01SaNsuUSISSSND UM

Capital Structures of Listed Firms in ASEAN

Dr.Pornpen Thippayana Ph.D.*
UNANED

mﬁﬂmiﬁaﬁﬂmﬁaﬂﬁaﬁﬁmasia‘[maa%’wL‘Eunwum 3,750 US¥naanyiloulua@euy
AudeyaseUious wa. 2503 f 2554 s2viaAu 45,000 freg1s Tinmeideyalaglinisiase
annREYI5 pooled ordinary least squared NANIIANBINUIT VUIAAANIT AUNTNENN2T TFURUS
Ls'?mmﬂﬁ’Ué’mﬂmiﬁwﬁaéNﬁﬁaﬁwﬁm ‘Lusumsﬁmmmmaalumiﬁwﬁﬂs nsAule dnInAaes
wardnsmenide duiusnndutusasnstenteaditoddy maamaamumw&u,avaﬁizuﬂﬁu
i1z og19l3fina non-debt tax shield lmJmmamwuﬁﬂuamm'ﬁﬂamivavEJ'nmmammmm
widlauduitusiudnsnisteniinuienwdy dunnudumuvesdensldiieuduiusiusng
msnevilunniieny. munificence way fuil HHI Fadudnuasvosgramnysy Sdmiusaniuiusnm
ﬂwsdawﬁizazsJnmmﬁaﬁhmmméwﬁﬂaﬁﬁm drutladusngg YesanvazUsewne ddunusunedu
fushmmsnenisserenmuyarnainegisditodrdy uenanddnsmanontvesuisvluudas
gramssuLazlulAazUszmaliauLanmAeiY

9

Abstract :

This paper examines factors affecting capital structure of listed firms in ASEAN.
The 3,750 samples are collected annually for 12 years from the year 2000 to 2011 resulting
to 45,000 firm-year observations. The pooled ordinary least squared regression is used in
analysis. The results shows firm size and tangibility are significantly positive related to leverage,
while profitability, growth, liquidity, and interest rate are significantly negative related
to leverage, consistent to theories and prior studies. However, non-debt tax shield is insignificant
related to long-term debt market leverage, but significant related to other leverages.
Business volatility is insignificant related to all leverages. The Munificence and HH index as an
industry-specific factors are significantly negative related to long-term debt market leverage.
The country-specific factors are significantly related to long-term debt market leverage.

Moreover, there are differences of leverage across industries and countries.

* Ph.D. Student at NIDA Business School
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1. Introduction

There are typical two types in which any business can raise money-debt or equity,
sometimes it can be categorized as internal and external financing. The different choice of
financing decision is critical issues for all firms, especially the long-term financing. The capital
structure is defined as the source of firms’ financing mix decisions, which leads to a firm’s
future investment opportunity. Generally, a firm raises funds from mixed sources i.e. debt,
equity, and hybrid securities in order to generate its assets, operations, and future growth
opportunity. Hence, capital structure decisions are one of the most interesting issues
in corporate finance that can reflect to the maximization of the firm’s value. Likewise,
capital structure choices are related to the cost of capital and capital budgeting decisions.
In the papers of Modigliani and Miller (1958), capital structure or the method of financing was
basically shown to be irrelevant to the value of the firm under perfect market assumptions,
then Modigliani and Miller (1963) argued that capital structure was relevant to firm value under
taxation conditions. Subsequent researchers have relaxed assumptions such as bankruptcy
costs, non-debt tax shields, agency costs, asymmetric information, and have introduced
capital market frictions into the model. Seemingly, the main factors affecting capital
structure decisions are related to these frictions.

In prior studies on capital structure mainly focus on the determinants of leverage at
firm-specific characteristic, some studied on country-specific factors affecting on leverage
across time (Booth et al., 2001; Antoniou et al., 2008; De Jong et al., 2008). However,
the industry-specific variables effect on capital structure is few mentioned in previous
studies especially in ASEAN countries. Although the majority of capital structure papers
include dummy variables representing different industries, only a few include variables that
classify each industry. Remmers (1974) shows that even though industry-level variables are
insignificant the U.S., the Netherlands and Norway, but it is matter for the leverage of Japan
and France. Kester (1986) also finds that Japanese firms in heavy manufacturing sector
have greater the book-value leverage than those of the U.S. companies. However, country-
specific factors are possibly more important than industry-specific factors due to influence
of cultural difference (Sekely and Collins, 1988). The optimal capital structure mix has differed
from industry to industry (Kim, 1997) and also from country to country (Wald, 1999).
Up to now, the study of industry classification affecting financial leverage mostly covers

developed countries data.
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The various leverage ratios in term of both book and market value are utilized
as proxies of capital structure in earlier studies. Following Kayo and Kimura (2011), the
debt financing measured by the long-term debt market-value leverage, applying to context
of all firms in ASEAN 6 countries for the year 2000-2011 in Table 1, Vietnam has the lowest
financial leverage, followed by Singapore, the Philippines, Malaysia, Thailand, and Indonesia.
The range of average market leverage is 12.67% to 19.33%. Obviously, there are different
leverage ratios across country, therefore country factors and even culture differences

may have a marked influence on capital structure.

Table 1 Leverage ratio (LR) by Country in ASEAN during 2000-2011

Country Average LR (%) S.D. No. of observations
Vietnam 12.67 20.69 2,758
Singapore 13.27 18.87 6,238
The Philippines 13.85 22.52 2,362
Malaysia 16.05 20.48 8,717
Thailand 17.99 24.47 5,029
Indonesia 19.33 26.27 3,821

Source: Research data

As few papers analyzing the influence of industry-level factors in explaining firm financial
leverage as compared to papers focusing on firm and country factors, so this paper provides
a deeper investigation of industry influence on a firm’s capital structure in ASEAN data. Hence,
the paper is to compare and understand capital structures alternatives made by the ASEAN
6 countries; namely Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Vietnam.
Specifically, the paper is to evaluate the influence of characteristic of firm, industry and
country on firm financial leverage of ASEAN.

The paper proceeds as follows. Section 1 introduces significance of study, research
question and objective. Section 2 summaries relevant theories and literatures. Section 3
describes data, methodology of study and hypotheses. Section 4 presents statistical data

and empirical results. Section 5 concludes
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2. Literature review

Trade-off theory (Kraus and Litzenberger, 1973) proposes that firms balance their
benefits and costs from their financing choices. Firms favor debt financing over equity issuing
because of gain from debt tax shield. But, there are also bankruptcy cost, cost of financial
distress for debt financing. The more debt is employed, the more are financial distress; or the
higher debt ratio, the higher will be the probability of bankruptcy. Another type of cost that
can be weighed against the debt tax benefit is the agency cost. Jensen and Meckling (1976)
points out those managers of levered firms tend to transfer risk if firms have free cash
flow. Particularly, they favor risky projects that benefit shareholders in case of success,
but create losses on bondholders in case of failure. [This means that managers try to transfer
firm’s wealth from bondholders to shareholders by borrowing more debt and investing
in riskier project.] Thus, rational bond investors prevent this overinvestment problem
by demanding a risk premium and a higher interest payment as a compensation of this
behavior. This type of agency cost reduces the attractiveness for firms to issue debt. This is
the risk-transferring hypothesis.

Myer (1977) proposes that managers of debt-financed firms have incentive to skip
the positive net present value or good projects if only bondholders receive the gains from
these projects. This is the underinvestment hypothesis. Jensen (1986) explains that leverage
create a disciplining effect. Specifically, managers are forced to generate enough cash flow to
meet debt repayments resulting to decrease in ability to invest in overinvested projects.
Meanwhile, dividend payment, share repurchases and interest payment represents a good
signal to the market. This is the free cash flow hypothesis. Although debt can lead
to overinvestment and underinvestment problems and have impact on agency conflicts,
hence managers should consider both agency costs of debt against agency costs of equity.

Pecking order theory is first presented by Myers and Majluf (1984) and Myers (1984).
It is based on asymmetric information between managers and outside investors leading
to adverse selection so that managers will issue new equity when the firm is overvalued only.
Pecking order theory has no predictions about an optimal leverage ratio, but firm’s capital
choice is the results of firm’s financing needs over times with minimizing cost of adverse
selection. The pecking order theory ranks financing sources according to the degree they

are affected by asymmetric information, where internal funds show lowest cost of adverse
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selection and equity financing has the highest adverse selection cost. Therefore a firm firstly
employs internal funds to avoid asymmetric information and adverse selection problem:s;
next a firm will use issuance of debt because of a fixed claim of debt; hybrid securities are
the later way of financing; and issuance of equity is the last financing choice.

Harris and Raviv (1991) documents the determinants of capital structure decisions.
Particularly, leverage of a firm increases with fixed assets, non-debt tax shields, investment
opportunity, and firm size. However, leverage decreases with volatility, advertising expense,
probability of bankruptcy and uniqueness of product. Generally, the studied factors as
determinants should be related to capital structure theories, so they are assumed to proxy
for the underlings that drive these theories. However, they are mostly the firm-level factors
only. The variables that are mostly used in empirical capital structure literature according
to two main capital structure theories; Trade-off and Pecking order. For trade-off theory,
the relations between firm size, profitability, tangibility and leverage ratio are generally
positive; whereas the relations between firm growth, business risk or volatility and leverage
are normally negative. In line with the pecking order theory, it generally predicts inverse
relations between size, profitability, tangibility, volatility and leverage ratio; but the prediction
between growth opportunity and leverage ratio is still uncertain. (Baker and Martin, 2011: 23).
The paper of Frank and Goyal (2009) shows six main determinants of firm capital structure
decisions. Specifically, the level of leverage increases with asset tangibility, firm size, inflation
and type of industry. In contrast, level of leverage decreases with growth opportunity
and profitability. Beyond the firm-specific variables are investigated widely, the industry-level
and country-level variables affecting capital structure are some tested. Kaya and Kimura
(2011) examines multi-level of influence on firm leverage, time-, firm-, industry- and
country-level. Like prior studies firm size, tangibility, srowth opportunity, profitability
and bankruptcy are indicated as firm-level variables. Additionally, three industry variables
of capital structure determinants are munificence, dynamism and Herfindahl-Hirschman
index (HH index). It results that the level of firm and time are the most related to explain
the variances of leverage, however the interactions of firm, industry and country determinants

of leverage show significant roles of all those factors.
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3. Methodology

Samples in the paper are secondary data of firms listed in the stock exchanges
of ASEAN. The total number of listed firms for Indonesia, Malaysia, the Philippines, Singapore,
Thailand and Vietnam are of 437, 941, 236, 740, 567 and 829 firms, respectively. Totally, there
are 3,750 listed firms in ASEAN. Each country comprised of eleven categories of industry;
Oil & Gas, Basic Materials, Industrials, Consumer Goods, Health Care, Consumer Services,
telecommunication, Utilities, Financials. Technology, and Unclassified. Samples are collected
annually for 12 years from the year 2000 to 2011 resulting to 45,000 firm-year observations
in the paper. The samples are obtained from the Datastream and the Work Bank database.
The main independent variable is the long-term debt market leverage as a proxy of capital
structure; however, seven other different definitions of leverage are measured as well. Hence,
the leverage is examined with firm-, industry- and country-specific explanatory variables as

shown in Figure 1.

Dependent Variable Predictor

Stock market development, C1: SMD
Bank development, C2: BANK
Economic development C3: GDP

Inflation, C4: INF

Country-specific Corporate tax, C5: TAX
Leverage Munificence, 11: MUN
(Eight different proxies) Dynamism, 12: DYN
Industry-specific HH Index, 13: HHI

Firm size, F1: SIZE
Profitability, F2: PRO
Tangibility, F3: TAN

Growth opportunity, F4: GRO
Non-debt tax shield, F5: NDTS
Liquidity, F6: LIQ

Cost of debt, F7: INTR

Firm-specific Business risk, F8: VOL

Figure 1 Framework of the Study
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The pooled data is analyzed by using the ordinary least squared regressions. The outliers
are removed by using standardized Z-score and the firms within Financials and Utilities industries
are deleted. The hypotheses for individual factor of each level affecting to leverage ratio are

as follows:

H1: Firm size has positive relation with leverage ratio.

As firm size increase, it is easy for a bigger firm to access the debt financing, resulting
to the higher leverage.
H2: Profitability has negative relation with leverage ratio.

If a firm can generate more profitability, the chance of bankruptcy decrease, and then
a firm can increase its leverage in order to get tax benefit.
H3: Tangibility has positive relation with leverage ratio.

As tangible assets can be used as collateral, the more tangible assets a firm has, the
higher level of financing a firm acquires.
H4d: Growth rate has negative relation with leverage ratio.

Firms with more growth opportunities have less leverage according to the trade-off
theory.
H5: Non-debt tax shield has negative relation with leverage ratio.

Firms with larger amount of non-debt tax shield is tend to use less leverage due to
the tax benefit from their debt financinsg.
H6: Liquidity has negative relation with leverage ratio.

Liquidity of firms increase, implying to high ability to debt service, firms therefore tend
to use less levels of debt.
H7: Cost of debt has negative relation with leverage ratio.

Certainly, firms with high interest rate tend to use less debt according to the trade-off
theory.
H8: Business risk or volatility has negative relation with leverage ratio.

Firms with higher volatility have higher probability of bankruptcy, resulting to use less
leverage.
H9: Munificence (I1: MUN) has negative relation with leverage ratio.

Munificence is the industry environment’s capacity to support a sustained growth.
Hence, firms working in environments with high munificence or plentiful resources tend to

have lower levels of debt, resulting from high profits generated.
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H10: Dynamism has negative relation with leverage ratio.

As suggested in Kayo and Kimura (2011), firms working in more dynamic environments
(industry dynamism) have smaller level of debt.
H11: HH index has negative relation with leverage ratio.

As a small index indicates a competitive industry, therefore the lower index is, those
firms within the industry use more debt financing for business competition.
H12: Stock market development has negative relation with leverage ratio.

As stock markets are more developed and increase efficiency, firms can easily access
equity financing instead of debt financing, reflecting to lower leverage of firms.
H13: Banking development has positive relation with leverage ratio.

As banking sector provides more loans for domestic firms, those firms leverage increase.
H14: Country growth rate has positive relation with leverage ratio.

If economic growth of a country increases, firms certainly increase their levels of debt
financing so as to expand its business opportunity.
H15: Inflation rate has negative relation with leverage ratio.

As inflation rate increase, debt financing of firms decrease due to the higher price of
goods and service.
H16: Corporate tax rate has positive relation with leverage ratio.

If corporate tax rate increases, a firm borrows more in order to take advantage of tax
benefit.
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Table 2 Details of All Relevant Variables

Variable Proxy/Operationalization Symbol | Expected
sign
Leverage ratios (LD) LTD LR
Y1 =LR(LTD)B =
(book and market value) LTD + CE
LTD
Y2 =LR(LTOM = —————
TLD + (MVTB * CE)
Y3 =LR(TD)B =
D+ CE
D
Y4 =|R(MDM = —""""—
TD + (MVTB * CE)
(TL—=CL)
Y5 =LR(TLCLB = ————
(TL—=CL)+ CE
(TL —CL)
Y6 = LR(TLCLM = Y7 =LR(TL)B =
(TL = CL) + (MVTB* CE) TL+TE
TL
Y8 =LR(MLM = ————
TL + (MVTB * TE)
Firm size (F1) natural logarithm of total assets in USD currency = In(total assets) SIZE + (TOT)
- (POT)
Profitability (F2) BT ' PRO or +(TOT)
return on assets (ROA) = E, where EBT= earnings before tax ROA _(POT)
Tangibility (F3) tangible assets TAN +(TOT),
Tangible(fixed) assets-to-total assets ratio = ———
Jensen and
total assets
Meckling
(1976)
- (POT)
(Grossman
and Hart
1982)
Growth opportunity (F4) market-to-book ratio or MVTB GRO - (TOT)
+/- (POT)
Non-debt tax shield (F5) non-debt tax shield= NDTS -
depreciation
total assets
Liquidity (F6) current assets-to-current liabilities ratio LIQ -
Cost of debt (F7) borrowing interest rate INTR -
Volatility or business risk | standard deviation of its return on assets VOL - (TOT,
(F8) POT)
Munificence (11) Regressing time against sales of an industry over a past given | MUN - (Kayo and
period, then taking a ratio of the regression slope coefficient to its Kimura
average sales. 2011) for
emerging

country.
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Dynamism(I2) Standard error of the munificence regression slope coefficient | DYN - (Kayo and
divided by its average sales. Kimura
2011) for
emerging
country, but
insignificant

Herfindahl-Hirschman Herfindalhl-Hirschman index is calculated by the sum of the | HHI - (Kayo and
index (HHI) (13) squares of markets shares of firms within a given industry. Kimura
2011) for
emerging
country.
Stock market o ) mkt cap SMD -
Market capitalization ratio = (Giannetti
2003),

+ for

development (C1) GDP

developed
capital
market.
Bank development (C2) Bank claims on private sector/GDP BANK +
(Demirguc-
Kunt and
Makimovic
1999)
Country growth or | Real GDP growth rate GDP + (Booth et
economic  development al. 2001,
(C3) Fan et al
2003)
Inflation (C4) Inflation rate by consumer price index INF +/-,

- (Homaifar
et al. 1994)
Corporate tax (C5) Tax rate TAX +

The equation of pooled ordinary least squared regressions for firm-, industry- and

country-level factors is:

LRj;=a —+ Bi{:Fl}i,t + BZ{FZ}M + BB{:FB}i,t + B4{F4}i,t + EE{:FS}M + BE[Fﬁ}i,t
+B7(F7); + Ba(F8) ;. + Bo(I1);, + By (12);, + By, (13);, +
+B12(C1);; By3(C2)e + B1a(C3)i + Brs(C4);r + B1e(C5)se + 5

where; LR;, is leverage ratio of firm i year t. B; ... Bz are regression coefficients for firm-
specific. Bg...Byy are regression coefficients for industry-specific. Byz ..-[B1¢ are regression
coefficients for country-specific. F; ...Fg are the firm-specific variables (SIZE, PRO, TAN, GRO,
NDTS, LIQ, INTR, VOL). I, ...I3 are the industry-specific variables (MUN, DYN, HHI). C; ...C< are
the country-specific variables (SMD, BANK, GDP, INF, TAX). &; is error term of firm i year t.
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In order to test how those determinants of leverage ratios affect to each different

industry and country, relevant dummy variables are computed into the regression model.

LR, =a + El{Fl}i,t + Bz{Fz}i,t+[33{F3}i,t + [34{1:4}“ + BE{FE}M + BE{FE}u
+B5(F7)ie + Be(F8) e + Bo (1) + Byp(12)5, + Byy (13); + By (C1);,
+B13(C2);, + B14(C3); + B15(C4);, + B4 (C5);,
+2551 Bi(d_ind;) + X3, By (d_ctry,,) +5;,

where; LR;; is leverage ratio of firm i year t. B4 ... Bg are regression coefficients for firm-
specific. Pg ... P11 are regression coefficients for industry-specific. Bya ... B1g are regression

coefficients for country-specific. B; ... Br—y are regression coefficients for industry

dummies.B, - By—; are regression coefficients for country dummies. Fy ... Fg are the firm-
specific variables (SIZE, PRO, TAN, GRO, NDTS, LIQ, INTR, VOL). I ...I5 are the industry-specific
variables (MUN, DYN, HHI). C; ...C5 are the country-specific variables (SMD, BANK, GDP, INF,
TAX). d_ind; are dummy variables of industry j to k. d_ctry,_ are dummy variables of country

m to n. g is error term of firm i year t.

4. Empirical Results

The leverage as a proxy of capital structure in measured in both book and market
leverage, under the term of long-term debt, total debt, long-term liabilities (total liability
minus current liabilities), and total liabilities. There is not much different leverage of ASEAN
between book and market base in each term. The average ASEAN leverage in term of the
book-, and market total liabilities (44.54%, 43.32%) is the highest, followed by the term of
total debt (29.04%, 28.98%), long-term liabilities (17.30%, 17.85%) and long-term debt
(14.70%, 14.19%). The long-term debt market leverage of all ASEAN is 14.20%. The country
with the highest one is Indonesia (18.70%), followed by Thailand (14.75%), Malaysia (14.52%),
the Philippines (14.37%), Vietnam (13.07%), and Singapore (11.61%). For other proxies of
leverage, the countries with higher leverage are Indonesia and Vietnam, while Singapore and

the Philippines have lower leverage. Details are showed in Table 3.
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Next, the paper investigate variance components of all eight different proxies of leverage
in order to assess amount of variation in a dependent variable that is associated with one or
more random-effects variables. It shows the proportion of variance attributable to a random
effects variable’s main effect and, optionally, the random variable’s interactions with other
factors. Results in Table 4 reveal that the largest amount of variation in each dependent
variable of the study does not result from random-effect variables of country-level and
industry-level. But, the large proportion of leverage is due to the variables of other levels
i.e. firm-level variables.

Table 5 displays correlations between the explanatory predictors in order to check
a problem of multicollinearity. The result shows that firm size (F1: SIZE) is only predictor that
is statistically significant correlated with all other explanatory variables. But, their strength
of correlation is weak. Even tangibility (F3: TAN) has statistically significant relations to all other
independent variables except 3: HHI, but positive moderate relation with non-debt tax shield
(F5: NDTS). However, growth opportunity (F4: GRO), interest rate (F7: INTR), and business
risk (F8: VOL) show significant relationship to some predictors. Industry-specific predictors
show significant correlated to two third of other predictors. However, only stock market
development (C1: SMD) is highly negative relations to inflation (C4: INF) and Tax (C5: TAX).
Overall, the Pearson’s correlations are not beyond +/-0.8, implying that all reviewed
predictors can be included into the model.

Table 6 shows the ASEAN’s estimates for regression models of firms in unregulated
industries, the results show that firm size and tangible assets have statistically significant
positive relations to long-term debt market leverages, and other six proxies of leverages.
However, profitability, firm growth, non-debt tax shield, liquidity, interest rate have statistically
significant negative relations to long-term debt market leverages and others. These are
consistent to theories and prior studies. Only business risk or volatility has a statistically
insignificant effect on leverages. For industry-specific factors, there are statistically significant
negative relations between munificence of industry and market leverages, except the
long-term debt market leverage. However, there are statistically significant negative relations
between dynamic of industry and book leverages, but insignificant effect on the long-term
debt market leverage. The HH index has statistically significant negative relations to long-term
debt market leverages and other six leverages, according to Kayo and Kimura 2011. For country-
specific influence, stock market and bank developments have statistically insignificant
relations to the long-term debt leverage. Economic development has statistically significant

negative relations to all market leverages, contrasting to prior papers. Inflation rate
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has statistically significant positive relations to the long-term debt leverage and others,
but corporate tax has insignificant effect on long-term debt leverage.

Table 7 shows the ASEAN’s estimates for regression models of firms in unregulated
industries, and dummies of industry and country. The results in Table 7 confirm that influences
of firm-specific; firm size, profitability, tangible assets, firm growth, liquidity, interest rate and
business volatility; on leverages are same as in Table7. However, non-debt tax shield in
Table 7 has insignificant relation with the long-term debt leverage. For industry-specific factors
in Table 7, munificence has a statistically significant negative to all market leverages, but
insignificant relations to book leverages. Dynamism has insignificant relations to the long-term
debt market leverage, but significant relations to other three proxies of market leverages.
HH index has statistically significant negative relations to long-term debt market leverage.
For country-specific factors in Table 7, development of stock market, banking, and economic
have statistically significant negative effects on the long-term debt market leverage, while
inflation rate and corporate rate have statistically significant positive effects on the long-term
debt market leverage.

Based on the controlling industry; Consumer Goods; in Table 7, the results show that
firms within industries of Oil & Gas has significantly higher leverage for long-term debt book
and market leverages, and long-term liabilities market leverage; however significantly lower
leverage for total debt and liabilities leverages. Industrials has significantly higher long-term
debt market leverage and other five leverages. Health Care has significantly lower long-term
debt market leverage and other four leverages. Consumer Services has significantly higher
leverage, but lower for some leverage. Telecommunications industry has significantly lower
long-term debt market leverage. Basic Materials and Technology industries have insignificant
long-term debt market leverage. Overall, the industry that shows the significant highest
long-term debt market leverage is Industrials, followed by Gas & QOil, Consumer Services.
However, the industry that shows the significant lowest long-term debt market leverage
is Telecommunications, followed by Health Care.

With regard to the controlling country; Thailand; in Table 7, Indonesia has significantly
lower market leverage than Thailand. Malaysia has significantly higher leverage in term of all
market-value definitions, but significantly lower total debt book leverage than Thailand. The
Philippines has significantly lower leverages in term of long-term debt market value, total debt
of book and market values, and total liabilities market value. Singapore has insignificant higher

long-term debt market leverage, but weakly significant higher total liabilities market leverage.
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Though, Singapore has significantly higher leverages, in term of total debt and total liabilities
book value. Lastly, Vietnam has significantly higher leverages in all proxies. In sum, the country
that provides the highest long-term debt market leverage is Malaysia, followed by Vietnam.
But the country that indicates marginal lowest long-term debt market leverage is the Philippines,

followed by Indonesia.

5. Conclusion

The paper examines firm-, industry-, and country-specific effects on financial leverage
of listed firms in Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Vietnam (ASEAN).
Most of prior papers focus on firm characteristic and few mentions industry-specific variables.
Hence, the paper discusses whether all three level attributes as independent variables affect
to capital structure decisions. The results shows firm size and tangibility are significantly positive
related to leverage, consistent to trade-off theory and prior studies. Profitability is significantly
negative related to leverage, consistent to pecking order theory, while growth opportunity is
significantly negative related to leverage, consistent to trade-off theory. Liquidity and interest
rate are significantly negative related to leverage. Non-debt tax shield is insignificant related
to long-term debt market leverage, but significant negative related to other market leverages.
Business volatility is insignificant related to all leverages.

Munificence and HH index as industry-specific factors are significantly negative related
to long-term debt market leverage, consistent to Kayo and Kimura (2011), but dynamism of
industry is insignificant. The stock market development of the country is significantly negative
related to long-term debt market leverage, consistent to the hypothesis that equity financing
can be raised from stock exchange resulting to lower leverage. Banking and economic
development are significantly negative related to long-term debt market leverage, contrasting
to those hypotheses. Inflation rate is significantly positive related to long-term debt market
leverage, contrasting to the hypothesis, implying that the higher inflation in ASEAN, the higher
long-term debt is used. Corporate tax is significantly positive related to long-term debt market
leverage, consistent to the hypothesis.

Generally, there is different leverage across industries. The only industry that has the
higher leverage than based industry; Consumer Goods; is Industrials for all proxies of leverage.
Specifically, the industries that have significant higher long-term debt leverage than Consumer

Goods are Industrials, followed by Gas & Oil, Consumer Services. However, the industries
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that have significant lower long-term debt leverage than Consumer Goods are Telecommunications,
followed by Health Care.

Comparing leverage among countries, there are differences of leverage across countries
in ASEAN. Countries that have significant higher long-term debt market leverage than Thailand
are Malaysia, followed by Vietnam, while countries that have lower one are the Philippines,
followed by Indonesia. However, Singapore has higher long-term debt market leverage than
Thailand, but insignificant.

Overall, there are influences of the firm-specific factors on all definitions of capital
structure except business volatility, consistent to theories and prior studies. Also, the
country-specific factors are significant related to capital structure, especially to the long-term
debt market leverage. However, some industry-specific factors are significant related to

some capital structure.
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Appendix

Dummy Variables by Country and Industry

Country / Industry Dummy Variable Number of Firms
Country: d idctry
Indonesia d idctryl a37
Malaysia d idctry2 941
Philippines d idctry3 236
Singapore d idctryd 740
Thailand d idctry5 567
Vietnam d idctry6 829
Industry: d idind

Oil & Gas d idind0 103
Basic Materials d idind1 374
Industrials d idind2 1,172
Consumer Goods d idind3 629
Health Care d idind4 98
Consumer Services d idind5 338
Telecommunications d idind6 38
Utilities d idind7 77
Financials d idind8 694
Technology d_idind9 219
Unclassified d_idind999 8




