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Abstract

The purpose of this paper is to investigate the dynamics involved in the determination of capital structure of banks in
Indonesia. The results of this study show that that depending on the leverage measurement (book or market) various
independent variables on the capital structure determinant of Indonesia Banking. The results of the regression models
show that profitability is positively related to leverage uniform across both, leverage measures. Firm size is positively
related to leverage uniform across both, leverage measures. Collateral is positively related to leverage uniform across
both, leverage measures. Non-debt tax shield is negatively related to leverage uniform across both, leverage measures.
Furthermore, as expected uniform relationship between Tobin’s Q is observed for market leverage and Tier 1 Capital
is observed for book leverage. The positive relationship between Tobin’s Q and book leverage is not in line with our
expectations and the positive relationship between Tier 1 Capital and market leverage. Overall, our panel regression
results tend to suggest that the determinants under study are reliable in explaining bank capital structure. Additionally,
based on the results above, in terms of the coefficient sign and significance, the financing decision of bank, both are
better explained by the Pecking Order Theory and by the Trade-Off Theory, respectively.
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