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Abstract—For a number of years, researchers have described 

and analyzed inherent factors that may impact on the firms’ 

financial performance. Relationships of firm characteristics 

and financial strategies towards firms’ financial performance 

improvement are topics that have received much attention in 

the financial literatures. This study investigates these firms’ 

characteristics relationships, especially the factor of growth, 

size, and age with the financial strategies in funding their 

operations, either internal or external financing, and their 

impact on financial performance improvements. The study 

collected the data from 242 Thai manufacturing companies 

listed in the Stock Exchange of Thailand (SET) from six 

manufacturing industries during 2006-2010. The study was 

carried out using Structural Equation Modeling (SEM) to 

identify significant effects among these relationships. The 

results show that the firm growth has shown negative impact on 

the firms’ liquidity representing the fact that more internal 

financing has been preferable. The firm size has shown to have 

negative impact on the level of leverage, but positive impact on 

the liquidity and financial performance improvement. In 

addition, the higher level of leverage also raises the higher level 

of liquidity. And finally, the liquidity significantly deteriorates 

the growth of financial performance’s improvement. However, 

the factor of age did not find to have any significant impact on 

our interested variables. These findings have also been 

supported by existing theories and literatures to confirm the 

validity.  

 
Index Terms—Firm characteristics, age, growth, size, 

financial strategies, financial performance. 

 

  

 

 

  

  

determinants of the firms’ characteristics may include growth 

opportunities, size, age, liquidity, asset structure, and 

profitability [6], [7]. In this study, five interested factors 

(growth, size, age, liquidity, and level of leverage or capital 

structure) have been identified to test their effects towards the 

firm financial performance’s improvement. With their effects, 

one can pay more attention on them more closely as they play 

a major role in deciding the investment direction and 

prosperity of the firms. As a result, the objective of this study 

is to empirically investigate the relationships between firms’ 

characteristics factors through their financial strategies based 

on the case study of the manufacturing firms listed in 

Thailand’s stock market. Structural Equation Modeling 

(SEM) is applied using AMOS to analyze the significant 

effect among these relationships. 

 

  

Firms usually develop their financial energies and 

operating performance through acquisition and merger or 

outsourcing [8] as well as extend their expanding plants and 

equipment, updating technologies, and innovating products 

to maintain competitive advantages and sustainable [9]. 

Consequently, firms generally keep their competitiveness to 

rely on successful capital expenditures strategies and funding 

sources during an effective promotion of strategies and 

planning. Reference [10] discussed financing hierarchy from 

the view of asymmetric information, known as the Pecking 

Order Theory, and proposed the priority of financing 

strategies. Corporations prefer internal financing, especially 

for reserved surplus, as interest costs are not involved, and 

the limitations are less than other modes. However, if the 

source of funds for internal financing is less than capital 

expenditures, the corporations will then consider external 

funds for financing. Reference [11] investigated the capital 

structures chosen by 313 CFOs, and how European 

professionals put theory into practice. The result indicated 

that the Pecking Order Behavior exists and its behavior is not 

affected by asymmetrical information. Reference [12] 

studied the financing strategy of European public firms, and 

found 60 percent of firms advocated the Financing Hierarchy 

system, which meets the Pecking Order Theory.  

Reference [13] found that a higher Market-to-Book value 

(M/B) has a lower target Debt Ratio (DR). Firms with high 

M/B usually obtain higher investment evaluation in equity 

securities from investors. When firms issue equity securities 

for financing, they will increase price per shares to reveal 

good performance for attracting investors. As a result, firms’ 

operational factors possibly have relations associated with 
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I. INTRODUCTION

Over the past few years, there are increasing researches 

related to the determinants of firm’s financing operations and 

investment strategies towards the firm performance. 

Performance is the function of the ability of an organization 

to gain and manage the resources in several different ways to

develop competitive advantages [1]. It is divided into 

financial performance and non-financial performance. In this 

study, we focused on the firms’ financial performance. 

References [2]-[5] have used financial performance as an 

indicator for firms’ success. In the past research, the 
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II. BACKGROUND OF THE STUDY



  

financing strategies. 

Growth, size, and age are considered to be important 

characteristic factors, which are often used to be the 

determinants of firm performance [2], [3], [5], and [14]. 

Growth is one of the important determinants to decide the 

financing strategy and structure of the firms, representing the 

growth opportunities and the firm expansion. Size of the 

firms also brings different levels of credit evaluation. A 

major obstacle to expansion for firms at the bottom of the size 

and productivity distribution is the limited availability of 

credit [15]. Large firms are much more likely to report having 

more access to formal credits [16] and internalize many of the 

capital allocation functions carried out by financial markets 

and financial intermediaries [17]. In opposite, small firms are 

likely to face tougher obstacles in obtaining finance, 

accessing legal systems, or dealing with corruption [17]. 

Reference [18] found that the larger firms prefer to follow the 

Pecking Order Theory, while medium and small firms would 

not follow the theory if the financing environment is 

favorable when inspecting whether the financial structure of 

firms listed in 2004 conforms to the Pecking Order Theory. 

Age may imply basic aspects of firms. The impact of age on 

the firm performance is still very much in doubt in which 

conflicting results have often been reported. For example, old 

age firm indicates lower operational risks [19] and it could 

improve firm financial performance. In addition, the 

probability that a firm will fail could decrease with the firm 

age [20]. On the other hand, reference [21] suggested that as 

firms grow older, their profitability tends to decline.  

Referring the financing strategies, internal funds of the 

firms depend on their level of liquidity. Liquidity refers to 

how quickly and cheaply a firm’s assets can be converted into 

cash [22]. Firms hold a certain amount of liquid balance for 

various motives such as precautionary, speculative and 

transactional [23]. Reference [10] and [11] studied 

relationships between liquidity and firm performance. On the 

other hand, the level of leverage representing by the capital 

structure shows the degree to which a business is utilizing 

borrowed money. It is different from one firm to others 

depending on firm management and financial strategy. It is 

also the balancing of risk and return. Investors would analyze 

relative financial and operating circumstance of the firm to 

make their investment decisions. Reference [24] found that 

corporate managers give preference to internal funds for 

financing, second is external funds, when carrying out a 

practical research on financing modes chosen by American 

corporations. If the source of funds for internal financing is 

less than capital expenditures, the corporation will then 

consider external funds for financing.  

With external funding, the level of leverage is considered 

by many researchers as an important indicator for funding 

decisions [12], [13], [15], and [16]. When firms increase 

debts, the corporate value will depreciate due to higher 

bankruptcy risk and agency costs after the debts have 

increased to a certain level. The offset of debt and equity is 

referred to as the Trade-off Theory. Reference [25] 

investigated the funding decision-making of European public 

firms and found that 50 percent of the firms pursue 

maintaining a target debt standard, which conforms to the 

Trade-off Theory. Reference [12] studied the capital 

structure of the Portuguese service industry from 1999 to 

2003 and found that debt could promote the improvement of 

managerial results and solve agency problems between 

shareholders and creditors. Thus, large service firms tend to 

have higher amount of debt, which conforms to the Trade-off 

Theory. 

 

III. THEORETICAL FRAMEWORK AND HYPOTHESES 

In our theoretical framework, there are three tiers of the 

main factors to be tested. As seen in Fig. 1, the first tier is 

related to firm characteristic factors, which consist of the 

growth (F1), size (F2), and age (F3) of the firms. The second 

tier indicates the financial strategies for external and internal 

funding, which are measured through the level of leverage 

(F4) and the liquidity (F5). Finally, the last tier evaluates the 

firm financial performance’s improvement (F6). 

 

 

Fig. 1. Overview of hypotheses 

 

A. Relationships between Firm Characteristic Factors 

and Financial Strategies for Funding 

Hypotheses 1a-1f propose that the firms’ characteristics 

including the factors of growth, size, and age have significant 

effect on the level of firm leverage and liquidity. This is to 

evaluate the impact of firms’ characteristics towards their 

financial strategies. Normally, the management chooses 

finanical strategies based on private information about future 

firm growth as it is the most important determinant of capital 

structure choice [26]. Growth is capital assets that add value 

to the firm but cannot be collateralized and do not generate 

current taxable income [27]. On the other hand, growing 

business needs more capital and resources to expand and 

maintain its competitiveness. According to the Pecking Order 

Theory, if the firms use internal financing by funds from their 

operations, their level of liquidity would be deteriorating. If 

the internal funds are not sufficient, firms would then use 

external financing and it would bring up the level of debt as 

well as their leverage. 

Many researchers have suggested that the size of the firm, 

level of leverage and liquidity are somewhat related. 

Reference [28] stated that larger firms seem to have a lower 

bankruptcy chance and they possess higher debt than smaller 

firms. Moreover, reference [29] also suggested that larger 

firms obtain higher investment evaluation from financial 

institutes for their credits and this indicates the positive 

relationship between the firms’ size and their level of 
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leverage. With regard to the level of liquidity, reference [30] 

predicted an inverse relationship between the firm size and 

the cash holdings because larger firms tend to invest in 

different growth opportunities instead of stockpiling it 

predicted. As the firm is growing, the opportunities to invest 

in different operations also increase [31]. Then, it is 

interesting to test the effect of age to the financial strategies 

of firms (both liquidity and level of leverage). Hence: 

 H1a: Growth has significant effect on the level of 

leverage of the firm. 

 H1b: Growth has significant effect on the liquidity of 

the firm. 

 H1c: Size has significant effect on the level of leverage 

of the firm. 

 H1d: Size has significant effect on the liquidity of the 

firm. 

 H1e: Age has significant effect on the level of leverage 

of the firm. 

 H1f: Age has significant effect on the liquidity of the 

firm. 

B. Relationship between Firm Characteristic Factors and 

Financial Performance Improvement 

Hypotheses 2a-2c propose that the growth, size, and age of 

the firms have significant direct impact on firm financial 

performance’s improvement. Growth or growth opportunity 

is often used to be a determinant of firm performance. 

Growth generates more profits and eventually improves 

business performance [32]. The size of the firm also affects 

the financial performance in many ways.  Larger firms gain 

advantages of economies of scale. They can exploit their 

scales by having more power for bargaining, and being more 

efficient compared to small firms [2]. However, when firms 

become too large, they may face inefficiency of management 

and slow decision making, which could eventually reduce 

their performance. Many authors have also considered age as 

an important factor influencing firm financial performance. 

For instance, the firm age can positively affect the financial 

performance since older firms have more experience and 

enjoy superior performance [2]. However, some argued that 

firm age can influence firm financial performance negatively. 

Reference [21] showed that the firms’ financial performance 

decline with the age of the firm since firms are old and 

become inefficient. Hence: 

 H2a: Growth has significant effect on firm financial 

performance’s improvement. 

 H2b: Size has significant effect on firm financial 

performance’s improvement. 

 H2c: Age has significant effect on firm financial 

performance’s improvement. 

C. Relationship between Firm Financial Strategies and 

Firm Financial Performance 

Hypotheses 3a and 3b propose that the level of leverage 

and liquidity of the firm significantly affects firm financial 

performance’s improvement. The level of leverage or capital 

structure shows how business finances its operations and 

costs. It is relating to how a firm manages its capital structure. 

Capital structure is the balancing between risk and return [14]. 

The higher ratio of leverage shows that firms externally 

borrow money from banks and other financial institutions in 

high proportion. On the other hand, the liquidity shows the 

amount of cash or cash equivalent that firms hold or have an 

ability to convert assets to cash. For operations of the firms to 

run smoothly, optimum level of liquidity and its surplus 

within the firm should be maintained. 

There are two opposing effects on the capital structure, 

depending on the selection of financial strategies for funding 

the firms’ investment. Debt can somehow improve firm 

performance because managers in debt are in stress, in 

pressure and need to make value-maximizing decision. On 

the other hand, [33] and [7] suggested that the correlation 

between capital structure and firm performance is negative. 

As, a high level of debt brings high financial cost, if 

borrowed debt cannot generate sufficient income or the firm 

cannot utilize that loan well enough, the financial 

performance of that firm would eventually be deteriorating. 

Good and proper liquidity management helps firms to 

maintain the surplus, reduce risk, and improve company 

survival rate [34]. Reference [6] stated that the liquidity 

would allow a firm to deal with unexpected contingencies 

and to cope with its obligations during periods of low 

earnings. From this perspective, we can suggest the 

following hypotheses: 

 H3a: Level of leverage has significant effect on firm 

financial performance’s improvement 

 H3b: Liquidity has significant effect on firm financial 

performance’s improvement 

D. Relationship between Liquidity and Level of Leverage 

Hypothesis 4 proposes that the liquidity of the firm 

significant affects the level of leverage. Many literatures 

studied the relationship between the liquidity and leverage of 

firms [23], [35], and [36]. These findings have suggested that 

the level of leverage can significantly affect the liquidity of 

firms either positively or negatively. Hence: 

 H4: Level of leverage has significant effect on the 

liquidity of the firm. 

 

IV. RESEARCH DESIGN 

Firms under the study are listed in Stock Exchange of 

Thailand (SET). SET is the Thailand national stock exchange. 

Operations of Stock Exchange of Thailand (SET) started on 

April 30, 1975 under the Securities Exchange of Thailand 

ACT, B.E. 2517 (1974). In total, there are eight industries 

listed in SET, including Agro & Food Industry, Consumer 

Product, Consumer Product, Industrials, Property & 

Construction, Resources, Technology, Finance, and Services. 

However, in this study, only six manufacturing industries are 

included as financial and service industries are excluded due 

to their non-manufacturing nature. We used financial data 

from Thai public manufacturing firms listed in SET from 

2006 to 2010, drawn from their income statements and 

balance sheets. The entire dataset contains 354 firms, 

however, many firms are excluded because essential data are 

missing due to merging, suspension, and bankruptcy. 

Therefore, a dataset of 242 firms remains so the total 

numbers of observations in five years are 1,210 observations. 
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Table I shows the list of industries and the number of firms 

used in the analysis. Each earlier mentioned latent factor has 

been indicated by one or more variables for representing 

possible dimensions of that factor.  

 
TABLE I: OVERVIEW OF INDUSTRIES AND NUMBER OF FIRMS  

Industry Number of firms 

Agro & Food Industry 37 firms 

Consumer Product Industry 33 firms 

Industrials Industry 67 firms 

Property & Construction Industry 50 firms 

Resources Industry 23 firms 

Technology Industry 32 firms 

Total 242 firms 

  
 

Table II summarized variables in each latent factor. There 

are 19 variables representing 6 latent factors. Then, highly 

correlated variables and variable loaded on multiple 

constructs will be deleted during the purification of the 

measurement model’s analysis. For a brief explanation of 

these factors, firm characteristics consist of growth, size, and 

age of the firms. Growth depicts the firm future opportunity 

to survive and expand. In this study, we used growth ratio of 

total assets, growth ratio of sales, growth ratio of expenses, 

and growth ratio of shareholders’ equity as indicators of firm 

growth. Firm size is represented by the natural logarithm of 

sales (LnSales), natural logarithm of market value (LnMarket 

value), and natural logarithm of total assets (LnTotal assets). 

The logarithmic transformation is needed to convert these 

variables that grow at a constant percentage rate to be a linear 

function of time. For example, reference [27] and [28] used 

natural logarithm of sales, market value, and total assets as 

indicators of the firm size. Age is represented by number of 

days listed in the Stock Exchange of Thailand (SET) and 

number of days established. 

 
TABLE II: VARIABLES IN EACH LATENT FACTOR UNDER OUR STUDY 

 

Firm Characteristics Firm Financial Strategies Firm Financial Performance’s 

Improvement 

Growth    - Growth ratio of total assets (V1) 

(F1)         - Growth ratio of sales (V2) 

                - Growth ratio of expenses (V3) 
                - Growth ratio of equity (V4) 

Level of leverage  - Debt to equity ratio (V10)             

(F4)                       - Debt to total assets ratio (V11) 

                              - Current liabilities over total assets (V12) 
                              - Long-term liabilities over total assets (V13) 

Financial          - ROE growth (V18) 

Performance    - ROA growth (V19) 

(F6) 

Size         - Ln(Sales) (V5) 
(F2)         - Ln(Market Value) (V6) 

                - Ln(Total assets) (V7) 

                

Liquidity               - Cash (V14) 
(F5)                       - Inventory turnover (V15) 

                              - Current ratio (V16) 

                              - Quick ratio (V17) 

 

Age         - No. of days listed in SET (V8) 

(F3)        - No. of days established (V9) 

  

 
 

Firms’ financial strategies are represented by the level of 

leverage and corporate liquidity of the firm. Debt 

management is crucial because the firm must decide how and 

when to pay off liabilities according to available cash and 

interest rates. Level of leverage in this study is represented by 

debt to equity ratio, debt to total assets ratio, current liabilities 

over total assets, and long-term liabilities over total assets 

while the liquidity of the firm is measured through cash, 

inventory turnover, current ratio, and quick ratio. Inventory 

turnover is calculated by sales over average inventory level. 

Current ratio is calculated by the current asset over current 

liabilities. Quick ratio is calculated by the difference between 

current assets and inventories over current liabilities. 

 
TABLE III: LISTED OF VARIABLES 

 
Variables Minimum Maximum 

Growth ratio of sales (V1) -2.1308 21.9414 

Growth ratio of total assets (V2) -3.9306 13.9632 

Growth ratio of expenses (V3) -0.3700 18.6000 

Growth ratio of shareholder’s equity (V4) -2.4716 34.1858 

Ln(Sales) (V5) -3.9377 4.2555 

Ln(Market Value) (V6) -2.3767 3.7863 

Ln(Total asset) (V7) -2.2630 4.0355 

No. of days listed in SET (V8) -2.3837 2.7245 

No. of  days firms established (V9) -1.7510 3.0355 

Debt over total assets (V10) -0.1394 25.1296 

Debt over equity (V11) -0.9198 18.3850 

Current liabilities over total assets (V12) -1.6816 4.0590 

Long-term liabilities over total assets (V13) -1.1692 7.7537 

Cash (V14) -0.1944 19.2157 

Inventory turnover (V15) -0.3148 25.1248 

Current ratio (V16) -0.3467 23.3065 

Quick ratio (V17) -0.2244 24.1588 

ROA growth (V18) -17.3860 13.2818 

ROE growth (V19) -29.8699 11.5382  
 

Firm performance’s improvement is the improvement of 

an outcome of financial performance. It represents the 

potential of business to manage and use resources in different 

ways to reach its goal efficiently. Firm performance can be 

measured through financial performance and non-financial 
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performance. We focus on financial aspect of performance. 

In this study, firm financial performance’s improvement is 

represented by proliferation of Return on Equity (ROE) and 

proliferation of Return on Asset (ROA). Return on Equity 

(ROE) is calculated by net income over shareholders’ equity. 

Return on Asset (ROA) is calculated by net income over total 

assets.

All raw data have been standardized (also called Z scores) 

in order to eliminate the bias of scales regarding the effects of 

coefficient factors. Table III lists all variables and their 

ranges used in the study. The data include maximum and 

minimum values in each variable.

V. RESULTS

This study used Structural Equation Modeling (SEM) 

through AMOS 18.0 distributed by SPSS to analyze the

research hypotheses. SEM is a statistical technique for testing, 

presenting, and eliminating relationships between variables. 

It is a tool for analysis of the patterns of 

correlation/covariance among variables as well as individual 

variances. It attempts to analyze complicated causal models 

by incorporating unobserved (latent) variables and observed 

(measured) variables. Usually, the maximum likelihood (ML) 

estimation method is employed, but the data in this research 

are not normally distributed. As a result, Asymptotically 

Distribution-Free (ADF) estimator is used instead. ADF 

estimator does not require normality assumption [37]. 

Results from a two-step procedure of SEM consisting of the 

measurement model and the structural model will be 

presented as followed:
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A. Measurement Model

In this step, Confirmatory Factor Analysis (CFA) was used 

to validate the measures of constructs for developing the 

measurement. CFA is a more effective method for assessing 

unidimensionality than the methods of exploratory factor 

analysis, coefficient alpha, and item-to-total correlation. The 

purpose is to ensure unidimensionality of the multiple-item 

constructs or low item-to-constructs and to eliminate 

unreliable items [38]. Highly correlated variables are 

eliminated into a single variable, and variables loaded on 

multiple constructs were deleted from the model prior to 

testing. CFA results in elimination of individual items 

including the growth ratio of equity (V4), natural logarithm 

of total assets (V7), No. of  days established (V9), current 

liabilities over total assets (V12), long-term liabilities over 

total assets (V13), current ratio (V16), and quick ratio (V17)

because of high correlation and high residuals. 

After elimination of the above mentioned variables, the 

following results can be presented. The Chi-square to degree 

of freedom ratio of the model is 2.588 which is less than 3.00 

[39]. The Root Mean Square Error of Approximation 

(RMSEA) is equal to 0.036, which is within the acceptable 

level for this measure of fit (RMSEA < 0.05) [40]. Goodness 

of Fit Index (GFI) is 0.961, which also presents a good fit 

(GFI > 0.90) [40]. The Tucker Lewis Index (TLI), 

Comparative Fit Index (CFI), and Normed Fit Index (NFI) 

are 0.940, 0.939, and 0.906, respectively. The acceptable 

level of these 3 measures of fit should be higher than 0.90 

[40]. These results show all required goodness of fit index 

values are complied with the suggested values and confirm

that our model is valid and reliable. The acceptable values 

and obtained values can be summarized in Table IV.

TABLE IV: ACCEPTABLE VALUES AND OBTAINED VALUES OF GOODNESS 

OF FIT TEST

Goodness of fit test Acceptable 

value

Obtained 

value

1.     Chi-square/degree of freedom ≤ 3.00* 2.588

2.     Root Mean Square Error of    

Approximation (RMSEA)

< 0.05** 0.036

3.     Goodness of Fit Index (GFI) > 0.90** 0.961

4.     Tucker Lewis Index (TLI) > 0.90** 0.940

5.     Comparative Fit Index (CFI) > 0.90** 0.939

6.     Normed Fit Index (NFI) > 0.90** 0.906

* as recommend by [39]

** as recommend by [40]

B. Structural Model

The result shows that, under 95% confidence level, the 

growth factor negatively affects the liquidity with the 

p-values of 0.034 (p < 0.05). Firm size has a negative impact 

on the level of leverage with the p-value of 0.000 (p < 0.05). 

Size factor positively affects the liquidity with the p-value of 

0.000 (p < 0.05). Moreover, the size factor also has a direct 

impact on firm financial performance’s improvement with 

the p-value of 0.004 (p < 0.05). Liquidity negatively affects 

the firm financial performance’s improvement with the 

p-value of 0.025 (p < 0.05). Finally, the level of leverage 

positively affects the liquidity with the p-value of 0.000 (p < 

0.05).

However, there is no significant direct effect of firm 

growth to the level of leverage and firm financial 

performance’s improvement. In addition, the level of 

leverage has no impact on the firm financial performance’s 

improvement. Age of firms does not show to affect any

financial strategies and firm financial performance’s 

improvement. The results of the path analysis can be 

summarized in Fig. 2 and Table V. The discussion will be 

addressed in the following section.

Denotes non-significant paths

Denotes significant paths

*Standardized path coefficients (p <0.05)

Fig. 2. Significant paths in structural model.

TABLE V: STRUCTURE MODEL

From To Estimate P

Growth (F1) Level of leverage (F4) .018 0.534

Size (F2) Level of leverage (F4) -.067 0.000*

Age (F3) Level of leverage (F4) .003 0.737

Size (F2) Liquidity (F5) .457 0.000*

Growth (F1) Liquidity (F5) -.111 0.034*

Age (F3) Liquidity (F5) -.024 0.325

Level of leverage (F4) Liquidity (F5) .050 0.000*

Level of leverage (F4) Performance (F6) -.007 0.096

Liquidity (F5) Performance (F6) -.032 0.025*

Growth (F1) Performance (F6) -.007 0.808

Size (F2) Performance (F6) .030 0.004*

Age (F3) Performance (F6) -.007 0.282

*Significant at p < 0.05

VI. DISCUSSION AND MANAGERIAL IMPLICATIONS

Six paths are significant (p < 0.05). These paths consist of 

H1b, testing the effect of growth on liquidity; H1c and H1d, 

testing the effect of size on level of leverage and liquidity, 

respectively; H2b, representing the path from size to firm 

financial performance’s improvement; H3b, testing the effect 

of liquidity on financial performance’s improvement; and H4, 

testing the effect of level of leverage on liquidity [19].

A. The Effect of Growth on Liquidity is Significant and 

Negative (H1b) (p < 0.05)

As firms are growing, their investment opportunity will 

increase. Thus, the firm is prone to spend cash in order to 

expand their business by various investment choices which 

results in a negative effect of growth on liquidity [19].

According to the Pecking Order Theory, the firms use 

internal financing by funds from their operations, their level 

of liquidity would be deteriorating as a result.

B. The Effect of Size on Level of Leverage is Significant 

and Negative (H1c) (p < 0.05)

This finding elaborates the fact that the level of leverage is 

negatively affected by the firms’ size. Large firms in this 
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study show to have a lower level of leverage as compared to 

small firms, this may be due to the fact that larger firms prefer 

to follow the Pecking Order Theory where internal financing 

is more favorable as interest costs are not involved as 

reported by reference [19]. Reference [27] also suggested 

that small firms find it more difficult to issue equity than 

larger firms. As a result, they tend to use external financing 

and hence increase the level of leverage.

C. The Effect of Size on Liquidity is Significant and 

Positive (H1d) (p < 0.05)

This finding is somehow opposite to the one with the 

factor of growth. As the firms get bigger in size, their levels

of liquidity have shown to be better. Since in this study, the 

size of firms was measured by the amount of sales and their 

market value, it is not surprising to see that the factor of size 

has a positive significant impact on the liquidity. Reference 

[22] also reported the same positive relationship between the 

firm size and its liquidity.

D. The Effect of Size on Firm Financial Performance’s 

Improvement is Significant and Positive (H2b) (p < 0.05)

Size is only firm characteristics factors in our study, which 

shows to directly affect the firm financial performance’s 

improvement. Large firms tend to be more efficient as they 

can exploit the advantages of economies of scale, skilled 

workers, and market power. As a result, it positively helps 

improve the firms’ financial performance while the factors of 

growth and age did not show any direct influence on the 

financial performance. Reference [41] also supported this 

finding by suggesting that the large firms tend to have more 

abilities to diversify their risk than the small firms. Thus, the 

factor of size has shown to significantly impact on the firms’ 

financial performance as presented by our result.

E. The Effect of Liquidity on Firm Financial 

Performance’s Improvement is Significant and Negative 

(H3b) (p < 0.05)

This result is consistent with the finding in reference [42], 

which reported that the high liquidity means too many assets 

are not being properly utilized. If available current assets are 

not utilized well enough, the firms would face the problem of 

low rates of return and lead to a negative impact of liquidity 

on the financial performance.

F. The Effect of Level of Leverage on Liquidity is 

Significant and Positive (H4) (p < 0.05).

Reference [43] stated that when firms possess high 

leverage, they tend to have high liquidity because of high 

degree of the uncertainty of refinancing for loans. High 

degree of leverage brings firms high risk and high uncertainty. 

Thus, firms tend to increase  corporate liquidity to cope with 

those uncertainty.

G. Non-Significant Paths

There are 6 paths which are not significant. These paths 

include H1a, testing the effect of growth on the level of 

leverage; H1e and H1f, testing the effect of age on the level 

of leverage and the liquidity, respectively; H2a and H2c, 

testing the effect of growth and age on the firm financial 

performance’s improvement; and H3b, representing the path 

from level of leverage to the firm financial performance’s

improvement.

As the firm growth does not show to significantly impact 

on the level of leverage (H1a) but shows to negatively affect 

the liquidity (H1b), this result may imply that as the growth is 

one of important determinants to decide the financial strategy,

the level of leverage referring firms using more of the 

external financing in this study does not show to depend 

much on the growth factor. So, the financial institutes seem to 

evaluate the financing firms based on the current firms’ status 

such as size and liquidity rather than future or perspective 

growth.

Age is also not found to be significantly affect any of our 

interested factors as H1e, H1f, and H2c were rejected. As a 

result, it may be able to conclude that the firms’ financial 

strategy and their financial performance’s improvement do 

not depend on their age. The duration of firms listed in SET

does show to have any impact neither on the level of leverage 

nor the liquidity of the firms. As a result, no matter how long 

the firm has stayed in the stock market does not seem to 

influence their operations and performance.

Firm growth does not show to have a direct impact on their 

financial performance’s improvement (H2a). This finding 

suggests that the growth of the firms alone would not cause 

any impact on the financial performance’s improvement. 

Rather, it must be able to improve the firm’s strategic actions 

and drive the firm operations for the success before the 

financial outcomes can be improved.

Lastly, it is also surprising to see that the firm level of 

leverage of the firm does not show to affect the firm 

performance’s improvement (H3a). Our data set of selected 

public manufacturing firms in SET as a case study show no 

significant link between the level of leverage and the

financial performance’s improvement. Different levels of 

leverage or capital structure do not guarantee better or worse 

financial performance of these firms. The success or failure 

of the firms in this study show much to depend on other 

factors (e.g., size and liquidity) beyond merely debt policy as 

well as the firm characteristics factors of age and pure growth 

as previously mentioned.

VII. LIMITATION AND FURTHER STUDIES

The limitation of this study is an inability to control 

external factors such as national economics, interest rate, and 

inflation rate. These external factors could also affect our 

interested factors, firm characteristics, financial strategies

and firm financial performance. Further studies may consider 

this issue to make the results more completed. Moreover, the 

difference of industries should be considered so that the 

results can be separately analyzed and compared between 

industries because determinants of different industries may 

be different and significant. Extension study may include the 

study of external factors, differences of industries, and time 

series effect. The findings presented in this paper should be 

considered with these limitations. 
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