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ABSTRACT
Since Modigliani and Miller (1958) proposed that the firm value was not affected by capital structure, many domestic and external
scholars are in progressing empirical research in the light of capital structure. There are two important competing theories of capital
structure; one is static tradeoff theory, and the other is pecking order theory. As to the static tradeoff theory, firms tradeoff the costs
and benefits of debt to identify their optimal capital structure. Pecking order theory has taken it for the financing arrangement of a
firm will have a financing hierarchy. Many scholars found that because of the corporate characteristics, these theories are
inapplicable for the Taiwan market at all. This research applied Fama-French (1992, 1993, and 1996) three-factor model and based
on the testified model of Shyam-Sunder & Myers (1999) to test the capital structure of public companies in Taiwan. Dates were
derived from financial reports of stock issuing companies in Taiwan and information from 2000 to 2002. And examined the relation
among capital structure of public company, debt ratio, net debt ratio, dividend, working capital, working cash flow and long-term
debt outstanding. The empirical results are that the public companies in Taiwan are appropriate for pecking order theory. And firm
size, book-to-market ratio and beta would not influence the pecking order theory and static tradeoff theory. This can explain why
domestic researches were inapplicable or contradictory; the reason is they didn’ t consider these factors. Under considering these
factors, financing decision is irrelative with capital structure; consistent with hypothetic based on the Modigliani and Miller in 1958.
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