B ERLEAREEARTLAALE
7R+ L

W RRA BE

BEAEHARBRELERZXERE
- B M RS B RAH

An Empirical Study on Capital Structure and Financing Decisions
-Evidences from East Asian Tigers and Japan
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In general, managers make financial decisions of corporations by two ways which includes internal

financing and external financing. The internal financing is the using of retained earnings. The external

financing is the usage of equity, debt, hybrid securities. Based on these two kinds of financial behaviors,
the capital structures of companies could be shaped differently. As a consequence, it is an important issue
fbr managements how to minimize financial costs and maximize shareholders’ equity.

According to mentioned above, several theories explaining financial behaviors have been developed.
Thcre are the Modigliani-Miller theorcm the trade-off theory, the pecking order theory and the market
ltiming theory. Data of previous studies are from the United States, G7 or Dutch firms. According to most
ose findings, firms from all countries rebalance their leverage and results are more in line with the
mamic trade-off theory rather than the equity market timing hypothesis of capital structure. In our study,
¢ tend to examine financing behaviors in Asian countries. We select several sample including Hong
hng, Japan, Korea, Singapore, and Taiwan. Due to quite homogeneous of these countries in their level of]
onomic development, we draw these five highly developed countries in Asia to compare with previous
udies. In the present study, we re-examine the model developed by Kayhan and Titman (2007) to provide

vidences about the broad patterns of financing activity in Asian developed markets.

Based on our findings above, although several elements have the impact on capital structure temporaril
rms from all countries investigated by this study rebalance their leverage following equity issuances. The
esults are more in line with the dynamic trade-off theory rather than the equity market timing or pecking o
othesis of capital structure. In other words, firms have their target capital structures, determined by the
ginal benefits of debt and costs associated with debt. Therefore, this implies that firms adjust their capita
_dufc in response to the temporary shocks that cause their leverage to deviate from the target in East Asij
'Lrs: and Japan, which are highly developed countries in Asia. This outcome would be consistent with the

ious empirical evidences of the US, the Netherlands and G7.
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