow th  

opp ortun ity , w h ereas return on  a sset and g row th  opportun ity  are sta tistica lly  s ig n if ica n t during  

duration o f  p re-crisis and p ost-cr isis . Furtherm ore, the sta tistica l s ig n if ic a n c e  le v e l and  

m agn itu d es o f  IDRt_11 and ADRt.,in  th is part rem ain  fa irly  in d ifferen t b y  com p a riso n  w ith  the 

resu lt d isp la y ed



Table 4.8
Testing the Relation between Corporate Variables and Capital Structure Readjustment

The table presents the result o f  pool cross-sectional regressions predicting firm s’ debt ratio (total debt divided by total debt plus the market value o f  equity) with inert debt ratio IDR (where the lagged market value o f  
equity is grossed up by the raw market stock return over the year). H ow ever, this table reports pool regression results, including all additional variables. These variables are sorted into four categories which are 
profitability and growth opportunity (return on asset and book to market value o f  equity), collateral value (fixed asset/total asset), and volatility (equity-return volatility). The samples are also categorized into tw o sub 
periods which are pre-crisis (1992-1996), and post-crisis (1999-2002). The top cell reports coefficient and bottom cell reports t-statistical value. A ll regressions are ordinary least square.

ADRt = 00 + 01- ADR*.1+ 02 • IDR t-1, t + 03. EV0Lt_1 + 04. R0At_1 + 05.. FXA*.! + 06. BM*.,+ d * (7)

c ADR,., IDR.-,., EVOL,., ROA,_, FXA,., B M,., RJ N

0.1080*** -0.0511* 0.8813*** -0.0795** -0.0348 -0.0207 -0.0046*** 0.6999 2218
92-02

-10.0758 (-1.7405) -28.9302 (-2.4123) (-1.1114) (-1.5267) (-3.8994)

0.1271*** 0.4249*** 0.5130*** -0.021 -0.1950*** -0.0133 -0.0136 0.7263 787
92-96

-6.694 -4.8527 -6.6036 (-0.2458) (-3.0667) (-0.6703) (-1.4195)

0.0297 0.1678* 0.6803*** 0.0246 0.0348 0.0019 -0.0045** 0.654 924
99-02

-1.5727 -1.8378 -7.4867 -0.5515 -0.8541 -0.0807 (-2.5370)

♦ •♦ indicate coefficient is significantly different from zero at the 0.01 level. 
♦ * indicate coefficient is significantly different from zero at the 0 .05 level.

indicate coefficient is significantly different from zero at the 0.1 level.
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in  table 4 .2 . T h eir c o e ff ic ie n ts  are s ig n ifica n tly  d ifferent from  zero  at the 0 .01  lev e l. A cco rd in g ly , 

the interpretation resu lt in  th is sec tio n  is m u ch  rather sim ilar  to  the ex p lan atio n  d iscu ssed  earlier. 

That is  firm s s h o w  n o  ten d en cy  to  return to their prior cap ita l structure in  resp on se  to  ch an gin g  

firm  value.
A  n e g a tiv e  s ig n  o n  return on  a sset in  p re-crisis p eriod  ex h ib its  a ten d en cy  o n  n egative  

relationship  b e tw e e n  firm ’s return on  a sset and firm ’s cap ita l structure at 99  p ercen t sign ifican t 

lev e l. T h e large n e g a tiv e  co e ffic ie n t estim ate for return o n  a sse t attribute in d ica tes that firm s  

characterized as h a v in g  re la tive ly  large proportion o f  earn in g  b e fo re  interest and tax  to  v a lu e  o f  

firm ’s total a sse t ten d  to  h a v e  lo w  debt ratio. T h is resu lt is  co n s is ten t to  the p rev io u s study o f  

P eck in g  O rder T h eo ry . A cco rd in g  to asym m etric  in form ation  or P eck in g  O rder T h eory , firm ’s 

capital structure is  m a in ly  driven  b y  firm ’s desire to  fin a n ce n e w  in v estm en ts. M an agers u se  up  

internal fund first, th en  u se  up  lo w  risk  debt, and fin a lly  u se  eq u ity  o n ly  as a  last resort. W hen  

firm ’s profitab ility  a scen d s, it’s a lso  lik e ly  to im pact the firm ’s  retain  earning. H e n ce , firm  has to  

acquire debt for fin a n c in g  a  project and running its com p an y .

A  n e g a tiv e  s ig n  o n  equity-return v o la tility  sh o w s a  ten d en cy  o n  n eg a tiv e  relationship  

b etw een  firm ’s eq u ity -re to m  v o la tility  and firm ’s capital structure at 95  percen t s ig n if ica n t lev e l. 

T h e n ega tiv e  c o e ff ic ie n t  estim ate  for equity-return v o la tility  attribute in d ica tes that firm s  

characterized as h a v in g  re la tive ly  large proportion o f  eq u ity -reto m  v o la tility  ten d  to  have lo w  

debt ratio due to that so u rce  o f  capital is  m ade m ore ea s ily  a c c e s s ib le  to  the lo w  eq u ity-retom  

v o la tility  firm  than th e  h ig h  risk y  firm . T h e debtor w ith  h igh er  r isk  n o rm a lly  w ill  b e  co m p u lsiv e ly  

ob liged  to fa ce  harsher len d in g  term s and h igh er d isco u n t rate ch arged  for co m p en sa tin g  w ith  

firm  uncertain ty  than th e  debtor w ith  lo w e r  risk.

A  n eg a tiv e  s ig n  o n  b o o k  to  m arket v a lu e  o f  eq u ity  in  a fter-cr isis period  presents a 

ten d en cy  on  n e g a tiv e  rela tion sh ip  b e tw een  firm ’s b o o k  to  m arket v a lu e  o f  eq u ity  and firm ’s 

capital structure at 95  p ercen t s ign ifica n t lev e l. T h e n e g a tiv e  c o e ffic ie n t estim ate  for grow th  

opportunity attribute in d ica tes  that firm s characterized  as h a v in g  re la tiv e ly  large proportion o f  

b o o k  v a lu e  o f  firm  to  m arket v a lu e  o f  firm  tend to  h a v e  lo w  debt ratio . T h is resu lt is  co n sisten t 

w ith  P eck in g  O rder T h eory . A cco rd in g  to  P eck in g  O rder T h eory , firm s prefer ra isin g  capital, first 

from  retained  earn in g , s e c o n d  from  debt, and third from  issu in g  n e w  eq uity . W h en  firm ’s 

in vestm en t opp ortun ity  is  so  h ig h  that internal cash  f lo w  for  fin a n c in g  is inadequ ate , firm  w ill  

dem and ad d ition al d eb t for  fund raising. T h erefore, o n  the w h o le , it can  b e  inferred fro m  ev id en ce
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In ad d ition  to  th is, the resu lt con firm s th e c o g e n c y  o f  assu m p tion  o n  the target capital 

structure. D e sp ite  that there is  fundam ental ch an g e  taken  in to  con sid eration , th eir  statistical 

s ig n if ica n ces  o f  ADRt_, and IDRt_1 t or the p rev io u s y ea r’s  firm  cap ita l structure and  the stock  

m arket return adju sted  h istorica l capital structure stay  a lm o st unaltered  at 9 9  p ercen t s ign ifican t 

le v e l b e tw een  b efo re  and after adding th ese  corporate variab les. T h ereb y, th is im p lie s  that the 

assu m p tion  on  target capital structure stated  earlier is  v a lid  and firm ’s cap ita l structure can  be  

exp la in ed  b y  e ither corporate variables or firm ’s p rev io u s year capital structure (ADRt_1) and stock  

m arket return ad ju sted  h istorica l capital structure (IDRt_1 t).

that the observed corporate capital structure is primarily driven by stock market influence rather
than by managerial responses to other corporate factors aforementioned.


	Chapter 4 Empirical Results
	4.1. Statistical Analysis of Studied Variables
	4.2 Firm’s Capital Structure Readjustment toward the Target Capital Structure
	4.3 The Relation between Firm Attributions and Firm’s Inert Behavior in Returning toward the target Capital Structure
	4.4 The Longevity of Rebounding toward the Target Capital Structure
	4.5 The Explanatory Power of Corporate Variables and Role of Stock Market Return in Explaining Firm’s Capital Structure


