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Abstract 

Management decision with regard to alternative funding that will be used for the development of 

investment, a debt that is due soon or for the payment of dividends, is a very strategic financial 

decisions as it affects the company's financial performance in both the short and long term. 

Pecking Order Theory is a theory of capital structure that is commonly used by management in 

making funding decisions of the company. Capital structure model based Pecking Order Theory 

using the company's internal variables as independent variables that affect the company's 

capital structure and does not include monetary indicators in particular external variables into 

the model the company's capital structure. The purpose of this study was to determine the effect 

pemoderasian monetary indicators of the validity of the Pecking Order Theory in the Indonesia 

Stock Exchange. Tests using a regression model with panel regersi models that use three 

approaches, namely Pooled least squares, fixed effects and Random Effect. Based on the 

analysis of the regression model, obtained the conclusions that the comparison direction 

coefficient estimated according to the theory with the results of the study, showed a model of 

capital structure Pecking Order Theory, can explain / valid influence of independent variables on 

the capital structure of the issuer's industry non-financial in Indonesian Stock Exchange. 

 

Keywords: Pecking order theory, moderating variables, least square Pooled, Fixed effect and 

Random Effect 

 

 

http://ijecm.co.uk/


© Jonnardi 

Licensed under Creative Common   Page 2 

 

INTRODUCTION 

Sources of funding for the company for investment, repayment of maturing debt or for the 

payment of dividends, the first time will be funded using internal fund source which is the 

accumulation of retained earnings of previous periods and profit for the period, and when 

internal funds are not sufficient, condition the company must decide alternative sources of 

funding are available, namely financing with loans or financing with the issuance of new shares 

(external). Decisions regarding the choice of an alternative source of funding is a strategic 

financial decision as it affects the company's financial performance, especially, a good 

performance in the short term and long term. 

Pecking order theory (Myers, 1984) gives the proposition that the management in 

making funding decisions are not thinking down into the framework of trade-offs, funding 

decisions with the first priority use of internal funds, the next priority use of loans and issuance 

of new shares is the last priority because this periority is costly emissions are relatively large. 

Some of the results of research conducted testing related determinants of capital 

structure resulted in the same conclusion among researchers. Research related to the 

relationship of profitability on the capital structure, the results of research by Strebulaev (2003) 

using the refinancing model found a positive relationship between profitability and capital 

structure, the results are not consistent with the pecking order theory. Other studies by Baskin 

(1989), Rajan, Raghuran and Zingales (1995) gives the results of different studies, the results of 

their research concluded that profitability has a negative relationship with the capital structure. 

The results of this study are consistent with the pecking order theory. 

Research related to the relationship between the growth of the company with the capital 

structure conducted by several researchers between lainTitman and Wessels (1988), Harris and 

Raviv (1991), Rajan and Zingales (1995), which showed evidence of a negative relationship 

with the company's growth and debt. Result studies were not consistent with the pecking order 

theory, which states companies with high growth resulted intenal funds available are not 

supplicants to finance the investment, so that the deficit will be financed with debt, which will 

impact the increase the company's capital structure. 

Trade off theory argues that high-growth companies will use debt is relatively small, it is 

because companies with high growth in its stock market price is relatively high, so the company 

will tend to issue new shares to fund the deficit. Another argument is given, the company with 

high growth tends to bear the cost of great financial distress, so as to minimize the risk, the 

company will reduce the use of debt. 

Discussion of the theory of capital structure, which is based on the model of Modigliani-

Miller (1958), does not include external variables especially monetary indicator variables such 
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as interest rates, exchange rates and inflation as a variable in the model of capital structure is 

formed. In developing the model of capital structure, MM assumes monetary indicators in 

particular external variables held constant. In developing countries with monetary stability which 

is relatively unstable, where fluctuations in interest rates and the exchange rate and inflation are 

always caused by monetary policy taken by the government, then the variable monetary 

indicators should be included as independent variables or moderating variables into the model 

of capital structure that will be developed. 

The results of research related to the influence of monetary indicators of the company's 

capital structure has a lot was done by several researchers in different countries. Based on 

these results empirically provable there are significant monetary indicators of the company's 

capital structure decisions. Booth et al., (2001), proved that the company's capital structure is a 

function of the rate of economic growth, inflation, capital market development, maturing liabilities 

and tax advantages. Their research was based on the assumption that the company is in a 

boom period will use a lot of debt, and use the profits from the fund to pay all financial 

obligations arising from debt. 

The phenomenon of the capital structure on a non-financial industry companies listed on 

the Indonesian Stock Exchange for the period 2009 to 2013 show the phenomenon in which 

companies in the industry group tends to under-leverage in their capital structure. As illustrated 

in Figure 1 can be seen from 2009 to 2011 there is a decrease in the company's capital 

structure, in which the ratio of debt to total assets in 2009 amounted to 48.6% down to 46.37% 

in 2010 and fell further to 46.26% in 2011. for the years 2012 and 2013 the company's capital 

structure where the back has increased in 2012 to 47.6% in 2013 and rose again to 47.97%. 

 

Figure 1. The description of Capital Stucture Trend 

 

Source: Compiled by author 

 

In the same period the phenomenon trend of variable capital structure profitability, cash flow 

deficit and the growth of the company as depicted in Figure 2 portray the following conditions: 
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Figure 2. The description of Research Variable Trend 

 

Source: Compiled by author 

 

According to the pecking order theory, firms with higher asset growth and a deficit of cash flow, 

will increase the use of debt to finance an increase in assets or a cash flow deficit. The 

phenomenon that is happening is the opposite, where in the period 2009 to 2012 growth rate of 

non-financial companies in the industry experienced an increase of 4.6% in 2009, rising to 9.4% 

in 2010, increased again to 13.1% in 2011 and reached the peak in 2012 to 14.1% before it fell 

again to 11.45 in the year 2013. In that period actually experienced decline from capital 

structure of 48.6% in 2009, fell to 46.37% in 2010 and fell further to 46.26 in 2011 before 

increasing again in 2012 into 47.61 and 47.97 in the year 2013. the preliminary results, showing 

a phenomenon which during the observation period, there was an indication of companies in 

non-financial industries use more resources than equity funds with loans to cover funding 

needs. 

The tendency for companies in non-financial industries to reduce the use of debt in the 

capital structure, in their condition should increase lending, allegedly demoderation particular 

external monetary conditions, which affect weaken the company's desire to use the loan by 

them. 

           The company's growth and profitability were relatively small during the observation 

period, it can be an indication of the lack of improvement in macro-economic conditions after 

coming out of the 2008 financial crisis, especially for issuers of non-financial industries. 

Macroeconomic conditions are less encouraging, reflected fluctuations in stock returns listed 

non-financial industries, where in 2009 the stock return of 7.5% in 2010 rose to 10.51% and in 

2011 fell to 1.35%, in 2012 rose again to 2.39% and by the end of 2013 stock return fell further 

to 0.96%. Changes in the stock returns in relation to the changes in gross domestic product, 

interest rates and the rupiah against the US $ looks as follows: 
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Figure 3. The description of Economic Indicator Trend 

 

Source: Compiled by author 

 

Picture trend gross domestic product, interest rates and the rupiah against the US $ explains 

why during the period 2009 to 2013 the company's growth and profitability for issuers in non-

financial industries are relatively small. When the conditions economic assumed by companies 

with limited good, there are no positive NPV projects then under these conditions the company 

tends to reduce debt in the capital structure of the company, its needs will be funded with more 

priority funding sources internal or increase capital stock than from the use of loans with fees 

relatively large. 

Based on the above description, and supported by many research studies, this 

dissertation research will try to develop the theory of capital structure pecking order theory, 

where the limits to monetary indicators, namely the interest rate and the exchange rate as a 

moderating variable that gives the role strengthen or weaken the relationship between the 

variables of growth, profitability and cash deficit flow to variable capital structure of the 

company. 

  

LITERATURE AND HYPOTHESES 

The trade-off theory (Myers 1984), "The company will owe to the level of certain debt 

obligations, which the tax savings (tax shields) on additional debt is equal to the cost of financial 

difficulties (financial distress)".  

View of  trade-off  theory implies that the manager would think within the framework of a 

trade-off between tax savings and the cost of financial difficulties in determining the capital 

structure as shown in Figure 4 below. 
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Figure 4. The Theory of Capital Structure Trade-off Theory (Myers, 1984) 

 

 
Based on the trade-off theory, the value of a company that owes money can be formulated as 

follows:   

VL = VU + T.D - {[PV of cost of financial distress] - [Agency cost]. 

 

In view of the pecking order theory, there is no optimal capital structure, the company's 

management does not think in terms of trade-offs between the benefits and risks of debt. 

Pecking order theory does not indicate the target of optimal capital structure, the theory explains 

the sequence of priority funding will be taken by the company. 

Behaviour of the pecking order in the Company's funding policy is driven by the presence of 

asymmetric information. Asymmetric information is a condition where the manager has more 

information about the company's prospects and future operations compared with the investor or 

the candidate investors. 

            Research related to the relationship between the growth of the company with the capital 

structure undertaken by several studies  there are Titman and Wessels (1988), Harris and Raviv 

(1991), Rajan and Zingales (1995), which showed evidence of a negative relationship with the 

company's growth is in line with trade leverage. That conclussion based on trade off theory, 

which states the company with high growth tends to finance its investments by issuing new 

shares, since stock prices are relatively high. Pecking order theory argue to the contrary, where 

the company's growth positive effect on debt. Companies with high growth, investment fund can 

not be met by internal funds, so that the shortage of funds will be obtained from the issuance of 

debt. 
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Modigliani and Miller (1958) with the trade off theory explains that firms with high profitability will 

use debt as financing options in order to obtain the benefits of tax-saving facilities. The results 

are consistent with the theory of static shows that companies have profitability above average 

profitability of the industry tend to choose debt as a funding priority, vice-versa. Thus also, 

Jensen (1986) argues that the presence of asymmetric information into a signal that is positive 

for the company are profitable to increase the debt, which means profitability positively 

correlated with leverage. 

            Other studies are consistent with the pecking order theory to prove that the debt ratio is 

inversely related to profitability (Rajan and Zingales, 1995; Ozkan, 2001) . Their study revealed 

that the more profitable a company is expected to have a source of internal funding increasingly 

higher. 

          Moderating variable is a variable that has the effect of dependence (contingent effect) is 

strong against independent variable relationship with independent variabel, where the presence 

of moderating variables alter the initial relationship between  variable and dependent variable 

(Sekaran: 2007). Effect of dependency which is owned by a moderating variable results in these 

variables will contribute significantly to the ability of the independent variables affect the 

dependent variable. 

            The decision to call if a variable is the independent variable, or moderating depending 

on how these variables affect each other. An independent variables are variables that affect or 

be cause changes or the emergence of dependen variables. In a model of capital structure, 

variable growth, profitability, business risk, tax shield and cash flow deficit is the independent 

variable of capital structure, all of these variables directly affect or the cause of the occurrence 

of changes or capital structure. While moderating variables does not directly affect the 

dependent variable, these variables affect the dependent veriabel by interacting with the 

independent variables, so that they contribute interaction strengthen or weaken a previous 

relationship / early between independent variables and the dependent variable. 

 

Based on the above literature review supporting a research hypothesis to be tested, as follows: 

H1. Company’s growth has positive effect on the capital stucture.  

H2. Profitability has negative effect on the capital structure. 

H3. Cash deficit has negative effect  on the capital structure. 

H4. Interest rate and rupiah exchange rate as moderating variable give weaken the role of 

profitability on the capital structure. 
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RESEARCH METHOD 

The study was designed as a descriptive research and verification through a qualitative and 

quantitative approach using secondary data. The research objective was to determine the effect 

of moderating macroeconomic against the validity of the theory of capital structure that pecking 

order theory, is lacking then analyzed statistically to be concluded. 

 

Sources and How To Determine Data / Information 

The population in this study is emiten industry non-financial listed in Indonesia Stock Exchange 

(BEI) from 2009 to 2013. The total population in the Indonesia Stock Exchange listed 

companies as many as 492 companies, which are grouped into 9 groups Industry. The number 

of companies that belong to the financial industry as many as 81 companies, so that the 

population for this study conducted on eight industry with a total of as many as 411 companies. 

This study uses secondary data is based on reports the data obtained through the company's 

annual financial statements of listed companies in the industry to the Indonesia Stock Exchange 

(IDX) ranging from 2009 to 2013. 

 

Operationalization Variable 

 

Table 1. Operationalization of research variables 

Variable / 

Dimention 

Theoritic explanation / empiric  

Indicator / Proksi 

 

Scale 

 

Size 

 Company’s 

Growth (Growth) 

Empiric an annual change of the 

total assets of the company 

Total asett+1- Total asetn 

Total asett 
 

Rasio % 

Profitability 

(Prof) 

The company’s ability to earn a 

profit on the level of sales, total 

assets and certain capital 

Ebit/Total Assets Rasio % 

Defisit cash flow 

(Def) 

Cash generated from operation are 

not sufficien to finance invesments 

dividen and changes in worting 

capital 

Def = (DIVit +Iit +∆Wit) - Cit Rasio % 

Interest rate 

(Intr) 

The ammount of interest paid per 

unit of time or have to pay for the 

opportunity to borrow money 

The amount of the loan 

interest rate 

Ratio % 

Exchange rate 

(Kurs) 

Indicates the number of domestic 

money needed to buy one unit of a 

particular foreign currancy 

The amount of rupiah per 1 

US$ 

Rasio % 

Capital Stucture 

(SM) 

Ratio or the balance of total 

liabilities to total assets of the 

company 

Total Liability/ Total assets 

(DTA) 

Rasio % 
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Proposed Research Model 

In this study hypothesized variables as varaibel moderating namely interest rates and the rupiah 

exchange rate. The moderating variables will interact with the variable profitability and business 

risk. Based on this hypothesis, the research model that will be tested in this study are: 

SM = 0+1Growthit+2Profit+3Defit + 4Intrit+ 5Kursit+ 8Prof*Intrit+10Prof*Kursit+it 
 

Where: 

SM   = Capital Structure 

Growth = Growth Companies 

Prof   = profitability of the Company 

Def   = Deficit Cash Flow 

Intr  = Interest rate 

Kurs  = The rupiah exchange rate 

Prof * intr  = Profitability x interest rate 

Prof * kurs  = Profitability x The rupiah exchange rate 

β  = regression coefficient 

β I  = Constant 

  = Error term 

 

ANALYSIS AND DISCUSSION OF RESULTS 

Descriptive statistics of the variables built into the econometric model with the research unit 

consisting of 190 listed non-financial industries for the observation period from 2009 to 2013 is 

presented in Table 2 below. 

 

Table 2. The description of Statistic Varible Research 
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Variable capital structure proxied by the ratio of total debt to total assets, has an average value 

of 48.7% with a standard deviation of 18.89%. The highest value capital structure of 94.2% and 

the lowest at 0.3%. 

Growth companies variable with proxy annual change of total assets, has an average 

value of 9.7% with a standard deviation of 17%. The highest growth of 89.8% and the lowest 

growth of minus 66%. 

Variable profitability proxied by the ratio between net income / loss before and tax / EBIT 

to total assets, has an average value of 5.5% with a standard deviation of 8.4%. The highest 

profitability of 50.7% and the lowest rate of minus 63.3%. 

           Variable cash flow deficit portrait of a deficit of cash from operating activities to fund 

additional investment business, dividend payments and changes in working capital. Deficit cash 

flow, using proxies difference in operating cash flow to dividend payments, capital expenditures 

and expenses for changes in working capital. The average value of the cash deficit flowsebesar 

303 014 with a standard deviation of 4,707,805. The highest deficit cash flow value of 

81,238,524 and minus 42,584,111 the lowest value. 

Estimation of the panel data model starts with using a fixed effect estimation results, 

followed by estimation using random effect. To choose between the two methods (fixed effect or 

random effect) are better suited, do Hausman test (Hausman test). Results using a fixed effect 

estimation on the model of capital structure as shown in Table 3 below: 

 

Table 3. The Estimation of Capital Structure Model 

 
  

The test results obtained capital structure model as shown in Table 3 show that the model is 

very decent used by F-test significant at the 1% level. The value of adjusted R or determination 

coefficient of 97.43%, which states that the five independent variables and moderated by the 

variable interest rate and the exchange rate may explain variations in capital structure data for 
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97.43% and other variables of 2.57%. The coefficient of determination is large enough to 

provide assurance that the variable is a variable capital structure determinants of industrial non-

financial corporate issuers listed on the Indonesia Stock Exchange. 

         The constant value / intercept  capital structure model has a value of 44.92%, which 

means, a listed non-financial industries in Indonesia Stock Exchange using less debt than the 

use of equity (55.08%). The constants for each of these companies is the result of the summing 

of constant coefficients in the model of capital structure of 44.92% with a coefficient of each 

company of the regression equation. 

           Partial assay results variable interaction which is the multiplication of profitability variable 

with interest rate and profitability variable with the exchange rate as illustrated in Table 3 on 

panel 2, shows the interaction variable between profitability and interest rate and profitability 

variable with the exchange rate is significant at α 5 .Variabel% interest rate as the independent 

variable is not significant at α level of 5% and exchange rate variable as independent variables 

is significant at α level of 5%. This indicates that the exchange rate is a pure moderating 

variable on the relationship between profitability and company's capital structure. 

            The impact moderating exchange rates on the relationship of profitability on the capital 

structure can be seen from the comparison of test results of the regression model of capital 

structure without the moderating variable (panel 1) and using the moderating variable (panel 2) 

as illustrated in Table 3. The impact of moderation can be seen in changes in the value of the 

constants and the coefficient of the resulting capital structure models, which showed connect 

strengthen the relationship between profitability and capital structure. Under conditions of the 

rupiah weakened against the US $, will diminish the desire of companies to use debt. 

 

CONCLUSION 

The company's growth and profitability variables significant at α level of 5%, while the cash flow 

deficit significant at α 10% .Variabel growth companies have a positive relationship, which 

means the increase in the company's growth will increase the company's capital structure. The 

results of this study are consistent with the pecking order theory. Variable profitability and cash 

flow deficit has a negative relationship, which means increased profitability and cash flow deficit 

will reduce the use of debt in the capital structure of the company. Companies in conditions of 

high profitability will use their own capital to fund the company's needs. Likewise, companies 

that experience high cash flow deficit would use their own capital to cover cash flow deficits. 

This finding is also consistent with the pecking order theory. Exchange value as moderating 

variable significantly weaken the role of the company's desire to use the debt in the capital 

structure of the company. 
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