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DETERMINANTS OF CAPITAL STRUCTURE FORMATION IN THE PRACTICE OF 

COMPANY MANAGEMENT 

 
1. Reasons for subject selection 

Following the review of literature concerning capital structure of Polish 

enterprises it appears that the research area covered by the dissertation remains 

relatively unexplored. A similar review for developed countries suggests a shortfall of 

empirical publications in case of Poland. Hence, there is still room for deepened 

discussion on the scope and strength of relationship between selected parameters and 

capital structure. Moreover, the tools that have been used so far in empirical works seem 

to be biased with certain limitations, such as omission of dynamic variables, which allow 

for assessment of processes of change in capital structure composition, rather than 

point-in-time states. What is more, the research projects that have been conducted so far 

have not allowed for full interpretation of  results, particularly in case of specific groups 

of companies, differentiated by, for instance, industry, size or accounting standards 

used. 

The dissertation is an attempt to fill in the above mentioned gaps in the 

discussion on capital structure of Polish listed companies. 

 

2. Research goal 

The main goal of the dissertation is to identify the parameters used in the process 

of composing sources of financing as well as to attempt to describe the relationships that 

exist between them in case of Polish listed companies. The above mentioned 

identification will rest on literature review as well as quantitative analysis. Moreover, 

the dissertation presents the level of significance of selected parameters in the capital 

structure-related decision process as well as indicates the theoretical ground that 

describes situation of Polish companies in a more comprehensive manner. Additional 

goals of the dissertation comprise an analysis of the results achieved in light of certain 

characteristics of a company and against alternative concepts of capital structure (e.g. 

market-timing).  

The dissertation area of interest covers issues of theoretical and empirical 

analysis in the field of capital structure formation. The synthesis of literature and 

descending empirical research was designed to answer the following questions:  
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1. Which parameters, in light of static substitution and pecking order theorems have 

statistically significant influence on managerial decision-making in the area of 

capital structure formation? 

2. Which of the concepts describes the process of capital structure construction in a 

more comprehensive manner: 

a. Is, based on the parameters identified, the static substitution theorem a 

better descriptor of capital structure formation process in a company? 

b. Is, based on the parameters identified, the pecking order theorem a better 

descriptor of capital structure formation process in a company? 

3. Are profitability (on operating level) and financial liquidity the most important 

parameters taken into account when taking decisions on capital structure? 

4. Is this relationship in line with static substitution or pecking order theorem? 

5. Are market-timing and signalling concepts reflected in the practice of capital 

structure formation? 

6. Is it possible to transfer the answers to the above listed questions onto the entire 

population of enterprises, or are they diversified subject to different 

characteristics, such as industry? 

Dissertation's theoretical perspective is economics in the field of corporate 

finance, with an application of microeconomic tools. The research concerns companies 

listed on Warsaw Stock Exchange. Research area matches the classification JEL J32. 

 

3. Dissertation theses 

 The key parameters for Polish companies, used in the process of capital structure 

formation are profitability and financial liquidity. Supporting hypotheses are as follows: 

1. Pecking order theorem precedes static substitution as a descriptor of corporate 

decisions in the area of capital structure formation. 

2. In line with the pecking order, there is a negative correlation between 

profitability and debt to total capital ratio (where debt is understood as short- 

and long-term liabilities). It means that the more profitable companies are, the 

less debt they try to maintain in their capital structure. 
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3. In line with the pecking order, there is a negative correlation between financial 

liquidity and debt to total capital ratio. It means that companies that are more 

liquid have less debt in their capital structure. 

Additionally, the dissertation covers two more supporting hypotheses. They were 

separated from the above list due to the fact that they required individual, alternative 

research projects to be verified. 

According to the first hypothesis, all the theses mentioned earlier can be used for the 

entire population as well as for its parts, differentiated against, for instance, industry, 

size or share-ownership structure.  

According to the second hypothesis, market timing and signalling concepts support the 

conclusions rested on static substitution and pecking order theorems. 

 

4. Dissertation structure 

 The dissertation structure was subordinated to the goal of verification of the 

above presented theses as well as answering  stated research questions. 

 In particular, the dissertation was split into two parts – theoretical and empirical 

literature review (chapters I and II) superseded by the summary of assumptions and 

results of proprietary research process (chapters III and IV). 

The first chapter contains review of theoretical literature. The literature origins 

mainly from developed countries. The review was designed to confront publications 

based on the two leading concepts in the capital structure formulation theory, i.e. static 

substitution and pecking order. 

The second chapter comprises empirical literature review. This chapter divides 

publications identified into several groups. First, separate reviews were performed for 

Western and Polish literature. Second, Western literature was grouped into 

conventional research, i.e. explaining capital structure at a certain point in time and 

dynamic research, i.e. explaining processes of change in capital structure. Majority of 

Polish publications that were identified was in form of conference papers. 

The third and fourth chapters present empirical results of research conducted for 

this dissertation. The third chapter contains verification of main thesis and first three 

supporting hypotheses. The fourth chapter backs the results of lead research with 



5 

 

discriminative analyses, as well as additional research projects, such as analysis of cost 

of capital levels in Polish companies or verification of market-timing concept.  

 

5. Sources of materials and research method 

The dissertation contains results of empirical research on the decisions of 

corporations  in the area of capital structure formulation. The time period covered starts 

with year 2004, i.e. the year of Polish accession to the European Union.  The sources 

for literature review and empirical project comprise publications in form of scientific 

papers, as well as financial statements and statistical data1, mainly placed on the 

Internet as well as academic handbooks and mutual works. 

The research rests on the following sources: 

1. Financial statements of companies listed on the Warsaw Stock Exchange, 

in full as well as in condensed reports form published by Notoria Serwis 

S.A. These reports are available to access within the databases distributed 

by Warsaw School of Economics’ library.  

2. Stock prices (end of trade day) published on the Internet site of Bank 

Ochrony Środowiska brokerage house internet site (“bossa.pl”). 

3. Additional data (concerning companies, financial statements, stock prices) 

from Internet site of Warsaw Stock Exchange. 

4. Data published via prof. Aswath Damodaran's Internet site, mainly figures 

necessary to estimate weighted average cost of capital in a fully 

documented manner (e.g. risk premium, debt premium).2 

5. Other sources and data bases such as EMIS Emerging Markets Information 

Service, www.money.pl, which contain, among others, data on the 

employment, dividend pay-out or situation of companies. 

6. Investor relations’ sites of selected companies in order to collect missing 

data or increase the extend of precision. 

The population under research comprises companies listed on Warsaw Stock 

Exchange. The sample was randomly selected. A single financial statement was an 

individual research item. 
                                                
1 Including share prices. 
2 Damodaran Online: Home page of Aswath Damodaran, http://people.stern.nyu.edu/adamodar/. 
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Multiple linear regression was the tool used for statistical verification. Individual 

variables to the model were selected using the progressive selection. A model with the 

highest modified R2 was chosen for interpretation. As literature review indicated, it was 

the most frequently used tool in Polish setting. 

The last step in the research process was to collect all the results in form of 

synthetic tables and present them against values / relationship indicated in the 

literature. 

In the research process, capital structure was approximated with three different 

definitions. The first one used was total leverage, the other – long-term leverage. The 

model which used the third definition – change in total leverage had too low explanatory 

value to be used for interpretation. 

In the research process, an influence of a number of variables on capital structure 

was investigated. Each variable was approximated with a minimum of one financial 

ratio. The variables comprised tangibility of assets, profitability, financial liquidity, size 

of company, growth potential, industry, product uniqueness, non-debt tax shields, 

effective tax rate, volatility of results, relationship of debt to operating cash flow. 

The above mentioned procedure constituted main dissertation research. Apart 

from that, the fourth chapter contains supporting analysis, which presents results of 

research between specified characteristics of a company and its capital structure. 

Another supporting research was to verify market-timing concept, which rested on the 

examination of behaviour of stock prices against new public offerings. Finally, results of 

a research on weighted average cost of capital and its components behaviour in different 

branches of Polish listed companies in the period of the so called financial crisis. 

 

6. Conclusions and cognitive results 

 The results achieved confirm the main hypothesis. In the practice of capital 

structure formation in Polish listed companies, the key determinant is financial liquidity. 

Profitability, understood as operating profit margin, is a very important though non-

deciding determinant. 

 The conclusions of supporting theses had not equally straightforward 

confirmation in the empirical results. In particular, one cannot say indefinitely which of 
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the leading concepts offers a more solid foundation for analysis of the corporate 

decisions in the process of selection of sources of financing, though some precedence is 

taken by the pecking order. Nevertheless, the definition of the capital structure 

employed comes into importance here. In the research, capital structure was 

approximated using two ratios – total and long-term leverage. It turns out, that pecking 

order suits better for models that employ the former ratio, whereas static substitution 

suits better for models that employ the latter. 

 The above mentioned conclusions can be applied for the whole population of 

companies, as well as for individual groups, separated due to certain characteristics. 

However, there is some variation in the results for discriminated models that suggest, 

that the methodology as presented should each time be optimized to match the specifics 

of companies included in the sample. 

 Supporting research projects indicate that alternative capital structure concepts, 

such as market timing or signalling theorems may  considerably assist inference based 

on the leading concepts, i.e. static substitution or pecking order.   

 In author’s opinion, the conclusions presented in the dissertation may be used 

both on academic and practical grounds. In the first area, the contribution to the 

literature rests on methodology extension, inclusion of company characteristics as well 

as inclusion of dynamic variables. The actual time horizon, covering period after 

accession to the European Union and financial crisis is also worth to be mentioned. The 

conclusions in the dissertation are backed by a wide review of theoretical and empirical 

literature, including a detailed description of publications of Polish authors. 

 From the practitioners’ point of view, such as capital providers, it seems worthy 

to transfer the mechanism presented in the dissertation to investment appraisal models, 

where investment is actually provision certain form of capital to a company / 

companies. 


