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Abstract

This study utilizes two well - known capital structure theories — The trade - off
theory and the pecking order theory to examine the relationship between specific firm
characteristics and financing decisions of public companies listed on the Stock
Exchange of Thailand. The purposes of the study are to investigate which firm
characteristics significantly affect financing decisions of Thai listed companies and
which of the two capital structure theories, the trade - off or pecking order, better
explains their financing decisions. A sample of 220 non — financial companies during
the period 2005 — 2007 provides the data of the study. Descriptive statistics and
ordinary least squares regression analysis are employed for analysis.

The results show that specific firm characteristics which include firm size,
liquidity, fixed assets, profitability, financial risk, dividend policy and firm growth are
significant determinants of financing decisions of Thai listed companies. The results
also show that financing decisions of the sample in the study follow assumptions of the
pecking order theory rather than those of the trade - off theory. The evidence supports
the relevance of the pecking order theory in explaining the financing alternatives of

Thai listed companies. The empirical discovery of the present study indicates that the



rules of the capital structure theories which have been widely used in explaining
financing decisions of Western countries can be applied to explain financing decisions
in Thailand which is classified as one of Asia’s emerging economies as well.





