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Abstract

The determinants of capital structure have been a widely discussed subject in the finance literature. The purpose
of this paper is to determine whether firm-specific capital structure determinants in the emerging market of
Turkey support the capital structure theories which were developed to explain the company structure in
developed economies. Specifically, we try to answer the following questions: Firstly, are determinants of capital
structure correlated with the leverage that has been declared in the developed economies setting correlated in
Turkey as emerging market as well? And secondly are the modern capital structure theories (e.g. trade-off and
pecking-order hypothesis) valid in explaining capital structure of the Turkish companies? In this paper, we apply
econometric techniques and panel data analyses. We empirically examine the capital structure of 242 companies
of different sectors that are traded in Istanbul Stock Exchange (ISE). In the period of 2000-2009 depending on
the findings of the panel data analysis, we can conclude that Turkish companies do not have debt ratio targets.
We suggest that Turkish companies follow a hierarchical company structure. More specifically, we claim that
trade-off theory is less successful than the pecking order hypothesis in explaining the capital structure of the
Turkish companies. Therefore, Turkish companies are following pecking-order hypothesis in their debt
behaviors.

Keywords: capital structure, panel data, market value, emerging markets, Istanbul Stock Exchange
1. Introduction

The determinants of capital structure have been a widely discussed subject in the finance literature. Over the last
five decades, the ability of financial theory to explain capital structure decisions has progressed remarkably.
Researches propose theoretical models to explain capital structure patterns across companies and countries, and
to provide empirical support to application of these models for the real business world (Modigliani and Miller
1958, Jensen and Meckling 1976, Myers 1977, Harris and Raviv 1991). A great number of researchers focused
on capital structure decisions of publicly traded companies in emerging countries (Delcoure 2007; Chen 2004).

The empirical researches on the capital structure decisions of companies, which first appeared in the 1980s
(Marsh; 1982; Breadly et al., 1984; Friend and Lang, 1988) and have continued since then, are mostly based on
data collected from developed markets (USA, Japan, Germany, U.K., France, Italy and Canada etc.). Some
examples of these studies are Titman and Wessels (1988), Hodder and Senbet (1990), Harris and Raviv (1991),
Rajan and Zingales (1995), Wald (1999), Graham and Harvey (2001), Ozkan (2001), Chui et al. (2002), Bevan
and Danbolt (2002), Giannetti (2003), Bancel and Mittoo (2004), Hall et al. (2004, ), Song and Philippatos
(2004), Gaud et al. (2005), Brounen et al. (2006), and Mahajan and Tartaroglu (2008). In addition, a few studies
that considered emerging markets (Brazil, Mexico, China, India, South Korea, Jordan, Malaysia, Pakistan,
Thailand, Turkey and Zimbabwe etc.) have been performed. For example, Booth et al. (2001) is a pioneering
study on the capital structures of emerging markets. Other studies are: Chen (2004), Pandey (2001), Pandey et al.
(2001), Annuar and Shamsher (1993) and Ariff (1998). In general, empirical studies have been in two different
fields: the developed markets and the emerging markets. Because, the institutional structures of the companies in
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developed markets are different from the structures of those in the developing markets.

In this paper, we examine the changes in the capital structure of Turkish companies. The purpose of this paper is
to determine whether firm-specific capital structure determinants in the emerging market of Turkey support the
capital structure theories which were developed to explain the company structures in developed economies. In
other words, the main motivation for this study is to highlight the role of firm characteristics and
country-specific variables in determining capital structure. Specifically, we try to answer the following
questions: Firstly, are determinants of capital structure correlated with leverage that have been declared in the
Developed Economies setting correlated in Turkey as emerging market as well? And secondly are the modern
capital structure theories (e.g. trade-off and pecking-order hypothesis) useful in explaining capital structure of
the Turkish companies within the emerging markets?

In this paper, we apply econometric techniques and panel data analyses (Chen, 2004; Cheng and Shiu, 2007;
Fattouh et al., 2005; Kovenock and Phillips, 1997; Menendez and Gomez, 2000). We empirically examine the
capital structure of 242 companies of various sectors that are traded in Istanbul Stock Exchange (ISE). We
analyzed the capital structure determinants for companies. Apparently, firm-specific factors correlated with
capital structure in emerging markets are similarly correlated in developed economies. This result is consistent
with Booth et al. (2001) and Pandey (2001). These findings showed that firm-specific factors are important in
determining capital structure. Aside from the difference of firm-specific factors, there are other institutional
differences like economic development, financial market-specific factors (creditor and shareholder rights, level
of market development, development of financial intermediaries, and the efficacy of the legal system) and
country-specific factors (gross domestic product, inflation, tax rate, and loan rate).

The remainder of the paper is organized as follows: In the next section, we provide an overview of theories of
capital structure and also cover the measures of the leverage and firm- and country-specific determinants of
capital structure. In Section 2, we give the data source and methodology. In Section 3, we present our empirical
method. We discuss the empirical results of our study in Section 4. In Section 5, we give the general conclusions
that can be drawn from the findings of the study and suggestions for future research.

2. Data Source and Methodology

This study aims to question the validity of the existing capital structure theories used to detect the factors that
influence the individual factors on the capital structure of publicly traded companies and the capital structure
decisions in Turkey, which is an emerging market. Our database consists of the panel data set of 242 companies
for the period of 2000-2009. The panel data has been collected from the yearly financial tables of the companies.
The tables of the companies were taken from Istanbul Stock Exchange (ISE). With the collected data, 2420
balanced panels were built.

The dependent variable in this study is the debt ratio. In literature, while some of the empirical studies used book
leverage (Chakraborty, 2010; Chen, 2004; Fattouh et al., 2005), others used market leverage (Deesomsak et al.,
2004; Huang and Song, 2006) as dependent variable. Book leverage is defined as the book value of total debt
divided by the book value of total assets. Market leverage is defined as the book value of the total debt divided
by the book value of total liabilities plus the market value of total equity. This study considers market
value-equity.

There are three measures of leverage in the study. Market short-term debt ratio, Lev-s(mv), is defined as
short-term debt divided by short-term plus market value of equity. Market long-term debt ratio, Lev-1 (mv), is
defined as long-term debt divided by long-term debt plus market value of equity. Market total debt ratio,
Lev-t(mv), is defined as total debt (short-term plus long-term) divided by total debt plus market value of equity.
It should be noted that market book debt ratio (Lev-t(mv)) are used as the main measure of leverage, and the rest
Lev-s(mv) and Lev-1 (mv)) are employed for robustness checks.

Among the firm-specific determinants of capital structure, we discuss profitability, tangibility of assets, size,
growth opportunities, and non-debt tax shields. Also, we take into consideration country-specific determinants
(macro-economic factors) which are economic development, inflation and taxes. The variables used in this study
and their measurements are largely adopted from existing literature. In other words, previous empirical findings
in the context of developed and emerging studies guided the selection of independent variables.

Profitability (PRO): This study uses the ratio of earnings before interest tax depreciation amortization to the total
assets. Tangibility of Assets (TAN): This study uses the ratio of tangible fixed assets to total assets. Firm Size
(FS): We use the natural algorithm of total assets (Tang and Jang, 2007). Growth Opportunities (GO): In our
study, we use the percentage rates of the total assets in years to measure growth opportunities. Non-Debt Tax
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Shields (NDTS): In this study, we use the ratio of yearly depreciation and amortization amount to total assets as
a measure of NDTS, as defined by Ahmad et. Al (2011). Economic Development (ED): The logarithm of
percentage change at the ratio of GDP per capita was used for this study as economic development variable
which is also used by Cheng and Shiu (2007). Inflation (INF): In our research, average of Consumer Price Index
and Producer Price Index was taken into consideration as of inflation rate and it is added to model by taking the
natural logarithm.

Taxes (TAX): In this research, the corporate tax rate of the economy is taken into account as a measure of tax
variable.

As Harris and Raviv (1991) argue, different measures of leverage can produce different results and also can
affect the interpretation of the results. Rajan and Zingales (1995) and Both et al. (2001) point out that the
determinants of capital structures are highly sensitive to choice of leverage. Thus, three different measures of
leverage are employed in this study to examine the determinants of corporate capital structure.

Two different models are used to test the validity of capital structure theories in ISE. As mentioned before,
market leverage is used in the models. The dependent variables calculated depending on the market values and
dependent variables determinant on the capital structure are analysed in terms of the three models given below:

Model-1 (Short Term Leverage):

Lev-s(mv)=po+p1(FS)+ p2(PRO)+ B3(TAN)+ Bo(GO)+ Bs(NDTS)+ ps(ED)+ f(INF)+ ps(TAX) + oy
Model-2 (Long Term Leverage):

Lev-1(mv);= ot p1(FS)+ f2(PRO)+ B3(TAN)+ Bo(GO)+ Bs(NDTS)+ Bs(ED)+ f7(INF)+ Bs(TAX) + oy,
Model-3 (Total Leverage):

Lev-t(mv);;= ot 1(FS)+ 2(PRO)+ B3(TAN)+ po(GO)+ fs(NDTS)+ ps(ED)+ fi;(INF)+ ps(TAX) + oy

Bo stands for model constant, ; stands for the coefficiency of independent variables, i stands for the firm number
(N=243), t stands for the number of the years (T=10) and a; stands for the error term.

Since the models included in regression are analysed by panel data analysis, the problem of heteroscedasticity
may occur. To test whether heteroscedasticity problems exists or not we ran the Lagrange Multiplier (LM) test.
The heteroscedasticity in the error term was fixed by the use of White (1980) estimator. Maximum likelihood
method was used to fix the problem of autocorrelation, namely detecting correlation between the sequential error
effects.

3. Panel Data Analysis

In order to determine the firm-and country-specific factors of capital structure in the emerging markets we used
panel data analysis as the econometric analysis technique. The panel data analysis can be defined as a technique
which uses cross data of the time dimension to predict the economical relations (Greene, 2003). The panel data
analysis uses the affects of time as much as it uses the affects of the cross sections (Wooldridge, 2002). Thus, the
analysis makes use of the data which has both time dimension and cross section dimension. Among the reasons
why this technique has been preferred over the other techniques is that the technique lets us to control the covert
effects which may be related the parameters within the set-up capital structure model. Furthermore, we expect
that modelling the financial data set such that it will have both the time dimension and the cross section
dimension will lead us to more accurate results.

Panel data analysis is superior to time series analysis and the cross section analysis. First of all in the panel data
analyses we do not encounter the problem of observation number deficiency which is common in time series and
cross section analysis. That’s because, the cross observations collected throughout a period are combined, thus,
the number of observations increases (Sun and Parikh, 2001). Secondly, since panel data analysis diminishes the
interaction between the variables the parameters will be more reliable (Hsiao, 1999). This enhances variation and
flow of information. In addition to these, panel data analysis may be used to 133nalyse more complex models
when compared to time series analysis and cross section analysis (Gujarati, 2003). Further advantages of panel
data analysis can be named as follows (Baltagi, 2001 and Balestra, 1992): It prevents the data loss due to the
collection. It reduces the number of multicollinearity problems. It displays higher degrees of significance.

By and large, the models formed to make premises using panel data analysis are based on assumptions on
features of error terms and on the instability of coefficients. These models can supply statistical information
among groups of variables and among time periods. The most common models of this kind are the fixed effects
model and random effects model.
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The fixed effects model assumes that the coefficiencies are change among the units or among units and time.
That is, the differences in the fixed effects determine the differences in behaviors of units, taking the slope
coefficiencies as constant (Yaffee, 2003). The model considers the individual effects of the companies as a fixed
effect (Greene, 2003). To prove the existence of effects, the fixed effects model, which is relatively easy to
apply, tests the hypothesis that group-specific fixed effects are not equal to each other.

The random effects model was developed to overcome the loss of the degree of significance in the fixed effects
model. The model accepts that constant coefficiencies among the units do not vary. This model, in which the
individual effects of the companies are coincidental, assumes that the constant will be determined randomly in
order to obtain unconsidered independent variables or the error. The model works on the basis of this assumption
(Tunay, 2009).

The most common way to decide which panel data analysis should be used is the Specification Test. The test
helps to determine which model would result in better premises. If the coefficiencies are irrelevant, the random
effects model should be used. If they are relevant, the fixed effects model should be used (Hausman and Taylor,
1981).

4. Empirical Analysis
4.1 Descriptive Statistics

Descriptive statistics (mean and standart deviation) for the variables are given in Table 1. In Table 1 Panel-A,
there is brief statistics about leverage ratios which are used as dependent variable in the study. When the
summary statistics in the table are examined, in general, total debt included leverage ratios seems to be higher
than leverage ratios which is calculated by short and long term debt ratios.

Table 1. Summary statistics for leverage and its determinants (2000-2009)

Panel-A: Dependent Variables

Firm-year observations Mean Std.dev.
Lev-s(mv) 2178 0.287 0.221
Lev-1 (mv) 2178 0.101 0.126
Lev-t(mv) 2178 0.394 0.264
Panel-B: Independent Variables

Firm-year observations Mean Std.dev.
FS (log) 2178 13.384 1.803
PRO (%) 2178 2.735 17.918
TAN 2178 0.311 0.235
GO(%) 2178 39.24 140.077
NDTS 2178 0.071 0.643
ED 2178 0.048 0.597
INF 2178 0.093 2.765
TAX 2178 0.216 0.046

This table presents descriptive statistics for the variables used in our models. The data are from the Istanbul
Stock Exchange and the sample contains 243 Turkish firms listed on the Istanbul Stock Exchange for which we
have ten years of data for the period 2000-2009. Lev-s(mv), is defined as short-term debt divided by short-term
plus market value of equity; Lev-1 (mv), is defined as long-term debt divided by long-term debt plus market
value of equity; Lev-t(mv), is defined as total debt (short-term plus long-term) divided by total debt plus market
value of equity. And then, FS, is the natural logarithm of total assets; PRO, is the ratio earnings before interest,
taxes, depreciation and amortization to total assets; TAN, is measured by the ratio of net fixed assets to total
assets; GO, is the growth rate in total assets; NDTS, is the ratio of annual depreciation expenses to total assets;
ED is, percentage growth rate of GDP per capita was regarded. INF calculated by getting algorithms of average
PPI and CPI. TAX calculated by annual corporate tax ratio.

Average Lev-t(mv) ratio is 0.39 and for Lev-s(mv) and Lev-1(mv) ratios are approximately and respectively 0.29
and 0.10 for the data set of 242 firm within the 10 years period. Chakraborty (2010) found a higher average ratio
(0.75) for Lev-t(mv). Contrarily, Huang and Song (2006) found a lower average value (0.12) for Lev-t(mv). The
largest value for dependent variable’s standard deviation belongs to total leverage ratio (0.26). That the total
leverage ratio takes a larger value compared to the short and long term leverage ratios confirms the situation.
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Panel-B in Table 1 presents summary statistics of the dependent variables in the period of 2000-2009. The
statistics given here are similar to those presented by Chakraborty (2010). In Panel-B, it is seen that FS average
is 13.38, profitability rate is 2.73% and that 31% of the assets is of fixed assets. Additionally the growth rate of
the Turkish companies is 39% and external debt shield is of %7 in average. When we look at the macro
economic variables, the average GDP per capita growth rate in the country is 4.8%. Inflation rate is in a
downward trend since the year of 2002 and is around 9.3%. Also average corporation taxes are 21.6%.

Table 2 below displays the correlation coefficiencies between the variables. It is clear that the dependent
variables are related to each other. Correlation coefficient between Lev-s(bv) and Lev-s(mv) is 0.82; it is 0.81
between Lev-1(bv) and Lev-I(mv) and it is 0.78 between Lev-t(bv) and Lev-t(mv). As it is seen, short term debt
has the highest relation coefficient. Similar findings were found in the studies of Huang and Song (2006).

Table 2. Correlation coefficients between variables and VIF coefficients

Variables Lev-s(mv) Lev-1 (mv) Lev-t(mv) FS PRO TAN GO NDTS ED INF TAX VIF

Lev-s(mv) 1.00 -

Lev-1 (mv) 0.07 1.00 -

Lev-t(mv) 0.86 0.53 1.00 -

FS 0.13 0.25 0.24 1.00 1.06
PRO -0.27 -0.14 -0.31 0.10 1.00 1.04
TAN -0.00 0.33 0.15 0.29 -0.13 1.00 1.07
GO 0.09 -0.04 0.06 0.03 0.09 -0.07  1.00 1.01
NDTS 0.06 -0.00 0.04 -0.03  0.03 0.03 -0.02  1.00 1.00
ED -0.05 -0.06 -0.09 0.03 -0.05  -0.02 0.11 0.07 1.00 2.67
INF -0.04 -0.09 -0.15 0.06 -0.16  0.12 -0.27  0.13 -0.07  1.00 3.55
TAX 0.05 0.08 0.10 0.01 0.14 -0.13  -0.05 0.10 0.16 0.12  1.00 8.66

This table presents descriptive statistics for the variables used in our models. The data are from the Istanbul
Stock Exchange and the sample contains 243 Turkish firms listed on the Istanbul Stock Exchange for which we
have ten years of data for the period 2000-2009. Lev-s(mv), is defined as short-term debt divided by short-term
plus market value of equity; Lev-1 (mv), is defined as long-term debt divided by long-term debt plus market
value of equity; Lev-t(mv), is defined as total debt (short-term plus long-term) divided by total debt plus market
value of equity. And then, FS, is the natural logarithm of total assets; PRO, is the ratio earnings before interest,
taxes, depreciation and amortization to total assets; TAN, is measured by the ratio of net fixed assets to total
assets; GO, is the growth rate in total assets; NDTS, is the ratio of annual depreciation expenses to total assets;
ED is, percentage growth rate of GDP per capita was regarded. INF calculated by getting algorithms of average
PPI and CPI. TAX calculated by annual corporate tax ratio.

When we look at the explanatory variables, there is a high relation between TAN and FS (with correlation
coefficient 0.29). Also, especially with the variables of FS, PRO, INF and TAX have both positive and negative
relation with leverage ratios. Because of higher correlation coefficients, it may cause to multicollinearity error
problems between variables. Variance Inflation Factor-VIF was used to test this situation. According to tests,
VIF values were less than 10, so there was a not multicollinearity error problem between variables (Note 1).
Therefore, all explanatory variables can be used in panel data set at the same time.

4.2 Hausman Specification Test

Hausman specification test has been used to determine which one of the alternative panel analysis methods
(fixed effects model and random effects model) among the 3 panel regression models should be applied. With
regard to this, Hy hypothesis claims that “random effects exist” and H; hypothesis claims that “random effects do
not exist”. The results of the Hausman specification test for the 3 panel regression models are given in Table 3.

Table 3. Hausman specification test results

Models Chi-square statistic Chi-square statistic degrees of freedom P value
Model-1 (short-term leverage) 53.16 8 0.000
Model-2 (long-term leverage) 35.88 8 0.000
Model-3 (total leverage) 97.86 8 0.000
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The results presented in Table 3 show that Hy hypothesis is rejected for leverage models with the significance
level of 1%, thus not all of the individual effects in total leverage models are random, but are fixed. That is to
say, the H; hypothesis which says that fixed effects model is more effective than random effects model.
Consequently, the panel data regression was analyzed by the fixed effects model in this study.

4.3 Empirical Results

In this section, we present and discuss the findings of the panel regression analysis of the models that question
which capital structure theories are suitable and acceptable for the Turkish companies. The fixed effects analysis
was used in the analysis of the model (Table 3).

Initially, leverage Lev-t(mv), the basic dependent variable of Model-3, is presented. Afterwards, we present the
analysis of Model-1 and Model-2, which were set on the basis of market value of the equity and short term
leverage and long term leverage. Table 4 shows the findings of analysis with the dependent variable of leverages
(Lev-t(mv), Lev-l(mv) and Lev-t(mv)).

Table 4. Panel regressions results on total leverage for Turkish-listed companies

. (Model-1) Lev-s(mv) (Model-2) Lev-1(mv) (Model-3) Lev-t(mv)

Dependent variables

Coefficient t-Statistic Coefficient t-Statistic Coefficient t-Statistic
Intercept 0.004 (0.036) -0.284 5.016)* -0.3476 (-3.005)*
FS 0.015 (4.654)* 0.0630 (5.224)* 0.0262 (9.876)*
PRO -0.001 (-7.987)* 0.001 (0.036) -0.0130 (-8.234)*
TAN -0.076 (-4.001)* -0.154 (-7.102)* -0,0036 (-0.298)
GO 0.002 (0.077)* -0.001 (-0.654) 0.001 (3.776) *
NDTS -0.014 (3.175)* 0.001 (0.023) -0.008 (-1.002) ***
ED -0.2654 (-2.8876)*** -0.3540 (-3.8876)** -0.5885 (-3.7765)***
INF -0.0451 (-1.0942)** -0.0582 (-1.2374)*** -0.0656 (-0.4326)**
TAX 0.1076 (1.0853) 0.1509 (1.8765)*** 0.2786 (2.6540)*
No. of obs. 2178 2178 2178
Adj-R? 0.68 0.59 0.73

Notes: *, ** and *** mean statistically different from zero at the 1%, 5% and 10% level, respectively. t-values are in parenthesis.

This table presents OLS regression using panel data with fixed effect. The data are from the Istanbul Stock
Exchange and the sample contains 243 Turkish firms listed on the istanbul Stock Exchange for which we have
ten years of data for the period 2000-2009. Lev-t(bv), is defined as total debt (short-term plus long-term)divided
by total debt plus book value of equity. And then, book value of equity is replaced by market value of equity
Lev-t(bv) become market total debt ratio (Lev-t(mv)). FS, is the natural logarithm of total assets; PRO, is the
ratio earnings before interest, taxes, depreciation and amortization to total assets; TAN, is measured by the ratio
of net fixed assets to total assets; GO, is the growth rate in total assets; NDTS, is the ratio of annual depreciation
expenses to total assets. ED is, percentage growth rate of GDP per capita was regarded. INF calculated by
getting algorithms of average PPI and CPI. TAX calculated by annual corporate tax ratio.

In Table 4, we see that there is a statistically significant positive relation between FS and leverage ratio
calculated by the total debt ratio (Model-3). Findings of all of the regression models with FS variable are
congruent with the theoretical and empirical expectations. With regard to this, we can claim that as the assets
ratio gets bigger, the loan rates rise as well. In the analyses using different leverages (Model-1 and Model-2), we
have found similar results. Accordingly, as FS gets bigger, the expectation of lowering the agency costs will
drive the companies to undergo more debt, which makes a higher possibility for the small companies than for the
big companies. This result is congruent with the expectations of the trade-off theory.

The findings of the panel regression analysis show that pecking order hypothesis is valid for the Turkish
companies since the profitability is significantly negative, in parallel with theoretical expectations. In all of the
models, except from Model-2, profitability is significant (Table 4). According to these findings, we can assert
that the highly profitable Turkish companies prefer retained earnings as their funds, thus, their debt ratio is low.
This may be even taken as a sign that shows the companies run lower risk of bankruptcy. In consequence, we
can say that decrease in the debt ratio of the companies in the capital structure shows that equity value increases.
Equivalently, we can argue that the increase in the equity value means that the Turkish companies are not very
much eager to allocate the equity.

Most of the empirical studies report that asset structure has a positive effect on determining the capital structure.
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Contrarily, tests in our study (except for Model-3) have resulted in a significant but negative relationship
between asset structure and leverage. The negative relationship between the leverage and asset structure does not
approve the trade-off theory, which suggests that the companies with more fixed assets in the asset structure
have high debt ratio. With regard to this, we can claim that Turkish companies do not own fixed assets to
collateralize.

Pecking order hypothesis, which suggests that the companies with high growth opportunities would have higher
debt ratio, assumes that the variable of growth and leverage are positively related. According to the regression
models where the variables of growth and of leverage, we detected a positive relation between these two
variables (except for Model-2). We have not recorded a significant relation between growth opportunities and
long term leverage (Lev-1(mv)) for the Turkish companies. In the light of the results of the analysis of the other
models (Model-1 and Model-3), which display significant relations, we can suggest that rapidly growing Turkish
companies cannot meet their needs from the internal funds. That is why they prefer short-term debt. Therefore,
the idea that the directors of the companies which grow in debt would undergo more debt was not approved. In
conclusion we can say that our findings suggest evidence in favour of the pecking order hypothesis.

Contrary to the theoretical expectations, we detected a positive relationship between the NDTS and leverage.
Among the models set up with three variables, Model-2 (representing long term leverage) did not present
significant relation. To put in another way, we can say that amortization value of the assets is not taken in
consideration in the case of long term debt. All of the other models, namely Model-3 and Model-1 show
significant relations. We can argue that the amortization values are considered in the models which do not
involve long term debt. These findings conflict with the trade-off theory which claims that the companies with
high NDTS would have higher debt ratio.

When we look at the results of country specific variables, coefficient of ED variable is negative as expected in
all models. These coefficients are all statistically meaningful in different levels. This situation shows that, when
the economy grows firms are using equity instead of debt. In another definition, firms are financing their growth
with equities. When we assume all variables are fixed, firms in the more GDP ratio countries are using less debt
compared to the firms in the less GDP ratio countries. One of the other negative macroeconomic variable is INF.
INF has negative and significant relation with capital structure. According to this, increase in the inflation ratio
makes debt financing more costly, so firms are using less debt in the high inflation periods. According to results
of our analysis, TAX is the most important variable from country specific variables in all models. TAX variable
coefficient has statistically positive and significant relation with capital structure in all models except Model-1.
Positive coefficient as expected shows that, firms are using more debt to get benefit of tax shield.

In general, our findings are in accordance with the theoretical expectations and previous empirical studies. In the
basic model (Model-3) the variables of FS, GO, and NDTS are marked positively whereas the variables of PRO
and TAN are marked negatively. By and large, the sub-models support the findings presented in Table 4.

5. Conclusion

In our study, we analyzed the effects of the variables such as FS, PRO, TAN, GO, NDTS, ED, INF and TAX on
the capital structure using the panel data analysis. We set up three different models with the dependent variables
of market value of equity. The findings were interpreted in terms of the theories which explain the capital
structure or debt usage of the companies (namely trade-off theory and pecking order hypothesis). Although there
is a wide range of studies questioning the capital structure of companies in the developed countries, it is not the
case for companies in least-developed countries. That is why; our study may be regarded as a step to fill a gap in
the literature with the findings that it presents on the capital structure preferences of the companies in the
emerging stock market of Turkey.

Our study aims at defining which firm- and country-specific factors are determinants on the capital structure and
which of the present company structure theories are explanatory for the emerging market of Turkey. The
findings presented in our study are statistically significant for all of the variables (even if in different models).
That is to say, FS, PRO, TAN, GO, NDTS, ED, INF and TAX explain the dependent variables. Depending on
the findings of the panel data analysis, we conclude that Turkish companies do not have target debt ratio. We can
suggest that Turkish companies follow a hierarchical company structure. More specifically, we claim that
trade-off theory is less successful than the pecking order hypothesis in explaining the capital structure of the
Turkish companies. Therefore, Turkish companies are following pecking-order hypothesis in their debt
behaviors.

Specifically, we can say that bigger companies tend to have higher debt ratios when compared to the small
companies. In addition we can suggest that profitable Turkish companies prefer less debt. The companies with
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large amounts of fixed assets tend to display lower debt ratios. The Turkish companies with high growth
opportunities may have high debt ratios, contrary to the expectations. The Turkish companies with high NDTS
may be asserted as willing to have high debt ratios. Also, Turkish companies choose to finance with equities in
the periods of high inflation and high growth, whereas choose the debt financing in periods of high tax ratios to
get benefits of tax shield.

In our study, we concentrated on the firm- and country-specific factor determinants on the company structure. In
addition to these firm-specific factors, the special factors of financial market are considered to be relatively
influential on the capital structure. The later factors have more importance in the emerging markets than they are
in the economy of developed countries. In this regard, the capital structure decisions should be tested in terms of
creditor and shareholder rights, level of market development, development of financial intermediaries, and the
efficacy of the legal system. Testing the capital structure theories by taking all of these three different factors
offers a promising research subject for the future studies.
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