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Panern Intara (Thailand), Porntip Jirathumrong (Thailand),
Nattakan Rattanapan (Thailand)

REVISITING THE ROLE

OF CAPITAL STRUCTURE AND
FINANCIAL DISTRESS IN SHAPING
SUSTAINABLE GROWTH
AND FIRM VALUE: INSIGHTS
FROM THAILAND'S LISTED
SERVICE INDUSTRY

Abstract

The service industry sector is crucial to Thailand’s employment and economic devel-
opment. The firm value and sustainable growth of firms in this industry inevitably
have a beneficial impact on the country. This study investigates the impact of capi-
tal structure and financial distress on sustainable growth and firm value among listed
companies in Thailand’s service sector. Using unbalanced panel data from 133 firms
listed on the Stock Exchange of Thailand, the analysis encompasses 1,117 firm-year
observations spanning the period from 2014 to 2023. Data were sourced from the
SETSMART database of the Stock Exchange of Thailand. The empirical findings indi-
cate that capital structure, measured by debt to equity ratio, demonstrates a significant
negative influence on both sustainable growth (B = -1.8600, p < 0.05) and firm value
(B = -1.7600, p < 0.05), suggesting that excessive leverage undermines long-term per-
formance, while financial distress, as captured by the Z-score, shows positive impact
on both sustainable growth (f = 1.1253, p < 0.01) and firm value ( = 0.1578, p < 0.01),
indicating that reduced financial distress enhances corporate outcomes. These findings
underscore important managerial implications. Service firms should optimize capital
structure through balanced debt-equity ratios. Proactive financial distress manage-
ment is crucial for sustaining growth. This study contributes to the corporate finance
literature in emerging markets by empirically validating capital structure theories in
Thailand’s unique service sector context while providing practical guidance for finan-
cial decision-making.

Keywords capital structure, financial distress, sustainable growth,
firm value, service industry, Stock Exchange of Thailand
JEL Classification G32, G23

INTRODUCTION

The service sector plays a crucial role in driving economic develop-
ment, serving as a fundamental pillar of growth in both advanced and
emerging economies. In the context of Thailand, the service sector
has emerged as the principal driver of economic activity, contribut-
ing approximately 58% to the country’s GDP in recent years (World
Bank, 2022). Furthermore, it holds substantial social and economic
importance, as nearly half of the national workforce is employed in
this sector (Office of the National Economic and Social Development
Council, 2022). This sector encompasses six key business groups: com-
merce, healthcare, publishing, specialized services, tourism and recre-
ation, and transportation and logistics (Stock Exchange of Thailand,
2024). In this competitive and evolving business landscape, firms in-
creasingly aim to enhance shareholder value while achieving sustain-
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able growth, which becomes a vital strategic focus, reflecting a firm’s capacity for long-term viability.
Emphasizing sustainability not only addresses future uncertainties but also strengthens firm value and
supports long-term shareholder wealth preservation.

The ongoing global economic uncertainty, compounded by the recent pandemic, has exposed signifi-
cant vulnerabilities within Thailand’s service sector, particularly in tourism, transportation, and related
industries. These industries experienced dramatic losses, including a decline in international tourism
revenue from USD 90 billion in 2019 to just USD 24 billion in 2020 due to border closures and travel
restrictions (Thaichareon et al., 2023). Firms listed on the Stock Exchange of Thailand, especially those
in service-related industries, encountered sustained financial pressures beyond the immediate crisis. In
2024, SET-listed companies reported a 3.7% decline in net profits despite a 3.1% increase in total revenue
(The Nation Thailand, 2024). Moreover, the average D/E ratio among non-financial SET-listed firms
slightly decreased from 1.52 to 1.49, reflecting cautious financial restructuring amid heightened risk
(The Nation Thailand, 2024). These financial indicators suggest deeper concerns regarding firms’ capital
structure decisions and their exposure to financial distress. In the face of ongoing economic uncertainty,
understanding the dynamics of capital structure and financial health becomes increasingly vital for
sustaining firm growth and preserving value, especially in sectors most vulnerable to external shocks.

Therefore, this study addresses the scientific problem of how capital structure and financial distress
influence sustainable growth and firm value within Thailand’s service industry. Investigating these
relationships offers insights not only into firm-level financial strategies but also contributes to policy
considerations for enhancing the resilience and long-term viability of one of the nation’s most critical

economic sectors.

1. LITERATURE REVIEW

AND HYPOTHESES
DEVELOPMENT

The relationship between capital structure, finan-
cial distress, sustainable growth, and firm value
has long been a focus of corporate finance litera-
ture. Numerous studies have affirmed that an op-
timal capital structure plays a crucial role in en-
hancing a firm’s long-term performance and re-
silience. Specifically, capital structure positively
influences sustainable growth by enabling firms
to access resources that support strategic invest-
ments, innovation, and capacity expansion (Muh
& Slamet, 2023; Ogulo, 2023). A well-balanced
debt-to-equity (D/E) ratio can lower the cost of
capital, improve financial flexibility, and foster
investment in productivity-enhancing activities
(Sasha et al., 2018). In capital-intensive sectors
such as manufacturing, the use of long-term debt
has been found to support long-term growth by of-
fering tax advantages and structured repayment
schemes (Godfrey, 2016; Modigliani & Miller,
1963; Frank & Goyal, 2009). These findings align
with the view that debt, when optimally struc-
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tured, contributes to value creation and sustain-
able business development (Myers, 2001; Rajan &
Zingales, 1995; Arpana, 2020).

However, the literature is not entirely conclusive.
Several scholars have raised concerns regarding
the adverse effects of high leverage. Excessive
debt may elevate the cost of capital, reduce li-
quidity, and increase the risk of financial insta-
bility, thereby undermining sustainable growth
(Muhammad et al., 2021; Abdullahi, 2025; Vlora
et al., 2024). These divergent findings suggest
that the impact of capital structure on sustain-
able growth may be context-dependent and in-
fluenced by firm-specific or industry-specific
factors.

The influence of capital structure on firm val-
ue has also been extensively investigated, with
mixed empirical evidence. Some studies indicate
a positive association, noting that optimal capital
structure enhances firm value by minimizing the
weighted average cost of capital (WACC), maxi-
mizing tax shields, and improving shareholder
returns (Akartwipart, 2022; Phetkong, 2016;
Okudo et al., 2022). Equity capital and long-term
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debt, in particular, have been identified as val-
ue-enhancing components, especially in manu-
facturing and technology-intensive industries
(Godfrey, 2016; Samuel et al., 2012; Adeyemi &
Oboh, 2011; Nguyen et al., 2020). Conversely,
other studies have highlighted the negative con-
sequences of excessive debt, reporting that high
D/E ratios increase financial risk and diminish
firm value (Hairudin & Desmon, 2020; Okyana,
2014; Jarutruangutai & Nimtrakoon, 2024). In
some cases, the relationship between capital
structure and firm value has been found to be
insignificant, suggesting that other mediating
factors may play a role (Setiadharma & Machali,
2017). These inconsistencies underline the im-
portance of further investigation, especially in
emerging markets where capital structures tend
to differ from those in developed economies.

Financial distress has been identified as a criti-
cal mediating factor that affects both sustainable
growth and firm value. Measured by tools such
as the Altman Z-score, financial distress reflects
a firm’s likelihood of bankruptcy due to deterio-
ratingliquidity and solvency conditions (Altman,
1968; Titman & Wessels, 1988). Firms experienc-
ing financial distress often face elevated borrow-
ing costs, constrained access to capital markets,
and reduced investment in growth-oriented ini-
tiatives such as R&D and innovation (Fazzari
et al., 1988; Opler & Titman, 1994). Moreover,
management attention tends to shift toward
short-term survival rather than long-term de-
velopment, leading to operational inefficiencies
(Shleifer & Vishny, 1992). Empirical studies have
consistently shown that financial distress nega-
tively impacts sustainable growth, limiting firms’
capacity to expand and invest strategically (Kjell
& Randi, 2010; Amatyakul et al,, 2021; Latifa &
Haitham, 2019).

In addition to growth constraints, financial
distress significantly undermines firm val-
ue. Excessive debt and liquidity shortages in-
crease volatility and reduce investor confidence
(Campbell & Szilagyi, 2008; Garlappi et al.,
2008). High bankruptcy risk often leads to capi-
tal flight and lower market valuations (Fama &
French, 1992; Omaliko et al., 2023; StundzZiene
& Boguslauskas, 2006). According to agency
theory, distressed firms may avoid profitable but
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risky investments or alternatively pursue exces-
sively risky projects in a bid to recover from fi-
nancial setbacks, both of which can erode share-
holder value (Jensen & Meckling, 1976; Myers,
1977; Stulz, 1990). However, some studies sug-
gest that financial distress may serve as a disci-
plinary mechanism, encouraging operational re-
structuring and more eflicient capital allocation
(John et al., 2008; Koustav & Kalpataru, 2022),
particularly in resilient sectors. Despite these
exceptions, the prevailing view remains that fi-
nancial distress poses a significant threat to both
sustainable growth and firm value.

Taken together, these strands of literature sug-
gest that while leverage can promote growth
and value creation when managed effectively, its
excessive use introduces financial vulnerabili-
ties that may trigger distress, thereby impairing
long-term performance. The inconclusive em-
pirical findings, ranging from positive and nega-
tive to insignificant effects, highlight the need
for more nuanced investigations that consider
variables such as financial distress. In the con-
text of Thailand’s emerging economy, especially
within the service sector, these relationships re-
main underexplored. This study addresses this
gap by examining how capital structure and fi-
nancial distress influence sustainable growth
and firm value, providing insights into the con-
ditions under which leverage is value-enhancing
or value-destroying.

The purpose of this study is to examine the im-
pact of capital structure and financial distress on
sustainable growth and firm value of listed com-
panies in the service sector of the SET. Based on
this literature synthesis, the following hypoth-
eses are proposed:

H:  Capital structure negatively impacts a firm’s
sustainable growth.

H: Capital structure negatively impacts firm
value.

H_: Higher Altman Z-scores (lower FD) positive-
ly influence a firm’s sustainable growth.

H_: Higher Altman Z-scores (lower FD) positive-
ly influence firm value.

http://dx.doi.org/10.21511/imfi.22(3).2025.12
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2. RESEARCH METHODOLOGY

The study population comprises firms in the service
industry sector listed on the SET. The sample group
was chosen via purposive sampling, specifically se-
lecting listed firms with comprehensive financial
and performance data. The service sector encom-
passes six principal business groups: commerce,
healthcare, publishing, specialized services, tour-
ism and recreation, and transportation and logistics.
The sample comprises 133 firms with 1,117 firm-
year observations throughout a decade from 2014
to 2023. The data utilized in the study were sourced
from the SETSMART database of SET.

This study developed a research framework based
on the literature synthesis and hypotheses formu-
lation to examine the influence of capital structure
and financial distress on sustainable growth and
firm value. The framework illustrates the proposed
relationships and provides the foundation for em-
pirical testing.

This study examines capital structure and finan-
cial distress as independent variables, with sus-
tainable growth and firm value as the dependent
variables. Additionally, three firm-specific charac-
teristics — firm size, sales growth, and cash flow -
are included as control variables. All the variable
measurements, notations, and descriptions used
are shown in Table 1.

In analyzing the data, firstly, descriptive analysis
is used to examine the characteristics of the data
used in this study. The correlation between each
variable is used to examine the multicollinearity
problem. Finally, the multiple regression is used
for the investigation. The baseline model for this
study is shown in Equations (1) and (2)

SG,, =B, + B(CS,, + B,FD,, + B,SIZE,,
+B,GROWTH,, + B,CF,, +e,,.

@

FV,, = B, +BCS,, + B,FD,, + B,SIZE,,
+B,GROWTH,, + B,CF,, +e,,.

@

B, in equations (1) and (2) is expected to be
negative and statistically significant, which is
consistent with H, and H,, which state that capi-
tal structure (CS) has a negative impact on firm’s
sustainable growth (SG) and that capital structure
(CS) has a negative impact on firm value (FV), re-
spectively. Similarly, the B, in equations (1) and
(2) are expected by to be positive and statistically
significant, which is consistent with H3 and H4
that state that Z-score, the inverse proxy of finan-
cial distress (FD), has a positive impact on a firm’s
sustainable growth (SG) and Z-score, the inverse
proxy of financial distress (FD), positively impacts
firm value (FV).

. \ \
( Independent Variables | ( Dependent Variables |
| L | |
: Capital Structure (CS) H, I Sustainable Growth (SG) I
| |
| | f | |
I\ Financial Distress (FD) | 3 1 Firm Value (FV) }I
N —/ H, N —/
?
|
|
_______ A
/~ N

Control Variables

Firm Size (SIZE)

Sales Growth (GROWTH)

—_——— e —— — —

~_ —_— e —— —

Cash Flow (CF)

Figure 1. Research framework
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Table 1. Variables description

Variables Measurement

Description

Market Capitalization + Preferred Stock + Net Debt
Book Value of Total Assets

Firm Value (FV)

Sales  Total Assets
Total Assets Total Equity

Long term Debt
Total Equity

Sustainable Growth Net 1'100"’!6.

(SG)

Sales

Capital Structure (CS)

Altman Z-score Bankruptcy Model

Z-Score=12X,+1.4X,+33X,+0.6X, +0.999.X,

Financial Distress

(#D) X, is the ratio of working capital to total assets.
FD

X is the ratio of retained earnings to total assets.
X_ is the ratio of operating income to total assets.
X, is the ratio of market capitalization to total liabilities.
X, is the ratio of sales to total assets.

Tobin’s Q or FV reflects capability
and growth potential
Evaluated through assets,
operations, and market
e EXPECtAtIODS
The highest growth rate of sales
or revenue without changing
operating and financing policies.

Long-term debt to equity ratio
reflects the company’s funding

Risk of the company going bankrupt

due to inability to provide services
or pay debts
Higher Altman Z-scores reflect
reduced financial distress

Firm size (SIZE)

Natural logarithm of total assets
reflects firm size

Sales Growth
(GROWTH)

Sales,

i Percentage change in sales reflects
the ability to generate sales.

Operating Cash Flow

The ratio of cash flow from

Cash flow (CF) Sales
0

operating activities to sales reflects
i the company’s liquidity

3. RESULTS

Table 2 shows the descriptive statistics of the
variables of 113 firms with 1,117 firm-year obser-
vations. However, some preliminary tests were
undertaken before conducting the regression
analysis. Initially, this study uses the analysis of
skewness and kurtosis to indicate the presence of
normality. Hair et al. (2010) define normality as
skewness between -3 and +3 and kurtosis between
-7 and +7. Firstly, two variables in the model, sus-
tainable growth and financial distress, were not
normally distributed (untabulated results. SG’s
skewness was —7.35, and financial distress’s skew-
ness was 23.75). Then, the dataset was transformed
by a 95% Winsorization approach.

Table 2. Summary of descriptive statistics

The sustainable growth varies from -31.7880 to
29.719, with a mean of -0.0257, suggesting that
service sector firms, on average, struggle to main-
tain growth. Firm value, as shown by Tobin’s Q,
firm value has an average of 2.2570 (more than 1),
indicating that most firms possess a market value
beyond their asset replacement costs. Nonetheless,
its elevated standard deviation (5.1290) and high-
est value of 33.5420 signify considerable volatility.
Capital structure has significant variation, rang-
ing from -6.5410 to 10.8125, with a mean of 0.6700,
indicating that most firms depend more on long-
term debt than on equity, and some firms possess
negative equity. Financial Distress in this study is
measured using the Altman Z-score, where high-
er values indicate greater financial stability. The

Variable Mean Median Max : Min S.D.
‘Sustainable Growth (SG) 10,0250 £ 29.7190 :  -317880 {  0.2860
“‘E‘iur'm VaIueN(NFV) """ 1.0SQQ 33.54%0 0.00gQ ‘ 5.1299
Capital Structure (CS) 0.3700 10.8125 —6.5410 1.2050
Financial Distress (FD) 30850 282050 122560 . 107901
Firm size (SIZE) 8.6250 16.6850 5.0640 1.8520
Sales Growth (GROWTH) 97920 . 467050 . 197960 03030
Cash flow (CF) 0.1570 2.0356 -8.3180 0.5080
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mean financial distress, 9.6560, notably higher
than the median (3.0850), suggests that most firms
maintain moderate stability. The range of financial
distress (-12.2560 to 28.2250) and high standard
deviation (10.7901) reflect significant variation in
financial health. Some firms face severe distress,
indicated by low or negative Z-scores, while oth-
ers demonstrate strong financial resilience. Sales
Growth (GROWTH) averages 13.105%, ranging
from -19.7960 to 46.7050. In contrast, Cash Flow
(CF), defined as operating cash flow to sales, aver-
ages 0.1365, with values ranging from -8.3180 to
2.0356, indicating that some firms incur negative
operating cash flows.

Table 3 reports the correlation coeflicients among
the study variables. SG is positively correlated
with FV, FD, GROWTH, and CF, but negative-
ly with CS. FV is positively related to FD, SIZE,
and GROWTH, and negatively to CS, indicating
that lower leverage, larger size, and stronger sales
growth enhance firm value. CS shows negative
correlations with FD and CF, but a positive one
with GROWTH, suggesting that higher leverage
is associated with greater distress and lower cash
flow. The strongest positive correlation is between
SG and GROWTH (0.5645), while the strongest
negative is between CS and FD (-0.3550). Low
correlation levels indicate no multicollinearity
concerns.

Table 4 shows the results of the multiple regression
analysis using the Pooled OLS model. Initially, the
Breusch and Pagan LM test (1979) was used to de-
termine the appropriateness of Pooled OLS. The
null hypothesis is accepted (untabulated results,
P-value > 0.05), indicating that pooled OLS is ap-
propriate for this study. Therefore, the Pooled OLS
model was preferred. The regression results are
shown in Table 4.

Table 3. Correlation analysis

Table 4. Empirical results

(1) (2)

Variables sustainable  girm value: Fv
Constant 7.577**(0.0000) : 7.37**(0.0000)
Capital Struct 1.860 340) **0 0
_Financial Distress (FD) _ 1.1253**(0.0004) | 0.1578"%(0.0004)
Firm Size (SIZE) | .1..0.0056(0.1245) .  0.0214(0.1123)
?SLESV%;OH";’“ | 11235%(0.0640) | 1.1255*%(0.0745)
CashFlow(CF) = 0007502205  00050(01305)
R-squared 0.1547 0.1206
AdustedResquared 01122 . 00875
Sumsquared residual . 38376 ¢ 30502
Durbin-Watson stat 1.8057 2.1085
Festatisties 69985 . 87718
Prob (F-statistics) 0.0000 0.0000

Note: The impact of CS and FD on SGR and TQ using pooled
OLS. *** ** and * denote significance at 1%, 5%, and 10%,
respectively. P-values are in parentheses.

Table 4 presents the results of the pooled OLS
regression analysis investigating the impact of
Capital Structure (CS) and Financial Distress
(FD) on Sustainable Growth (SG) and Firm Value
(FV). In Model (1), capital structure has a signifi-
cant negative effect (f = -1.8600, p = 0.0340), in-
dicating that a higher D/E ratio is associated with
lower sustainable growth. H, is therefore accept-
ed. Conversely, financial distress has a significant
positive effect (B = 1.1253, p = 0.0004), suggest-
ing that financially stable firms (high Z-score)
achieve higher sustainable growth. This finding
provides evidence in support of H,. Sales Growth
(GROWTH) is positively associated with sus-
tainable growth at the 10% significance level (B
= 1.1235, p = 0.0640), while Firm Size (SIZE) and
Cash Flow (CF) do not show significant effects.
The model has an adjusted R-squared of 0.1122,
indicating that the independent variables explain
approximately 11.22% of the variation in sustain-
able growth.

Variable SG FV cs FD SIZE GROWTH CF
SG 110000 . S
Y 02310, 1.0000 e
cs ~0.1563* ~0.2565** 1.0000 ) )
FD 0.2354** 0.3575%* = —0.3550** 1.0000 ) )
SIZE 0.1525 0.2520% 0144 0.1560 1.0000 ) )
GROWTH 0.5645%* 0.4560** 0.1505%* 0.1005* 0.0550%* 1.0000 )
CF 0.2550* 01325 ~0.0546** 0.0255* 0.0236 0.0155* 1.0000

Note: ***, ** ‘and * denote significance at the 1%, 5%, and 10% levels, respectively.

http://dx.doi.org/10.21511/imfi.22(3).2025.12
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In Model (2), capital structure remains negative-
ly significant firm value ( = 1.7600-, p = 0.0440),
supporting H.. Financial distress positively influ-
ences firm value ( = 0.1578, p = 0.0004), imply-
ing that firms with a higher Altman Z-score (low-
er financial distress) tend to have higher market
valuation, thereby confirming H,. Sales Growth
(GROWTRH) is also positively related to firm value
at the 10% level (B = 1.1255, p = 0.0745). Similar
to Model (1), firm size and cash flow do not have
significant effects. The R-squared is 0.1206, with
an adjusted R-squared of 0.0875, meaning the
model explains 8.75% of the variation in firm val-
ue. Both models exhibit significant overall fit with
F-statistics of 6.9985 and 9.7718, respectively (p
= 0.0000), confirming that the independent vari-
ables collectively influence sustainable growth and
firm value. The Durbin-Watson statistics (1.8057
and 2.1085) suggest no serious autocorrelation is-
sues. These findings highlight the significant role
of lower financial distress in enhancing both sus-
tainable growth and firm value, while higher lever-
age negatively impacts both independent variables.

4. DISCUSSION

This study finds that capital structure has a sig-
nificant adverse effect on sustainable growth, in-
dicating that firms with higher levels of debt face
constraints in pursuing long-term growth. This
result supports theoretical expectations from
the Trade-off and Agency theories, which sug-
gest that excessive leverage can increase financial
costs, heighten liquidity risk, and exacerbate agen-
cy conflicts, ultimately limiting a firm’s ability to
invest in strategic and innovative activities. This
finding is consistent with those of Muhammad et
al. (2021), Abdullahi (2025), and Vlora et al. (2024),
which also revealed a negative impact of capi-
tal structure on sustainable growth. In contrast,
these findings contradict some previous studies by
Muh and Slamet (2023) and Ogulo (2023), which
reported a positive relationship between capital
structure and sustainable growth, particularly in
capital-intensive industries. One possible explana-
tion for the current study is that higher leverage
increases a firm’s financial obligations and vulner-
ability to external shocks, which can crowd out
long-term investments in sustainability initiatives
such as innovation, employee development, or
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environmental practices. The excessive debt can
constrain managerial flexibility and increase risk
aversion. In the context of Thailand’s service sec-
tor, which is typically more sensitive to macroeco-
nomic fluctuations, the pressure from debt servic-
ing may hinder firms from pursuing sustainable
growth strategies. Therefore, the findings provide
empirical support for H and conclude that capital
structure negatively impacts a firm’s sustainable
growth.

Capital structure has a statistically significant ad-
verse effect on firm value (FV), suggesting that
excessive debt undermines firm performance.
This finding aligns with the findings of Hairudin
and Desmon (2020) and Okyana (2014), who ob-
served that high debt levels increase capital costs
and negatively impact firm valuation. In addition,
this finding is consistent with Jarutruangutai and
Nimtrakoon (2024), Piromsod et al. (2022), and
Wongyai et al. (2017), who concluded that D/E
increases the cost of capital and reduces firm val-
ue. The findings of the current study support the
Agency Theory perspective (Jensen & Meckling,
1976), which posits that debt can lead to agen-
cy conflicts and inefficient investment decisions,
thereby reducing firm value. However, our find-
ings contrast with those of Akartwipart (2022),
Phetkong (2016), Okudo et al. (2022), Godfrey
(2016), Samuel et al. (2012), Adeyemi and Oboh
(2011), and Nguyen et al. (2020,) who reported a
positive impact of capital structure on firm val-
ue, emphasizing the benefits of tax shields and
improved managerial discipline. This divergence
may stem from industry-specific characteristics.
In the service sector, where most firms in our
sample operate, the lack of tangible collateral and
more volatile income streams increases perceived
risk, thereby raising the cost of debt. As a result,
high leverage may constrain firms from invest-
ing in value-generating projects due to ongoing
interest obligations and concerns about financial
distress. These contextual differences help explain
why capital structure has a negative impact on
firm value in this study. Therefore, the findings of
this study provide empirical support for H,, con-
firming that capital structure has a negative im-
pact on firm value.

This study finds that financial distress, measured
inversely through the Altman Z-score, has a sta-

http://dx.doi.org/10.21511/imfi.22(3).2025.12
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tistically significant positive effect on sustainable
growth, indicating that firms with lower finan-
cial distress (i.e., higher Z-scores) are more likely
to grow sustainably. This result aligns with prior
literature by Kjell and Randi (2010) and Latifa
and Haitham (2019), who reported that finan-
cially stable firms are better positioned to invest
in innovation and long-term strategies that sup-
port sustainable expansion. Our findings also
reinforce the argument by Altman (1968) that
distressed firms struggle to secure external fi-
nancing, thereby limiting investment in growth-
enhancing activities. In the context of the service
sector, which dominates our sample, financial
stability appears particularly important. Service
firms often lack physical collateral and operate in
a highly competitive, customer-oriented environ-
ment where consistent investment in quality and
innovation is essential. Financial distress in such
firms likely reduces borrowing capacity and lim-
its investment in service improvement, ultimately
hindering long-term growth. This finding sup-
ports H,, which suggests that a high Z-score (low
FD) increases sustainable growth.

The Altman Z-score has a positive and statisti-
cally significant effect on firm value, indicating
that firms experiencing lower financial distress
(higher Z-scores) are better positioned to en-
hance shareholder value. This result is consis-
tent with the findings of Campbell and Szilagyi
(2008) and Garlappi et al. (2008), who observed
that financially stable firms benefit from re-
duced risk perceptions, improved access to
capital markets, and more substantial investor
confidence - all of which contribute to higher
valuations. In contrast, John et al. (2008) sug-
gested that financial distress can promote oper-
ational efficiency and lead to value improvement
through disciplined cost management. However,
in our context — particularly within the service
sector — financial health appears to be a more
critical driver of firm value. Firms with low fi-
nancial distress tend to enjoy greater liquidity
and credibility, making it easier to obtain fund-
ing at lower costs and to invest consistently in
value-generating activities. This finding sup-
ports H,, which suggests that a high Z-score
(low FD) increases firm value.

CONCLUSION AND LIMITATIONS

This study aims to analyze the impact of capital structure and financial distress on sustainable growth
and firm value of listed companies in the service sector of the SET. The findings indicate that capital
structure has a negative impact on sustainable growth and firm value, as high debt levels increase fi-
nancial risk and limit growth potential. In contrast, low financial distress (indicated by a high Altman
Z-score) positively influences both sustainable growth and firm value, as financially stable firms can
access capital more easily and invest in value-generating opportunities. Therefore, firms in Thailand’s
service sector should manage capital structure prudently, avoiding excessive debt to mitigate financial
risk and enhance growth prospects. Moreover, service sector firms must manage liquidity efficiently;
reducing financial pressure enhances sustainable growth and firm value, as research has proven. As
with any empirical study, some limitations exist and should be considered when interpreting the find-
ings. Firstly, it uses data from a limited sample of companies, which may not fully reflect the conditions
of companies in other industries or regions. Secondly, this study used a limited selection of independent
and control variables, including capital structure, financial distress, firm size, sales growth, and cash
flow, potentially ignoring other factors that influence sustainable growth and firm value. Finally, this
study used a multiple regression analysis approach, which may inadequately encapsulate the intricate
interactions among variables. Subsequent studies should broaden the sample to include firms from oth-
er sectors, thereby enhancing the variety and reliability of the study findings. Moreover, future studies
should include other variables that may influence sustainable development and company value, such as
innovation, corporate governance, governmental regulations, or environmental, social, and governance
(ESG) aspects. Additionally, subsequent studies may use supplementary analytical techniques, such as
path analysis or structural equation modeling (SEM), to investigate the interrelationships among vari-
ables more comprehensively.
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