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ABSTRACT

Capital structure theory has been a controversy for a long time. M&M capital structure relevance theory showed that capital

structure and weighted average cost of capital were related and also influenced value of business. Business managers must ad-just

financial structure in order to achieve maximal value of business. The purpose of this research was to discuss if the capital structure

of a company would influence the value in the market and the relation between capital structure and stock price. This research used

1997 to 2006 listed steel companies in Taiwan as example to study the relation among weighted average cost of capital, stock price

and capital struc-ture. The outcome was as follows, capital structure and weighted average cost of capital showed obviously negative

relation and this result proved M&M capital structure rele-vance theory. In nineteen companies, only THS, KHC, QUINTAIN,

YIEHPHUI and TACHEN were qualified to optimal capital structure. However in general optimal capital structure did not exist in

Taiwan steel industry. Capital structure and stock price showed notably negative relation. It showed that investors put emphasis on

the liabilities ratio of a company.
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