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ABSTRACT 
 
This study is an empirical analysis of the financing effect on the Capital Structure of the company. For this 

purpose and in terms of financing methods, first we have divided companies into two groups, including 
Corporations with much leverage in their capital structure and corporations with high stock issuance. Then we 
analyzed them by using the capital asset pricing model and capital structure theories. All of this research has been 
made in connection with the listed companies in Tehran Stock Exchange from 2006 to 2009. With Utilization of 
CAPM, we calculate risks and expected returns of two groups and compare the results to each other and market. 
We used statistical tests to examine assumptions, including F Levine and T student and other required tests. 
Results showed that the companies which have financed via issuance of stock have got less risk and higher return. 
Hereon this group of companies had a better performance against systematic risk and more value creation for its 
shareholders.  
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1. INTRODUCTION 
 
For about 50 years the search for the optimal sources of activity financing and their share in the capital 

structure occupied the deliberations of the greatest minds in economics and finances. An issue that is strictly 
connected with the choice of financing sources is risk and return, which also constitutes a broad research area. 
The issue of the optimal capital structure, as well as the impact of risk and return on capital structures remains 
unsolved. Both those areas of research are interconnected and dependent on each other. In addition, the choice of 
capital structure and the effect of risk and return are dictated by different factors that are difficult to identify and not 
easy to consider in research. Since Modigliani & Miller (1958) expressed there is no relation between the capital 
structure and corporate value, theory of capital structure has been re-checked many times. In recent years a lot of 
research, in the field of capital structure, has been made in different countries. On one hand these theories 
describe various financing methods, but none have been able to provide optimized model. On the other hand, 
experimental results continued in this direction are also inconsistent and controversial. It confirms that decision 
making about the capital structure is as well important. For example, the wrong decision about how to implement 
policies to obtain credit can harm firms to the border of bankruptcy.  

 
2. QUESTION EXPRESSION 
 
Any project or production plan for implementation requires sufficient financial resources. How to finance is 

important for implementation of projects. In this paper, we examined the effects of each chosen method on the 
capital structure and ultimately the ability to create added value for companies, investors and other addressed 
stakeholders. The main question has two ways: 

1. Problematic sentence structure way of financing (through the issuance of stock or debt leverage) 
has lower risk and higher efficiency in comparison with each other and to the market for these three groups?  

2. What are positive and negative consequences for each of these practices in Tehran Stock 
Exchange?  
 It should be noted Yang et al. (2009) research and colleagues also recommend that companies decide 

simultaneously about the combination of capital structure.  
 
3. IMPORTANCE OF RESEARCH 
 
Observantly to the 2009 financial crisis, the importance of capital structure has been evident more than 

ever. Therefore, the present study in this regard reviews the following aspects: 
 1 - Since the composition of assets and financial structure are factors considered by the managers, 

shareholders and other interested individuals and institutions. Therefore, it is essential for them to recognize and 
inform of the components of capital structure. 

 2 - How to shape the financial structure of the company, its impact on Performance and effective at the 
company, and its relevance with systematic risk of companies is noteworthy for shareholder, financial managers, 
creditors, as well as competitors of the companies.  

3 – Finally, it is apparent that banks and credit institutions prefer to loan corporations with a convenient 
capital structure that gain suitable return and have reasonable risk. By these limitations, banks and other credit 
institutions try to decrease their danger of bankruptcy.         
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4. RESEARCH OBJECTIVES  
 
The aim of this study is to find a capital structure that can boost company value. In this study, we assessed 

two indicators of corporate value, the return and risk. In order to achieve these two different ways of financing, 
affiliated to the Tehran Stock Exchange, will be assessed. Thus, research objectives were to describe as: 

 1 - What is the impact of financing through the issuance of stock or getting debt on risk and return of 
companies? 

 2- Return of which sample group (companies that were financed through debt or through the issuance of 
stock) is better than market return. 

 
5. RECENT BACKGROUND RESEARCH 
 
1- In a study Thomas Dangl and Josef Zechner (2004) analyzed the effect of dynamic capital structure 

adjustments on credit risk. The results of their research show that efficiently use of debt leverage in capital 
structure cause decrease to credit risk and increase firm credit to financial creditors. The magnitude of the effect of 
capital structure dynamics depends on firms characteristics such as asset volatility, the growth rate, the effective 
corporate tax rate, debt call features and transactions costs.  

 2 - In a seminal research in 2007 on the determinants of capital structure choice using structural equation 
modeling (SEM), Chingfu Chang et al added a Multiple Indicators and Multiple Causes (MIMIC) model to Titman 
and Wessels (1988), with refined indicators, to a pooled sample for the period 1988–2003 and found more 
convincing results than those obtained by Titman and Wessels. With the capital structure measured simultaneously 
by the ratios of long-term debt, short-term debt, and convertible debt to the market value of equity, the results show 
that growth is the most important determinant of capital structure choice, followed in order by profitability, collateral 
value, volatility, non-debt tax shields, and uniqueness. Moreover, they found that long-term debt is the most 
important proxy of capital structure, followed by short-term debt, and then convertible debt.  

3-Arvind Mahajan, Semih Tartaroglu (2006,) investigated the equity market timing hypothesis of capital 
structure in major industrialized (G-7) countries. As claimed by its proponents, they found that leverage of firms is 
negatively related to the historical market-to-book ratio in all G-7 countries. However, this negative relationship 
cannot be attributed to equity market timing. Firms in all G-7 countries, except Japan, undo the effect of equity 
issuance and the impact of equity market timing attempts on leverage is short lived. This is inconsistent with the 
prediction of the market timing hypothesis and more in line with dynamic trade-off. 

 4 - In a study in 2008 Ovtchinnikov reviewed Deregulation significantly affects the firms’ operating 
environment and leverage decisions. Firms experience a significant decline in profitability, asset tangibility and a 
significant increase in growth opportunities following deregulation. Firms respond by reducing leverage. Leverage 
is much less negatively correlated with profitability and market-to-book and much more positively (negatively) 
correlated with firm size (earnings volatility) following deregulation. These results are consistent with the dynamic 
tradeoff theory of capital structure. Furthermore, consistent with the dynamic tradeoff theory, those firms that are 
more likely to be above their target capital structure issue significantly more equity in the first few years following 
deregulation.  

 5 – In a study in December 2009 young et al. reviewed joint decision Capital structure and a stock return in 
Taiwan's stock market. They extend Titman and Wessels’ research from using a single-equation approach to a 
multi-equations approach. In addition to the determinants of firms’ capital structure, those of stock returns are 
determined simultaneously. Literature indicates that a firm’s capital structure may affect its stock returns (Bhandari, 
1988), and the reverse is true too (Baker & Wurgler, 2002; Lucas & McDonald, 1990; Welch, 2004). Hence, a firm’s 
determinants of its capital structure and those of its stock returns should be decided simultaneously, rather than 
independently. By solving the simultaneous equations, they examine the empirical relationship between the two 
endogenous variables: capital structure and stock returns and find out their common determinants as well. Results 
show that stock returns, expected growth, uniqueness, asset structure, profitability, and industry classification are 
the main factors of capital structure, while the primary determinants of stock returns are leverage, expected growth, 
profitability, value and liquidity. The level of debt ratios and stock returns are mutually determined by the 
aforementioned factors and themselves.  

6 - In 2010, Dimitris Margaritis and Maria Psillakiin in a paper investigate the relationship between capital 
structure, ownership structure and firm performance using a sample of French manufacturing firms. They employ 
non-parametric data envelopment analysis (DEA) methods to empirically construct the industry’s ‘best practice’ 
frontier and measure firm efficiency as the distance from that frontier. By using these performance measures, we 
examine if more efficient firms choose more or less debt in their capital structure. They summarize the contrasting 
effects of efficiency on capital structure in terms of two competing hypotheses: the efficiency-risk and franchise-
value hypotheses. Using quantile regressions they test the effect of efficiency on leverage and thus the empirical 
validity of the two competing hypotheses across different capital structure choices. They also test the direct 
relationship from leverage to efficiency stipulated by the Jensen and Meckling (1976) agency cost model. 
Throughout this analysis, they consider the role of ownership structure and type on capital structure and firm 
performance.  

 
6. CONCEPTUAL FRAMEWORK 
 
A - Theories of capital structure:  
Studies on capital structures of corporations have a long history, dating back to the nineteen fifties with the 

appearance of the works of Lintner (1956), Hirshleifer (1958) and Modigliani and Miller (1958). Theoretical and 
empirical studies who followed subsequently form an extremely large body of literature. Modigliani and Miller 
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(1958) showed that in the perfect financial market, under certain assumptions, the value of a company is 
independent of its financing choice. The well-known Modigliani–Miller Theorem is based on several assumptions:  

1. in perfect capital market insiders and outsiders have symmetric information; 
2. there is no transaction cost or bankruptcy cost; 
3.  equity and debt choice becomes irrelevant; 
4. Internal and external funds can be perfectly substituted.   

These assumptions later came under scrutiny and alternative theories emerged from it: 
 
1 - The Modigliani-Miller Theorem 
The theory of business finance in a modern sense starts with the Modigliani and Miller (1958) capital 

structure irrelevance proposition. Before them, there was no generally accepted theory of capital structure. 
Modigliani and Miller start by assuming that the firm has a particular set of expected cash flows. When the firm 
chooses a certain proportion of debt and equity to finance its assets, all that it does is to divide up the cash flows 
among investors. Investors and firms are assumed to have equal access to financial markets, which allows for 
homemade leverage. The investor can create any leverage that was wanted but not offered, or the investor can get 
rid of any leverage that the firm took on but was not wanted. As a result, the leverage of the firm has no effect on 
the market value of the firm. 

The 1958 paper stimulated serious research devoted to disproving irrelevance as a matter of theory or as an 
empirical matter. This research has shown that the Modigliani-Miller theorem fails under a variety of circumstances. 
The most commonly used elements include consideration of taxes, transaction costs, bankruptcy costs, agency 
conflicts, adverse selection, lack of separability between financing and operations, time-varying financial market 
opportunities, and investor clientele effects. Alternative models use differing elements from this list. Given that so 
many different ingredients are available, it is not surprising that many different theories have been proposed.  

2-Static trade-off theory 
Jensen and meckling (1976) suggest that the firm's optimal capital structure will involve the trade off among 

the effects of corporate and personal taxes, bankruptcy costs and agency costs, etc. Trade-Off theory suggests 
that corporate should consider a reasonable debt ratio and tries to achieve this goal in a long term. Through this 
way, a firm can benefit low level debt cost and other hidden costs. One of the benefits of the use of debt is the 
advantage of a debt tax shield. One of the disadvantages of debt is the cost of potential financial distress, 
especially when the firm relies on too much debt. Already, this led to a trade-off between the tax benefit and the 
disadvantage of higher risk of financial distress. 

3 - The Pecking Order Theory 
Asymmetric information is the base of choice - pecking order theory of financing. The pecking order theory 

does not take an optimal capital structure as a starting point, but instead asserts that firms prefer to use internal 
finance (as retained earnings or excess liquid assets) over external finance. If internal funds are not enough to 
finance investment opportunities, firms may or may not acquire external financing, and if they do, they will choose 
among the different external finance sources in such a way as to minimize additional costs of asymmetric 
information. In order to minimize external cost of financing, firms prefer to use debt leverage at first, then issuance 
of preferred stock and finally issuance of common stock. The resulting pecking order of financing is as follows: 
internally generated funds first, followed by respectively low-risk debt financing and share financing. The pecking 
order theory regards the market-to-book ratio as a measure of investment opportunities. Empirical evidence 
supports both the pecking order and the trade-off theory. Empirical tests to see whether the pecking order or the 
trade-off theory is a better predictor of observed capital structures find support for both theories of capital structure.  

4 – The Agency Cost Theory 
Jensen and Meckling (1976) proposes that the optimal capital structure is determined by agency costs, 

which include the costs for both debt and equity issue. The costs related to equity issue may include: 
1. the monitoring expenses of the shareholders  
2. The bonding expenses of the managers  
3. ‘Residual loss’ due to the divergence of managers’ decision from those of the shareholder’s (Jensen 

and Meckling, 1976). 
5 - The Market Timing Theory 
The market timing theory of capital structure argues that firms time their equity issues in the sense that they 

issue new stock when the stock price is perceived to be overvalued, and buy back own shares when there is under 
valuation. Consequently, fluctuations in stock prices affect firm's capital structures. There are two versions of equity 
market timing that lead to similar capital structure dynamics. The theory assumptions are: 

1. The first assumes economic agents to be rational.  
2. The second theory assumes the economic agents to be irrational (Baker and Wurgler, 2002). 

Managers issue equity when they believe it's cost is irrationally low and repurchase equity when they 
believe it's cost is irrationally high. It is important to know that the second version of market timing does not require 
that the market actually be inefficient. It does not ask managers to successfully predict stock returns. The 
assumption is simply that managers believe that they can time the market. In a study by Graham and Harvey 
(2001), managers admitted trying to time the equity market, and most of those that have considered issuing the 
common stock report that "the amount by which our stock is undervalued or over- valued" was an important 
consideration. Baker and Wurgler (2002) provide evidence that equity market timing has a persistent effect on the 
capital structure of the firm.  

6 - The Dynamic Trade-off Theory 
Constructing models that recognize the role of time requires specifying a number of aspects that are 

typically ignored in a single-period model. Of particular importance are the roles of expectations and adjustment 
costs. In a dynamic model, the correct financing decision typically depends on the financing margin that the firm 
anticipates in the next period. Some firms expect to pay out funds in the next period, while others expect to raise 
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funds. If funds are to be raised, they may take the form of debt or equity. More generally, a firm undertakes a 
combination of these actions. 

An important precursor to modern dynamic trade-off theories was Stiglitz (1973), who examines the effects 
of taxation from a public finance perspective. Stiglitz's model is not a trade-off theory, since he took the drastic step 
of assuming away uncertainty. 

The first dynamic models to consider the tax savings versus bankruptcy cost trade-off are Kane et al. (1984) 
and Brennan and Schwartz (1984). Both analyzed continuous time models with uncertainty, taxes, and bankruptcy 
costs, but no transaction costs. Since firms react to adverse shocks immediately by rebalancing costlessly, firms 
maintain high levels of debt to take advantage of the tax savings. Much of the work on dynamic trade-off models is 
fairly recent and so any judgments on their results must be somewhat tentative. This work has already 
fundamentally altered our understanding of mean reversion, the role of profits, the role of retained earnings, and 
path dependence. As a result, the trade-off class of models now appears to be much more promising than it did 
even just a few years ago. 

 
B – Capital Assets pricing model: 
The relationship between risk and returns is an important subject when studying capital market efficiency. It 

is obvious that investment in riskier assets such as stocks should generate a higher return than investment in less 
risky assets. It was not until the CAPM was developed that academics were able to measure risk and its return. 
CAPM is based on the assumption that asset returns are linearly related to their covariance with the market’s 
return. The CAPM assumes that assets with higher systematic risk have a higher return than do assets with lower 
systematic risk, and that assets with the same systematic risk should give the same return. Therefore, if investors 
own stock with the same systematic risk as the market, i.e., the beta coefficient is 1, then the expected return is the 
same as the market return. If the beta coefficient is 0, then the expected return is the same as the risk-free rate of 
return. The CAPM also implies that there is no relationship between firm-specific risk and returns because specific 
risk can be eliminated through diversification. 

Markowitz (1959) laid the groundwork for the CAPM. In his seminal research, he cast the investor’s portfolio 
selection problem in terms of expected return and variance of return. He argued that investors would optimally hold 
a mean–variance-efficient portfolio—i.e., a portfolio with the highest expected return for a given level of variance. 

Sharpe (1964) and Lintner (1965a) built on Markowitz’s work to develop economy-wide implications. They 
showed that if investors have homogeneous expectations and optimally hold mean–variance-efficient portfolios, 
then, in the absence of market friction, the portfolio of all invested wealth, or the market portfolio, is itself a mean–
variance-efficient portfolio. 

The Sharpe and Lintner derivations of the CAPM assume the existence of lending and borrowing at a risk-
free rate of interest. Using this version of the CAPM, for the expected returns of asset i we have: 

 
퐸[푅 ] = 푅 + 훽 퐸[푅 ] − 푅     (1) 

훽 =
퐶표푣[푅 , 푅 ]

푉푎푟[푅 ]    (2) 

 
Where E[R ] is the expected return of the security, Rf is the risk-free return, and E[R ] is the return of a 

market index. 
The CAPM is based on a number of simplifying assumptions: 
1) There are many investors, each with an endowment (wealth) that is small compared to the total 

endowment of all investors. Investors are price-takers, in that they act as though security prices are unaffected by 
their trades. 

2) All investors plan for one identical holding period. 
3) Investments are limited to a universe of publicly traded financial assets such as stocks and bonds, and to 

risk-free borrowing or lending arrangements. 
4) Investors pay no taxes on returns and no transaction costs on trades in securities. 
5) All investors are rational mean–variance optimizers, meaning that they all use the Markowitz portfolio 

selection model. 
6) All investors analyze securities in the same way and share the same economic view of the world. The 

result is identical estimates of the probability distribution of future cash flows from investing in the available 
securities; i.e., for any set of security prices, they all derive the same input list to feed into the Markowitz model. 

 
7. HYPOTHESES  
 
This research examines the following four hypotheses: 
Hypothesis 1: There is a meaningful difference between the return of these two groups of study population. 

(Companies that employ debt leverage to finance and companies that use stock issuance to finance). 
Hypothesis 2: There is a meaningful difference between risks of these two groups of study population. 

(Companies that employ debt leverage to finance and companies that use stock issuance to finance). 
Hypothesis 3: There is a meaningful relation between the return of first group and market. 
Hypothesis 4: There is a meaningful relation between the return of second group and market. 
 
8. METHODS  
 
Research method is according to survey method and a correlation type which its main goal is to define the 

relationship among some quantitative variables. We also gather relevant information regarding stocks, such as 
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split, stock and suspended stock. Only actively traded stocks are selected in the observation, so that we can 
minimize thin trading effect or non-synchronous trading effect, which may result in autocorrelation on stock returns. 
For testing the hypothesis, we use relevant statistic test including regression analyses, t-test, Flevene ,ks test, 
Correlation Coefficients test such as the Pearson's correlation coefficient, Spearman's rank correlation coefficient. 

 
9. VARIABLES 
 
Independent variables: It Includes methods of financing, which are divided to financing through debt 

instruments and equity issuance. 
 
Dependent variables: it includes risk and return.  
A - Return: At first, we gather the real returns of companies from Denasahm Software (professional software 

about all information of Tehran Stocks Exchange) and then used the Capital Assets Pricing Model to reckon 
expected return of each company.  

 B: calculation of risk: β (systematic risk) is employed to calculate risk of companies and market in the 
capital assets pricing model.  

=Cov (ri, rm) / θ2 (rm) =ρim*θi/θm β 
θ2 (rm): market Return variance  
 ρim: correlation coefficient of Return and market share i  
θi, θm: standard deviation of share returns and market returns (and market share of risk) 
 
10. MODEL TEST RESEARCH HYPOTHESES:  
 
The first hypothesis: There is a meaningful difference between the return of these two groups. 
Hypothesis 1a: The mean of two groups return is equal to each other.         H0:µ1=µ 2 
Hypothesis 1b: The mean of two groups return is not equal to each other.    H1:µ1≠ µ1? µ 2 
 
At the first table, we calculate the mean of return for these two sample groups. Calculated returns shows a 

meaningful relation, but it should be proven if we consider all statistical universes, it will exist. Therefore, we 
employ Tstudent to examine H1. As ts is a parametric test, first we should examine three preconditions of using 
Tstudent. By making use of Flevene, it is evident that data are parametric. Thus, we employ t test to appraise the results 
gathered by table1. Appraisal results show that p level is 0.32 and higher than0.05. It means that we can accept 
H1a. When we accept H1a, it means that there is a meaningless difference between two groups. Meaningless 
difference says that we cannot interpret 0.85 mean of return is higher than 0.57 when we assume the whole 
statistical universe. As a result, there is no relation between the return of these two groups and how to finance.  

 
Table 1. Comparison of average returns of the two groups 

 
Financing Method:T-tests: Grouping 
Debit: Group1 
Group2: issuance of stock 

Variable 
p 
Levene 

df 
Levene 

Levene 
F(1,df) 

Std.Dev. 
issuance 
of stock 

Std.Dev. 
Debit 

Valid N 
issuance 
of stock 

Valid 
N 
Debit 

df t-value 
Mean 
issuance 
of stock 

Mean 
Debit 

0.12 206 2.47 1.65 2.37 104 104 206 -0.99 0.85 0.57 Return 
 
 

 
 

Fig. 1. Relation between Return & Financing Method 
 
Second hypothesis: there is a meaningful difference between risks of this two study population. 
H2a: Standard deviations of two groups are equal to each other.                       H0:θ1=θ2 
H2b: Standard deviations of two groups are equal to each other.                                  H1:θ1≠θ2 
The same as H1, calculated mean shows a meaningful relation between two study populations, but we 

should determine whether a meaningful relation will be constant when we investigate the whole statistical 
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community. To gain this aim, we should use t test to compare two groups. As t test is a parametric test, we should 
determine prerequisite factors. By making use of Flevene, we found that there is no congruence of variances 
between two groups. For rejection of one of the t test prerequisite, we cannot employ it to explain the results, but 
we can interpret by making use of coefficient variance (CV). We applied CV and the results show that corporations 
with higher stock emission have lower dispersion and consequently, lower risk than the corporation with higher 
leverage in their capital structure. 

 
Table 2. Caparison of average dispersion of two groups  

 
Financing Method:T-tests: Grouping 
Debit: Group1 
Group2: issuance of stock 
 

Variable 

p 
Levene 

df 
Levene 

Levene 
F(1,df) 

Std.Dev. 
issuance of 
stock 

Std.Dev. 
Debit 

Valid N 
issuance of 
stock 

Valid 
N 
Debit 

df 
Mean 
issuance of 
stock 

Mean 
Debit 

0.03 206 0.36 3.48 3.66 104 104 206 0.69 0.07 Beta 
Capm 

 
 

 
 

Fig. 2. Relation between Systematic Risk & Financing Method 
 
 
Third hypothesis: there is a meaningful relation between the return of first group and market. 
H3a: The mean of firm's returns which use debt leverage are equal to market return.          H0:µ1=µ 2 
H3b:  The mean of firm's returns which use debt leverage are not equal to market return.   H0:µ1≠µ 2 
At this hypothesis, the researcher wants to compare a group of data with a reference constant (market 

return). The researcher employs a single sample t to test the hypothesis. He wants to determine if calculated 
difference at table 3 is meaningful or not. By making use of Flevene, they gained p level is 0.02. As 0.02 is lower than 
0.05, the H3a is rejected and H3b is accepted. Because 0.56>0.02, it means that average mean of this group return 
is higher than market return. 

 
Table 3. Comparison of average returns of first statistical population with average return of market  

 
Financing Method =Debit 
Test of means against reference constant (value) 
 

Variable p Df t-value Reference 
Constant Std.Err. N Std.Dev. Mean 

0.021649 103 2.331964 0.026667 0.232705 104 2.373137 0.569327 Return 
 

Fourth hypothesis: there is a meaningful relation between the return of second group and market. 
H4a: The mean of corporation's returns which use issuance of stock are equal to market return.   H0:µ1=µ 2 
H4b:  The mean of corporation's returns which use issuance of stock are not equal to market return. H0:µ1≠µ 2 
At this hypothesis, the researcher wants to compare a group of data with a reference constant (market return). 

The researcher employs a single sample t to test the hypothesis. He wants to determine if calculated difference at 
table 4 is meaningful or not. By making use of Flevene, they gained p level is 0.000002. As 0.000002 is lower than 
0.05, the H4a is rejected and H4b is accepted. Because 0.85>0.02, it means that average mean of this group return 
is higher than market return. 
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Table 4. Comparison of average returns of second statistical population with average return of market 
 

Financing Method = issuance of stock 
Test of means against reference constant (value) 
 

Variable 
p 
 df t-value Reference 

Constant Std.Err. N Std.Dev. Mean 

0.000002 103 5.090378 0.026667 0.161982 104 1.651902 0.851218 Return 
 
By comparison of H3 and H4, it be deduced that the average mean of return of corporations with more stock 

issuance in their capital structure is higher than corporations with more leverage in their capital structure. 
 

Table 5. Comparison of H3 and H4 
 
 
 
 
 
 
   
 
 
 
 
 
 
11. CONCLUSION 
 
1. Results of the first hypothesis show that between financing methods in accepted companies in Tehran 

Stock Exchange and return of them does not have existed any relation. Present results are followed by Miller and 
Modigliani (1958) that express financing doesn't have any effect on firm's value. The reasons that can be referred 
according to Static trade-off theory are unemployment of the debt leverage ratio in capital structure.  

2. The second hypothesis results indicate that the company's financing through the issuance of stock has 
less systematic risk than companies financing through debt. Current results contradict to the results of pecking 
order theory, which suggests making use of debt before stock issuance. In addition, the results of H2 contrast to the 
results of Margaritis and Psillaki (2010) research that state the preference of debt leverage to stock issuance in the 
capital structure. To explain the H2, we can refer to hidden cost of debt (NOI theory), High loan interest rate and 
inability of firms to obtain profit more than the loan interest rate.  

3. According to the research results, in comparison of these two groups with market return it is evident that 
corporations with stock issuance in their capital structure gain more return than another. To paraphrase the results 
by agency cost theory, we can mention the followings: high rate of interest, complex paperwork and legal 
limitations. Moreover, according to dynamic Trade off theory can be stated that these companies couldn't forecast 
the future changes appropriately.  

 
12. RESTRICTIONS OF RESEARCH 
 
1. We didn't consider changes in macroeconomic conditions, political and social changes over the years of 

studied. 
2. Due to limited statistical community to companies listed in Tehran Stock Exchange, distributions of results 

to other economic units should be done with caution.  
3. We didn't consider banks and other credit institutes in Tehran Stock Exchange and omit which don’t work 

more than one year during the studied period. 
 
 
12. SUGGESTIONS FOR FUTURE RESEARCH 
 
1 – It be suggested that test capital structure in Iranian firms by market timing model and the results be 

interpreted. 
2 - It also be suggested that test capital structure in Iranian firms by dynamic trade-off model and the results 

be interpreted. 
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 The Companies which Finance 
Through Debit 

The Companies which Finance 
Through  issuance of stock 

Data from 
Table 4 &3 

Mean=0.569 
Std.Dv=2.37 
Std.Err=0.23 

Mean=0.85 
Std.Dv=1.65 
Std.Err=0.16 

Comparison 
Statistic 

Data  

> Mean=0.569 Mean=0.85 
Std.Dv=2.37 < Std.Dv=1.65 
Std.Err=0.23 < Std.Err=0.16 

Result 
Companies are to finance by issuance of stock obtain more return and 

less risk in comparison with the other group. 
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