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Financing Behavior of Textile Firms in Pakistan
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Abstract—This study attempts to explore those factors that

influence the capital structure choice of textile firms in Pakistan.

The investigation is performed using panel data procedures for
a sample of 75 firms listed on Karachi Stock Exchange during
2002-2007. The results suggest that leverage is negatively
correlated with profitability, liquidity, and tangibility, and
positively correlated with firm size and growth opportunities. In
particular, the negative relationships of profitability and
liquidity, and a positive relationship of growth opportunities
with firm leverage confirm the predictions of pecking order
hypothesis. A positive relationship of firm size with leverage
confirms the predictions of trade-off theory. A negative
relationship between tangibility and leverage is in contradiction
with trade-off theory, however it seems to be consistent with the
predictions of pecking order theory because of profound
dependence of textile firms on short-term debt. Thus, these
findings suggest that some of the insights from modern finance
theory are portable to Pakistan in that certain firm specific
factors that are relevant for explaining the capital structure in
developed economies are also relevant in Pakistan.

Index Terms— Agency theory, Capital structure, Pecking
order theory, Trade-off theory

[. INTRODUCTION

Capital structure represents the mix of the various debt and
equity securities maintained by a firm. In general, a firm can
choose among many alternative capital structures. For
instance, it can either issue a large amount of debt or it can
issue very little debt. However, the optimal capital structure
is the set of proportions that maximizes the total value of the
firm. Therefore, decisions concerning the proportion of debt
and equity are quite challenging for the management of the
firm because a wrong decision may lead to financial distress
and eventually to bankruptcy.

A number of theories have been advanced in explaining the
capital structure of firm. Despite the theoretical appeal of
capital structure, academicians and researchers have not yet
identified any specific method that corporate managers can
use in order to attain an optimal debt level. This may because
of the fact that theories of optimal capital structure differ in
their relative emphases, for example, the trade-off theory
emphasizes taxes, the pecking order theory emphasizes
differences in information, and the free cash flow theory
emphasizes agency costs.
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Majority of the empirical research on capital structure is
made by using data from developed economies that have
many institutional similarities than from data from
developing economies that have different institutional
structures. Despite profound institutional differences that
exist between developed and developing economies,
however it is recognized that the choice between debt and
equity depends on firm-specific characteristics. Which
firm-specific characteristics (profitability, size, asset
structure, growth opportunities and liquidity etc.) are most
important in determining the capital structure of firms?
Unfortunately, empirical evidences are still mixed and often
difficult to interpret. Thus, lack of consensus among
researchers about the factors that influence the capital
structure choice and a little empirical work to understand the
financing behavior of Pakistani firms necessitated the need
for this research. It is expected that the outcome of this study
will be of great use for corporate managers and other
stakeholders to understand the impact of forces that influence
the capital structure choice.

The rest of the paper is organized as follows. Section II
summarizes the theories of capital structure. In section III the
potential determinants of capital structure are summarized
and theoretical and empirical evidence concerning these
determinants is provided. Section IV explains the data and
methodology. Section V is devoted to empirical results while
Section VI explains the empirical findings. Finally section
VII concludes.

II. REVIEW OF THEORIES OF CAPITAL STRUCTURE

The relationship between capital structure and firm value
has been the subject of considerable debate. In their seminal
study, Modigliani and Miller [20] proposed that in perfect
capital markets (without taxes, transaction costs and
information asymmetry) value of any firm is independent of
its financing decisions. In a simplified context, the financial
instruments issued by the firm do not affect the firm’s
productivity and thereby its value. Although, Modigliani and
Miller’s proof is based on those assumptions which do not
hold in real world, but when these assumptions are relaxed
the choice of capital structure becomes an important value
determining factor. For instance, in a world with corporate
taxes but no bankruptcy costs, Modigliani and Miller [21]
proposed that firm value is an increasing function of leverage.
Thus, firm should use as much debt as possible due to tax
deductible interest payments and the value of levered firm
exceeds that of unlevered firm by an amount equal to the
present value of the tax savings that arise from the use of debt.
Miller [19] presented an alternative theory by including three
different tax rates - corporate tax rate, personal tax rate on
equity income and the regular personal rate which applies to
interest income - in his analysis. He proposed that the net tax
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saving from corporate borrowings can be zero when personal
as well as corporate taxes are considered. Other theories that
have been advanced to explain the capital structure of firms
include trade-off theory, pecking order theory, agency theory
and theory of free cash flow.

Trade-off theory asserts that firms determine their capital
structure by weighing the costs and benefits that arise from an
extra dollar of debt financing. Under trade-off theory
framework, firms are supposed to choose a target capital
structure that maximizes the firm value by minimizing the
costs of prevailing market imperfections. However, target
debt level may vary from firm to firm.

The Pecking order theory of Myers and Majluf [25] and
Myers [23] is based on the notion of asymmetric information
that corporate managers (insiders) know more about their

company’s prospects, risk and value than do outside investors.

According to pecking order hypothesis, firms maximize their
value by systematically choosing to finance new investments
with cheapest available sources. More specifically, firms
prefer to use internal financing when available and choose
debt over equity when external finance is needed due to low
information costs associated with debt.

Agency costs arise as a result of relationship between
managers and shareholders and those between debt holders
and equity investors. Conflicts between debt and equity
investors only arise when there is a risk of default. If debt is
totally free of default risk, debt holders have no interest in the
income, value or risk of the firm. However, if there is a
chance of default, then shareholders can gain at the expense
of debt holders. Since equity is a residual claim, so
shareholders gain when the value of existing debt falls, even
when the value of the firm is constant, Myers [24]. According
to Jensen and Meckling [15], the value of existing debt falls
when managers could either invest funds in riskier assets or
shift to riskier operating strategies. Debt holders might aware
of these temptations and try to write the debt contracts
correspondingly.

Another conditional theory of capital structure is the
theory of free cash flow which postulates that high leverage
leads to increase in firm value, despite the threat of financial
distress, when a firm’s operating cash flows exceeds its
profitable investment opportunities, Myers [24]. Conflicts
between managers and shareholders over payout policies are
especially severe when a firm generates free cash flow.
Jensen [14] proposed that ‘debt’ could be used as a
controlling device to motivate managers to distribute free
cash among shareholders instead of wasting it on inefficient
activities. Another argument put forth by Grossman and Hart
[11] is that ‘debt’ can create an incentive for managers to
work harder, consume fewer perquisites and make better
investment decisions etc., when bankruptcy is costly. Thus, a
high debt ratio may be dangerous for a firm, but it can also
add value by putting the firm on a diet.

Several empirical studies have examined the validity of
these theories, but not yet consensus arrived among
researchers regarding which theory best explains the capital
structure choice. According to Myers [24], there is no
universal theory of the debt-equity choice and no reason to
expect one. However, there are several useful conditional
theories, each of which helps to understand the financial
structure that firms choose.
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III. DETERMINANTS OF CAPITAL STRUCTURE

In this section we present a brief discussion of the
attributes that different theories of capital structure suggest
may affect the firm’s capital structure choice. These
attributes are profitability, size, tangibility (asset structure),
growth opportunities and liquidity. The attributes, their
relation to the capital structure models, and their observable
indicators are discussed below:

A. Profitability

The trade-off and pecking order theories have opposite
implications about the relationship between profitability and
leverage. According to trade-off theory, high profitability
promotes the use of debt finance and provides an incentive to
firms to avail the benefit of tax shield on interest payment. So,
this theory predicts a positive relationship between
profitability and leverage. Pecking order theory states that
firms prefer to finance new investment first with internal
resources and then by issuing safest security that is debt,
thereafter convertibles and finally with new equity. Firms
follow this financing pattern due to costs that arise because of
asymmetric information, or they can be transaction costs.
Thus, this theory suggests a negative relationship between
profitability and leverage. Several empirical studies that have
shown a significant negative relationship between leverage
and profitability include Baskin [2], Booth et al. [4], Eriotis et
al. [7], Fama and French [9], Huang and song [13], Karadeniz
et al. [16], Rajan and Zingales [26], Titman and Wessels [28],
Wald [31] and Zou and Xiao [32]. We use the ratio of net
profit before taxes over total assets as a measure of firm
profitability.

B. Size

According to trade-off theory, larger firms should borrow
more because these firms tend to be more diversified and less
prone to bankruptcy and smaller firms should operate with
low leverage because these firms are more likely to be
liquidated when facing financial distress. Moreover, larger
firms have lower agency costs of debt i.e. relatively low
monitoring costs because of less volatile cash flows and easy
access to capital market. Thus, this theory predicts a positive
relationship between size and leverage. Pecking order theory
suggests a negative relationship between firm size and
leverage as the problem of information asymmetry is less
severe in large firms. Empirical evidence concerning the
relationship between firm size and leverage is unclear. Chen
[5S] and Ezeoha [8] reported a significant negative
relationship between firm size and leverage which is
consistent with the predictions of pecking order theory which
suggests that large firms should use more equity due to the
relativity of the cost of equity financing owing to asymmetric
information which is small for such firms. Wald [31] finds a
significant positive relationship for firms in USA, UK and
Japan, and insignificant negative/positive relationships for
firms in Germany/France. Fama and French [9], Huang and
Song [13], Marsh [17], Taub [27] and Zou and Xiao [32] have
found a significant positive relationship between size and
leverage which is consistent with the predictions of trade-off
theory. We use natural logarithm of sales as a proxy of firm
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C. Growth Opportunities

According to Myers [22], firms with high future growth
opportunities should use more equity financing, because a
highly leveraged company may forgo profitable investment
opportunities when it expects by undertaking new project the
value goes to firm’s existing debt holders. Thus, this view
suggests a negative relationship between leverage and growth
opportunities. According to trade-off theory, firms holding
future growth opportunities which are a form of intangible
assets, tend to borrow less than firms holding more tangible
assets because growth opportunities cannot be collateralized.
So, this implication suggests a negative relationship between
growth opportunities and leverage.

Empirical findings are still mixed, for instance, Baskin [2]
and Viviani [30] have observed that leverage varies
positively with past growth. Wald [31] find that USA is the
only country where high growth is associated with lower
debt/equity ratio which confirms the predictions of Myers’s
[22] model that ongoing growth opportunities imply a
conflict between debt and equity interests and this conflict
causes firm to refrain from undertaking net positive value
projects. However, this explanation does not apply to other
countries where fast growing firms use more debt. Chen [5]
and Tong and Green [29] have found a significant positive
relationship between growth opportunities and leverage for
Chinese listed firms. We use the ratio of average market
value per share over average book value per share
(market-to-book ratio) as an indicator of growth
opportunities. Average market value is found by taking the
sum of high and low value per share during a year and divide
it by 2 while average book value is found by taking the sum
of opening and ending book value and divided it by 2.

D. Tangibility

Trade-off theory suggests a positive relationship between
tangibility and leverage because tangible assets serve as
collateral for debt financing. Moreover, greater collateral
may alleviate the agency cost of debt. Pecking order theory
suggests a negative relationship between leverage and asset
structure because firms holding more tangible assets will be
less prone to asymmetric information problems and hence
less likely to issue debt. Most of the empirical studies have
shown a positive relationship between tangibility and
leverage include Booth et al. [4], Chen [5], Huang and Song
[13], Rajan and Zingales [26], Titman and Wessels [28],
Wald [31] and Zou and Xiao [32]. However, a few empirical
studies have also shown a negative relationship between
leverage and tangibility includes Bauer [3], Ferri and Jones
[10], Karadeniz ef al. [16] and Mazur [18]. We use the ratio
of fixed assets over total assets as an indicator of tangibility.

E. Liquidity

Pecking order theory suggests a negative relationship
between liquidity and leverage because firms with ample
liquidity may use internally available fund to finance
investment. On the other hand, trade-off theory suggests a
positive relationship between leverage and liquidity because
higher liquidity ratio can support a relatively higher debt ratio
due to greater ability of a firm to satisfy short-term
contractual obligations on time. A few studies have shown a

negative relationship between leverage and liquidity includes
Deesomsak et al. [6], Mazur [18] and Viviani [30].

IV. DATA AND METHODOLOGY

In order to investigate the determinants of capital structure
of textile firms listed on Karachi Stock Exchange (KSE)
during 2002-2007 the data is taken from the publication of
State Bank of Pakistan entitled “Balance Sheet Analysis of
Joint Stock Companies”. The data concerning market value
of shares is obtained from the “Annual Diary” published by
the Karachi Stock Exchange over a period of six years during
2002-2007. Each diary contains data of high and low value
per share in a year for companies listed during the year.

Initially all the firms in the textile sector were selected for
analysis purpose, however many firms were found with
incomplete data. Thus, firms with any missing observations
for any variable included in our model during the study
period dropped from the sample. Consequently, the final
sample set consists of a balanced panel of 75 firms over a
period of 6 years.

The variables used in this study and their measurement are
largely adopted from existing literature. This will allow us to
compare our findings with prior empirical studies in
developed and developing economies. Our dependent

variable is the debt ratio ( dr;, ) which is defined as the ratio of

total debt over total assets. Total debt contains both long-term
debt and short-term debt. Although, the strict notion of
capital structure refers exclusively to long-term debt,
however short-term debt is also included mainly because of
its significant representation (72 percent) in total debt ratio.
Since bond market in Pakistan is not very much developed
and commercial banks are also hesitant in providing
long-term finance on favorable term. Therefore, firms turn to
short-term financing even when financing their long-term
investments.

On the basis of available data, this study employs five

explanatory variables - profitability ( pro,, ), size (5z,,),
growth opportunities ( gro,, ), tangibility ( fag, ) and

liquidity (/ig,, ). The book value is used for the calculations

of variables wherever applicable except the variable of
growth opportunities.

In this empirical study we use panel data procedures
because the sample contains data across firms and over time.
In order to estimate the effects of explanatory variables on
debt ratio (a measure of leverage) we use three estimation
models, namely, pooled ordinary least square (OLS), fixed
effects and random effects. Under the hypothesis that there is
no group or individual effects among the firms, we estimate
the pooled OLS model. As panel data contains observation on
the same cross-sectional units over several time periods there
might be cross-sectional effects on each firm or on a set of
group of firms. Different techniques are available to deal with
this type of problem, however, two estimation techniques,
namely, fixed effects and random effects are very prominent.

Fixed effects technique take into account the individuality
of each firm or cross-sectional unit included in the sample by
letting the intercept vary for each firm but still assumes that
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the slope coefficients are constant across firms. Random
effects model estimates the coefficients under the assumption
that the individual or group effects are uncorrelated with
other explanatory variables and can be formulated. This study
also employs the Hausman [12] specification test to
determine which one estimation model, either fixed effects or
random effects, best explain our estimations. The null
hypothesis underlying the Hausman specification test is that
fixed and random effects model’s estimators do not differ
substantially.

Regression models - pooled OLS, fixed effects and random
effects — are specified as follows.

dr, = By + pipro, + Bysz, + Bigro, + Pitag, + Blig, + €,
dr, = Py + Bipro, + Pysz, + Bigro, + Biag, + Blig, + 1,
dr, = by + B pro, + Bosz, + Bigro, + Piag, + Blig, + € + 1,
dr, =debt ratio of firm i at time ¢

:Bo = common y-intercept

B, — B = coefficients of independent variables

,501. = y-intercept of each cross-sectional unit

&,,= error term for firm i at time ¢

&, = cross-sectional error component

M, = error term for firm 7 at time ¢

pro,, = profitability of firm i at time ¢

8z, = size of firm i at time ¢

gro,, = growth opportunities of firm i at time ¢

tag, = tangibility of firm 7 at time ¢

lig,, = liquidity of firm i at time ¢

V. EMPIRICAL RESULTS

The summary statistics of dependent and independent
variables are reported in Table I. As shown in the table, the
average debt ratio among Pakistani firms stands at 64.95
percent. This ratio, in comparison with firms in G-7 countries
as shown by Rajan and Zingales [26], indicates that Pakistani
firms seems to be more leveraged than those in Canada, UK
and USA and less leveraged than those in France, Germany
Italy and Japan.

Prior to estimating the coefficients of the model the sample
data is also tested for multicollinearity. Results shown in
Table II indicates that most cross-correlation terms for the
independent variables are fairly small, thus, giving little
cause for concern about the problem of multicollinearity
among the independent variables.

The results of pooled OLS estimation model are presented
in Table III. Under OLS estimation model, profitability, size,
tangibility and liquidity proved to be significant in
confidence level of 1%. Growth opportunity is the only
independent variable which proved highly insignificant. The

OLS regression has high R’ and appears to be able to

explain most of the cross-sectional variation in leverage.

Moreover, F-statistic proves the significance of the model.
The results of fixed effects and random effects estimation

models are also reported in Table I1I. All the variables proved
to be significant in confidence level of 1% under both of the

estimation models. However, the adjusted R’ for the fixed
effects estimation model is higher than for simple pooling
model, indicating the existence of omitted variables. The
Hausman specification test is also employed to choose which
one estimation model either fixed effects or random effects
best explain our estimations. Results of Hausman
specification test are reported in Table IV. The test is

asymptotically ){2 distributed with five degrees of freedom.

The test statistic for debt ratio equation is 39.76 and that the
associated probability is zero which indicates that the null
hypothesis is rejected and we may be better off by using the
estimations of fixed effects model.

Table I: Summary Statistics

Variables Obs. Mean Std. Dev. Minimum
Maximum
dr, 450 0.64950 0.12739 0.21502  0.89129
pro, 450 0.02561 0.12294 -1.87493  0.77612
sz, 450 7.37690 1.06410 1.43510  9.95810
gro, 450 0.68240 0.5044  0.06430 3.38780
tag ., 450 0.54628 0.14260 0.18632  0.88516
lig, 450  1.01750 0.41050 0.28220  3.76430
Table I1: Pearson Correlation

dr, pro, sz, gro, tag, liq,
dr, 1.000
pro,  0.004 1.000
sz, 0.101  0.257  1.000
gro, 0.026 0.160 0.320 1.000
tag, -0.147 -0.035 -0.322 0.006 1.000
liqiz -0.434 -0.025 0.343 0.063 -0.561 1.000

VI. DISCUSSION ON EMPIRICAL RESULTS

According to the results of empirical analysis, profitability,
liquidity and tangibility have a negative and significant
relationship with debt ratio while firm size has a positive and
significant relationship with debt ratio. Contrasting results
are found concerning the variable of growth opportunities.
The fixed effects model accepts this variable but OLS model
does not.

Negative relationships of profitability and liquidity with
leverage confirm the implications of pecking order
hypothesis which suggest that highly liquid and profitable
firms prefer to finance new investment with internally
available funds than through debt finance. A significant
positive relationship of firm size with leverage is consistent
with the theoretical underpinnings of trade-off capital
structure model which suggest that large firms should operate
at high debt level due to their ability to diversify risk and to
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take the benefit of tax savings on interest payment. A positive
relationship between growth opportunities and leverage
indicates that high-growth firms in Pakistan use more debt
than equity to finance new investment. Although this
relationship is in contradiction with the predictions of
trade-off theory, however it is consistent with pecking order
hypothesis which suggest that high-growth firms with lower
operating cash flows should have high debt ratios and
companies with few investment opportunities and substantial
free cash flow should have low debt ratios, Barclay and Smith
[1]. Thus, this implication indicate that the need for operating
cash flow among high growth Pakistani firms is so huge that
might not be met with internal resources, consequently firms
turn to debt finance.

Negative relationship between tangibility and leverage
does not sit well with trade-off hypothesis which suggest that
companies with relatively safe, tangible assets tend to borrow
more than companies with risky, intangible assets. However,
this finding seems to be consistent with the predictions of
pecking order theory which predicts a negative relationship
between short-term debt and asset structure. Since Pakistani
firms heavily depend on bank debt due to small and
undeveloped bond market. Moreover, privatized commercial
banks offer short-term loans on favorable terms than risky
long-term loans. Therefore, firms turn to short-term
borrowing even when financing their long-term investments.
Thus, negative relationship between tangibility and debt ratio
may because of heavy proportion of short-term debt in total
debt employed by textile firms.

VII. CONCLUSION

This empirical study investigates the determinants of
capital structure of textile firms listed on Karachi Stock
Exchange during 2002-2007. Based on data availability, five
potential determinants of capital structure were analyzed in
this paper — profitability, size, growth opportunities,
tangibility and liquidity.

The results suggest that leverage is negatively correlated
with profitability and liquidity which is consistent with
pecking order hypothesis. Leverage is positively correlated
with firm size which is consistent with the implications of
trade-off theory. This result also supports the view of size as
an inverse proxy for the probability of bankruptcy. A positive
relationship between leverage and growth opportunities is in
contradiction with trade-off theory but consistent with the
predictions of pecking order theory which suggest that
high-growth companies with low operating cash flow should
operate at high debt ratios. A negative relationship between
tangibility and leverage is in contradiction with trade-off
theory which suggests that companies with relatively safe,
tangible assets tend to borrow more than companies with
risky, intangible assets. However, this finding seems to be
consistent with the predictions of pecking order theory which
suggest a negative association between short-term debt and
tangibility. Since firms in Pakistan heavily rely on bank debt
due to small and undeveloped bond market. Moreover,
majority of privatized commercial banks prefer to extend
short-term loans on conventional terms compared to
long-term loans. Owing to these reasons, firms turn to
short-term financing even when financing long-term

investment.

In summary, the heavy reliance of Pakistani firms on
short-term debt might limit the explanatory power of the
capital structure models that derived from the Western
settings. However, empirical findings of this study confirm
that some of the insights from modern finance theory are
portable to Pakistan in that certain firm-specific factors that
are relevant for explaining capital structure in developed
countries are also relevant in Pakistan.

Table I1I: Dependent Variable Debt Ratio (d7;,)

Variables Pooled OLS  Fixed effects Radom effects
C 0.966681*** (.568749*** 0.839042%***
(20.64585)  (6.747361) (14.46226)
pro,  -0.101089*** -0.131426 ***  -0.099308 ***
(-2.662560)  (-3.977660) (-3.217405)
Sz, 0.027055*** 0.059767*** 0.031112%**
(5.475133)  (5.997410) (4.927027)
gro,  0.006085 0.058982 % 0.033719%%**
(0.644707)  (4.867093) (3.314185)
tag, -0.477620%** -0.394083 ***  -0.418813%**
(-12.38660)  (-7.348888) (-9.672771)
lig,, -0.252980%*** -0.178617***  -0.207101%**
(-18.73335)  (-12.90746) (-16.40324)
R? 0.455539 0.758143 0.394429
Adj R*  0.449408 0.706503 0.387609
F-statistic 74.29708 14.68140 57.83835
Prob.>F 0.000000 0.000000 0.000000

(z-statistic given in parenthesis)
*significant at 10% level
**significant at 5% level
***significant at 1% level

Table IV: Correlated Random Effects — Hausman Test

Variables Fixed effects  Radom effects Var(Diff.)  Prob.
pro; -0.131426 -0.099308 0.000139 0.0064
Sz, 0.059767 0.031112 0.000059 0.0002
gro,, 0.058982 0.033719 0.000043 0.0001
tagit -0.394083 -0.418813 0.001001 0.4344
liqit -0.178617 -0.207101 0.000032 0.0000
Wald y° 39.764415

Prob> y° 0.0000000

REFERENCES

[1] M.J. Barclay and C. W. Smith, “The capital structure puzzle: another
look at the evidence,” Journal of Applied Corporate Finance, vol.12 (1),
1999, pp.8-20.

[2] J.Baskin, “An empirical investigation of the pecking order hypothesis,”
Financial Management, vol.18 (1), 1989, pp. 26-35.

[3] P.Bauer, “Determinants of capital structure: empirical evidence from
the Czech Republic,” Czech Journal of Economics and Finance, vol. 54,
2004, pp.2-21.

[4] L.Booth, V. Aivazian, A. Demirguc-Kunt, and V. Maksimovic,
“Capital structures in developing countries,” The Journal of Finance,
vol. LVI (1), 2001, pp.87-130.

134



International Journal of Innovation, Management and Technology, Vol. 1, No. 2, June 2010
ISSN: 2010-0248

[51 J.J. Chen, “Determinants of capital structure of Chinese-listed
companies,” Journal of Business Research, vol.57, 2004, pp.
1341-1351.

[6] R.Deesomsak, K. Paudyal, and G. Pescetto, “The determinants of
capital structure: evidence from the Asia Pacific region,” Journal of
Multinational Financial Management, vol.14, 2004, pp.387-405.

[71 N.Eriotis, V. Dimitrios and V. N. Zoe, “How firm characteristics affect
capital structure: an empirical study,” Managerial Finance, vol. 33(5),
2007, pp.321-331.

[8] A.E. Ezeoha, “Firm size and corporate financial leverage choice in a
developing economy,” The Journal of Risk Finance, vol. 9(4), 2008,
pp-351-364.

[9] E.F.Fama and K. R. French, “Testing trade-off and pecking order
predictions about dividends and debt,” The Review of Financial
Studies, vol.15 (1), 2002, pp.1-33.

[10] M. G. Ferri and W. H. Jones, “Determinants of financial structure: a
new methodological approach,” The Journal of Finance, vol.34 (3),
1979, pp. 631-644.

[11] S.J. Grossman and O. Hart, Corporate financial structure and
managerial incentives, in J. Mccall, ed.: The Economics of Information
and Uncertainty, University of Chicago press, Chicago, 1982.

[12] J. Hausman, “Specification tests in econometrics,” Econometrica, vol.
46, 1978, pp.1251-1271.

[13] G. Huang and F. M. Song, “The determinants of capital structure:
evidence from China,” China Economic Review, vol.17, 2006
pp-14-36.

[14] M.C. Jensen, “Agency costs of free cash flow, corporate finance and
takeovers,” The American Economic Review, vol.76(2), 1986, pp.
323-329.

[15] M.C. Jensen and W. H. Meckling, “Theory of the firm: managerial
behavior, agency costs and ownership structure,” Journal of Financial
Economics, vol.3 (4), 1976, pp.305-360.

[16] E.Karadeniz, S. Y. Kandir, M. Balcilar and Y. B. Onal, “Determinants
of capital structure: evidence from Turkish lodging companies,”
International Journal of Contemporary Hospitality Management, vol.
21(5), 2009, pp.594-609.

[17] P.Marsh, “The Choice between equity and debt: an empirical study,”
The Journal of Finance, vol. XXXVII (1), 1982, pp.121-144.

[18] K.Mazur, “The determinants of capital structure choice: evidence from
Polish companies,” International Advances in Economics Research,
vol.13,2007, pp.495-514.

[19] M. H. Miller, “Debt and taxes,” The Journal of Finance, vol. 32(2),
1977, pp.261-275.

[20] F.Modigliani and M. H. Miller, “The cost of capital, corporation
finance, and the theory of investment,” American Economic Review,
vol.48, 1958, pp.261-297.

[21] F.Modigliani and M. H. Miller, “Corporate income taxes and cost of
capital: a correction,” American Economic Review, vol.53, 1963, pp.
443-453.

[22] S.C. Myers, “Determinants of corporate borrowing,” Journal of
Financial Economics, vol.5, 1977, pp.147-175.

[23] S. C. Myers, “The capital structure puzzle,” The Journal of Finance,
vol. 39(3), 1984, pp.575-592.

[24] S. C. Myers, “Capital structure,” The Journal of Economic
Perspectives, vol. 15(2), 2001, pp.81-102.

[25] S.C.Myers and N. S. Majluf, “Corporate financing and investment
decisions when firms have information that investors do not have,”
Journal of Financial Economics, vol.13(2), 1984, pp.187- 221.

[26] R.G. Rajan and L. Zingales, “What do we know about capital structure?
some evidence from international data,” Journal of Finance vol. L (5),
1995, pp.1421-1460.

[27] A.J. Taub, “Determinants of the firm’s capital structure”, The Review
of Economics and Statistics, vol. 57(4), 1975, pp.410-416.

[28] S. Titman and R. Wessels, “The determinants of capital structure
choice,” The Journal of Finance, vol. 43(1), 1988, pp.1-19.

[29] G. Tong and C. J. Green, “Pecking order or trade-off hypothesis:
evidence on the capital structure of Chinese companies,” Applied
Economics, vol.37, 2005, pp.2197-2189.

[30] J. L. Viviani, “Capital structure determinants: an empirical study of
French companies in the wine industry, “International Journal of Wine
Business Research, vol. 20(2), 2008, pp.171-194.

[31] J. K. Wald, “How firm characteristics affect capital structure: an
international comparison,” The Journal of Financial Research, vol.
XXII (2), 1999, pp.161-187.

[32] H.Zouand]J. Z. Xiao, “The financing behavior of listed Chinese firms,”
The British Accounting Review, vol. 38, 2006, pp.239-258.

Nadeem A. Sheikh is a senior lecturer of Accounting and Finance at
Institute of Management Sciences, Bahauddin Zakariya University, Multan,
Pakistan. At present, he is enrolled as Doctoral Degree Candidate, in the

135

programme of Business Administration (Finance), in School of Management,
Huazhong University of Science and Technology, Wuhan, (Hubei) P. R.
China.

Mr. Sheikh has earned the degree of Bachelor of Commerce (B. Com) in
1996 from Government College of Commerce, Multan- Pakistan. He stood
1" in B. Com examination and Bahauddin Zakariya University awarded him
a Gold Medal in 1997. He has earned the degree of Master in Business
Administration (Finance) in 1999. He secured 3™ position in finance
specialization and Department of Business Administration awarded him a
Certificate of Honor. In year 2000, on account of his excellent academic
credentials, he got a position as Lecturer of Accounting and Finance at
Department of Business Administration, Bahauddin Zakariya University. In
2005, Bahauddin Zakariya University has recommended him for Star
Excellence Award (awarded by South Asia Publications) on account of his
ranking as a best teacher in Institute of Management Science (formerly
Department of Business Administration). In 2008, China Scholarship
Council has awarded him a scholarship for pursuing Ph.D. in China.

Zongjun Wang is University Professor at Huazhong University of Science
and Technology, Wuhan, China. He is the Director of Department of
Management Science and Technology, and the Director of the Institute of
Enterprise Evaluation. He is also the Assistant Dean of the School of
Management, Huazhong University of Science and Technology.

Professor Wang has earned his Bachelor Degree in Computer Science in
1985 from Beijing Institute of Technology (BIT), Beijing, China. He has
earned the degree of Doctor of Philosophy in System Engineering in 1993
from Hauzhong University of Science and Technology, Wuhan, China. He
has joined the Arizona State University as a senior visiting scholar during
2004-2005 under the assistanceship of Fulbright Foundation, USA and the
Montreal University, Canada in 2001 as a senior fellow.

Professor Wang has published more than 150 articles in different journals
(Chinese & International Journals) related to the field of System Engineering,
Integrated Evaluation Methodology and Applications, Corporate
Governance, Management, and Corporate Finance etc.

International Association of
Computer Science and Information Technology
WWW.IACSIT.ORG




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 0
  /ParseDSCComments false
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness true
  /PreserveHalftoneInfo true
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /AgencyFB-Bold
    /AgencyFB-Reg
    /Algerian
    /Arial-Black
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialRoundedMTBold
    /ArialUnicodeMS
    /BaskOldFace
    /Batang
    /BatangChe
    /Bauhaus93
    /BellMT
    /BellMTBold
    /BellMTItalic
    /BerlinSansFB-Bold
    /BerlinSansFBDemi-Bold
    /BerlinSansFB-Reg
    /BernardMT-Condensed
    /BlackadderITC-Regular
    /BodoniMT
    /BodoniMTBlack
    /BodoniMTBlack-Italic
    /BodoniMT-Bold
    /BodoniMT-BoldItalic
    /BodoniMTCondensed
    /BodoniMTCondensed-Bold
    /BodoniMTCondensed-BoldItalic
    /BodoniMTCondensed-Italic
    /BodoniMT-Italic
    /BodoniMTPosterCompressed
    /BookAntiqua
    /BookAntiqua-Bold
    /BookAntiqua-BoldItalic
    /BookAntiqua-Italic
    /BookmanOldStyle
    /BookmanOldStyle-Bold
    /BookmanOldStyle-BoldItalic
    /BookmanOldStyle-Italic
    /BookshelfSymbolSeven
    /BradleyHandITC
    /BritannicBold
    /Broadway
    /BrushScriptMT
    /Calibri
    /Calibri-Bold
    /Calibri-BoldItalic
    /Calibri-Italic
    /CalifornianFB-Bold
    /CalifornianFB-Italic
    /CalifornianFB-Reg
    /CalisMTBol
    /CalistoMT
    /CalistoMT-BoldItalic
    /CalistoMT-Italic
    /Cambria
    /Cambria-Bold
    /Cambria-BoldItalic
    /Cambria-Italic
    /CambriaMath
    /Candara
    /Candara-Bold
    /Candara-BoldItalic
    /Candara-Italic
    /Castellar
    /Centaur
    /Century
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CenturySchoolbook
    /CenturySchoolbook-Bold
    /CenturySchoolbook-BoldItalic
    /CenturySchoolbook-Italic
    /Chiller-Regular
    /ColonnaMT
    /ComicSansMS
    /ComicSansMS-Bold
    /Consolas
    /Consolas-Bold
    /Consolas-BoldItalic
    /Consolas-Italic
    /Constantia
    /Constantia-Bold
    /Constantia-BoldItalic
    /Constantia-Italic
    /CooperBlack
    /CopperplateGothic-Bold
    /CopperplateGothic-Light
    /Corbel
    /Corbel-Bold
    /Corbel-BoldItalic
    /Corbel-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /CurlzMT
    /DejaVuSans
    /DejaVuSans-Bold
    /DejaVuSans-BoldOblique
    /DejaVuSansCondensed
    /DejaVuSansCondensed-Bold
    /DejaVuSansCondensed-BoldOblique
    /DejaVuSansCondensed-Oblique
    /DejaVuSans-ExtraLight
    /DejaVuSansMono
    /DejaVuSansMono-Bold
    /DejaVuSansMono-BoldOblique
    /DejaVuSansMono-Oblique
    /DejaVuSans-Oblique
    /DejaVuSerif
    /DejaVuSerif-Bold
    /DejaVuSerif-BoldItalic
    /DejaVuSerifCondensed
    /DejaVuSerifCondensed-Bold
    /DejaVuSerifCondensed-BoldItalic
    /DejaVuSerifCondensed-Italic
    /DejaVuSerif-Italic
    /Dotum
    /DotumChe
    /EdwardianScriptITC
    /Elephant-Italic
    /Elephant-Regular
    /EngraversMT
    /ErasITC-Bold
    /ErasITC-Demi
    /ErasITC-Light
    /ErasITC-Medium
    /EstrangeloEdessa
    /Euclid
    /Euclid-Bold
    /Euclid-BoldItalic
    /EuclidExtra
    /EuclidExtra-Bold
    /EuclidFraktur
    /EuclidFraktur-Bold
    /Euclid-Italic
    /EuclidMathOne
    /EuclidMathOne-Bold
    /EuclidMathTwo
    /EuclidMathTwo-Bold
    /EuclidSymbol
    /EuclidSymbol-Bold
    /EuclidSymbol-BoldItalic
    /EuclidSymbol-Italic
    /FangSong_GB2312
    /FelixTitlingMT
    /FencesPlain
    /FootlightMTLight
    /ForteMT
    /FranklinGothic-Book
    /FranklinGothic-BookItalic
    /FranklinGothic-Demi
    /FranklinGothic-DemiCond
    /FranklinGothic-DemiItalic
    /FranklinGothic-Heavy
    /FranklinGothic-HeavyItalic
    /FranklinGothic-Medium
    /FranklinGothic-MediumCond
    /FranklinGothic-MediumItalic
    /FreestyleScript-Regular
    /FrenchScriptMT
    /FZSTK--GBK1-0
    /FZSY--SURROGATE-0
    /FZYTK--GBK1-0
    /Garamond
    /Garamond-Bold
    /Garamond-Italic
    /Gautami
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Gigi-Regular
    /GillSansMT
    /GillSansMT-Bold
    /GillSansMT-BoldItalic
    /GillSansMT-Condensed
    /GillSansMT-ExtraCondensedBold
    /GillSansMT-Italic
    /GillSans-UltraBold
    /GillSans-UltraBoldCondensed
    /GloucesterMT-ExtraCondensed
    /GoudyOldStyleT-Bold
    /GoudyOldStyleT-Italic
    /GoudyOldStyleT-Regular
    /GoudyStout
    /Gulim
    /GulimChe
    /Gungsuh
    /GungsuhChe
    /Haettenschweiler
    /HarlowSolid
    /Harrington
    /HighTowerText-Italic
    /HighTowerText-Reg
    /Impact
    /ImprintMT-Shadow
    /InformalRoman-Regular
    /Jokerman-Regular
    /JuiceITC-Regular
    /KaiTi_GB2312
    /Kartika
    /KristenITC-Regular
    /KunstlerScript
    /Latha
    /LatinWide
    /LingoesUnicode
    /LiSu
    /LucidaBright
    /LucidaBright-Demi
    /LucidaBright-DemiItalic
    /LucidaBright-Italic
    /LucidaCalligraphy-Italic
    /LucidaConsole
    /LucidaFax
    /LucidaFax-Demi
    /LucidaFax-DemiItalic
    /LucidaFax-Italic
    /LucidaHandwriting-Italic
    /LucidaSans
    /LucidaSans-Demi
    /LucidaSans-DemiItalic
    /LucidaSans-Italic
    /LucidaSans-Typewriter
    /LucidaSans-TypewriterBold
    /LucidaSans-TypewriterBoldOblique
    /LucidaSans-TypewriterOblique
    /LucidaSansUnicode
    /Magneto-Bold
    /MaiandraGD-Regular
    /Mangal-Regular
    /MaturaMTScriptCapitals
    /MicrosoftSansSerif
    /MicrosoftYaHei
    /MingLiU
    /Mistral
    /Modern-Regular
    /MonotypeCorsiva
    /MS-Gothic
    /MS-Mincho
    /MSOutlook
    /MS-PGothic
    /MS-PMincho
    /MSReferenceSansSerif
    /MSReferenceSpecialty
    /MS-UIGothic
    /MT-Extra
    /MVBoli
    /MyriadWebPro
    /MyriadWebPro-Bold
    /MyriadWebPro-Condensed
    /MyriadWebPro-CondensedItalic
    /MyriadWebPro-Italic
    /NiagaraEngraved-Reg
    /NiagaraSolid-Reg
    /NSimSun
    /OCRAExtended
    /OldEnglishTextMT
    /Onyx
    /OpenSymbol
    /PalaceScriptMT
    /PalatinoLinotype-Bold
    /PalatinoLinotype-BoldItalic
    /PalatinoLinotype-Italic
    /PalatinoLinotype-Roman
    /Papyrus-Regular
    /Parchment-Regular
    /Perpetua
    /Perpetua-Bold
    /Perpetua-BoldItalic
    /Perpetua-Italic
    /PerpetuaTitlingMT-Bold
    /PerpetuaTitlingMT-Light
    /Playbill
    /PMingLiU
    /PoorRichard-Regular
    /Pristina-Regular
    /Raavi
    /RageItalic
    /Ravie
    /Rockwell
    /Rockwell-Bold
    /Rockwell-BoldItalic
    /Rockwell-Condensed
    /Rockwell-CondensedBold
    /Rockwell-ExtraBold
    /Rockwell-Italic
    /ScriptMTBold
    /SegoeUI
    /SegoeUI-Bold
    /SegoeUI-BoldItalic
    /SegoeUI-Italic
    /ShowcardGothic-Reg
    /Shruti
    /SimHei
    /SimSun
    /SimSun-PUA
    /SnapITC-Regular
    /STCaiyun
    /Stencil
    /STFangsong
    /STHupo
    /STKaiti
    /STLiti
    /STSong
    /STXihei
    /STXingkai
    /STXinwei
    /STZhongsong
    /Sylfaen
    /SymbolMT
    /Tahoma
    /Tahoma-Bold
    /TempusSansITC
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Tunga-Regular
    /TwCenMT-Bold
    /TwCenMT-BoldItalic
    /TwCenMT-Condensed
    /TwCenMT-CondensedBold
    /TwCenMT-CondensedExtraBold
    /TwCenMT-Italic
    /TwCenMT-Regular
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
    /VinerHandITC
    /Vivaldii
    /VladimirScript
    /Vrinda
    /Webdings
    /Wingdings2
    /Wingdings3
    /Wingdings-Regular
    /YouYuan
    /ZWAdobeF
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice


