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The objectives of this study are 1) to study the determinants or optimal capital
structure of firms 2) to study the determinants of speed of adjustment 3) to study financial
constraint of small firms on bank debt. The data comes from the financial statement of 200 SMEs

in manufacturing sector. In addition we use the Fixed Effects Panel Data estimation method.

As the ramification of the determinant of optimal capital structure, we find that
income variability and profitability are negatively related to capital structure and find a positive
relationship between tangibility , growth opportunity , size and capital structure. But non-debt tax
shield is insignificant. In terms of the determinants of speed of adjustment, this study found that
SMEs were not in the optimal capital structure at all time, but deviated significantly from the
optimal level. Therefore, firms with high growth opportunity and large size would have a positive
speed of adjustment because they have lower cost of external source of fund. Moreover, the
limitation in accessing source of fund, this study shows that smaller firms have more constraint on

bank debt than the larger ones.
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