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AbstractThere exists

di,·ergence o( opinion ,1" hi,?an,re º11 lhe
1·elwio11shi¡, beill'een capüa/ str11cture andfirrns ·s

financwl performance. lh1s mix of
o¡,1111'.ms makes lhe directio,, o(rl,e re/utionslup herween deb, /,o/ders

·and eqllill' holders to be conrrcwers1u/. Iherefore, rh,s
S//1<(¡• invesligmed //,e impact o/capilal structure

o¡¡/inancialpcrfor111cmce of l1sled deposir mu11e1· bu11ks ¡11 c\'igeria. Tl,c sllldyfim11u/aredfo11r hypo1heses
and used ,eeneralced leas, square 1111,/ti¡,le rcgrcssim1 10

ana/.i,ce lhe s,:condan· dala ex1rac1ed(Í'om the
awmai reporrs and acco11111s of lhe sampled bw1ksjór 1he period 2015-]0]0. The stw(1·fàund 1hat lo/a/
deb/ and short-lerm deo/ hm•e signi/íca,11

i111¡Jc1,·r on rhe/inuncia/ ¡ier/ár111a11ce o/money depasir ba11ksm
\,'?¿ria. The sw,fr u/so ,lmmd rhar rora/ ,lc-/,1 ro ro1c,! equily has 110 signi/íca111 e/Teet 011 the financ1al¡v;.,,,rm,wcc ,,(rhetir111s. /11 1·ie11

o(rh,,p11di11gs, ir is l\'c'()J/Jlllend,·d
l/11/U/lgo//,ers rhal lhe management

"; /isid dep,sú 1/lri!JC\' hunk, .,/,,;¡¡/d \\
ork \'er\' h,,r,I lo in,.·rmse rhe s/10r1 lerm deb, lo Iola/

ass?t-:

:1,,,,,,Hic'<i/ o' 1he1r ,·.::pila! srruc//11\•. Si'IC<' 11 hus /'11.11111·,· i///¡,a,·1m11he1r/ina11cia/pnjormance. Also,
11?

:,;.,,,: ,·i;i,I,:',i r,·.í,,ú rhe ic·1 e"! o.I rn1c¡/ ,l,,f,r /u r,J1,1/ ,1ss,,1.1 w1d lung ren11 dehl ro Iola/ asseis in 1he1r capila
.:u:,cr;,,·,, '""!' ·.,,,,.,,:,, f,,,, ,//ii,',,.,,,,. oti,•,'/ rh,·irti11,111c·ia/ ¡vrti,m1w1c,- /h'.?olil'e/1'.
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CHAPTER ONE

INTRoovcno"'
1.1 Background of the study
Capital structure is one of the es., t' ·

1

..sen 1.1 dec1s1ons taken bv th, •

. -order to analvze the capital st , .
,

. .

· e fmance manager of a company in
.

.
. ruc1u1c dcc1s1on :mel

,k1er111i11es
I

, ,, .
,

, .Which to measure the worth ,f ti ¡-

· t le merall ?,orth of capital through, le inn as 11cll as the irnli1·1hilit' -
- -start a new business Ii , , 1. .

1 ·

) of the firm. If firm wants to.. , llccc s lo dcter111111' ii ' , ..e 1c cnmposrlron or its c-1 ·t· I

,

I
1

•
,would enable it to , ·t· l I' .1 1

.

· 'P1 .i ,me ana ysrs as thrscs .i, rs l t 1e irnrthrness of th' b ,·
,

. .
. .

,
.

.fi
.

d' ,
e Usllless. I he capital structure determinacys1gn1 1es 111 1cat1ons that a firrn poss..... ,

,

l d
.

,

.·
_

.. esses to pomkr hdorc preferring its capital structure. So, it1st1e
ut:-ofe1cry11rn1to111axilllizc·t· ·.,;, ., ....

,

, .

. ' s ¡:mee., .ilue ,rnd m11111111zc rts value of capital whereasanalyzmg rts capital stnrctur· e
·

1

'?

.-
e. apna structurc mainly consists or debt, stock and preferredshares that issued to increase th, ·- •,

, .

1

t.: I 1;;\ 1.:nui.: ,lm. to get revenue to numerous aspect of business ofthe firm, in other· 11ords th, e· 't· ¡

·
,

·
·

·., " .ipr ,¡ stnrcture rs prrmarrly a combination of debt and equity(Vishnu Prasad G. 20 I 9),
'

The Debt holders are the one who mainly look for the compensation for the interest and
principle. They do not ha\'e much long-term co111111itmcnt towards the firm but the equity holderswill have a long-term attachment and commitment towards the firm, the firm would possess
extra preserved earnings to finance their capital outflows so they will get a regular dividend from
the company. Hence, the firm's capital structure plays vital impact on the financial performance
of the firms. Finance leverage is measured because the quantitative relation of debt and equity
that states the link between the borrowed and owner's funds. The main thing that a company
must analyze is their ability to rorm cash from all the sources especially ffom their various
business activities. Each and every firm wants to want to use their resource carefully and with
that available resources they want to make their profit for the development of the company, The

Profit of the company in this context mainly says about the revenue over the expense of the

company and it also explains the Overall companys performance, From the point of view of

differe t b k I d ftlie banks and size of the banks mainly depends on the numbern an s, t 1e comman s o

of br h
.

1- The revenue of the bank mainly analyses the potentialanc es that a bank Is opera 111g. •

Perr. , .

f I b k [n order to analyze the Profit and performance of the0rmance and profitab1 ht y o tie an ·

,
,

bank N . nt Other that NIM, ROCE 1s also considered forP (net profit) is taken 111to accou ·

!



assessing the profitability of the r,. irm. From 196'
b t. ·\

.
'

b
.

.., onwards thhas een one o t s1a s est
( Vishi p

e
economicperformanc f 1\1. 1

..
·1u rasad G, 2019).

e o a a1sia

The fact that capital is of .
.

practical
importance t:ioveremphasized. It serves as the r, d

.

' corporak organizations cannot be
•

e un at1on and has is u'' .

.

•therefore operates. Capital sen,.
1

I

¡, 11 11 hich corporate t1rms are laid and
.

• cs ,, a iso1·b losses and l'llst , . , . . .
.assets and ult11nately makes p,,ssibl .

1
, . _

.

·
· cnsurcs the 111ult1plicat1onof fixedl t 1c -ich1c1 cmcnt or su'.' '

mergers and acquisition arnn" ,11 , \
· st,unc1blc growth through takeovers,' "'' 1c11t (.- tsc1c 'OJ' .1

.·

·
· - -'ª11u Ogicva&Ogicmudia, 2019).Choices with regards to tinancinn ·ir. 1. .

.

.
.

"' ' e , ltcn times dctcnnincd by a host of factors which ma , bemterrelated and 111tcre,1nncct, l 11 •1¡
1

)cc
I 1 I le characteristics a11,! 1· eaturcs of the firm coupled withtheir institutional c1wironments

(
Fa 001 0

j
-

, 'n. - · - an, Osazcc F. ct. al 2019).Thc major sources of fündsthat f1r111s could use, t,1 ti nance their 01,. .

.
. .

.
.

.

,

1
cl at ion, ll1,l) mcludc mtcrnal fünd (retained earnings),cqu1t} and debt. i\lost companies utilize a mix e1r d ·bt. d

, .

1

·
.

.

· e an equity w 11ch of course makes up thecapital structure (Nassar.2016).

Fatoki and Waweru(:2021 l. Investors and pokntial investors will be obliged to invest their hard-earned savings in a company that promised to make a return that will change their wealth
position at a point in time, However. as sound as this objective is, it will be elusive if the hard-
earned resources are not combined for optimum utilization. The essence of capital structure
decision is to ensure the right combination of financing resources that will yield maximum return
without necessarily hampering tile interest of stakeholders.

Financing and investment are two major decision areas in a firm. ln the financing decision the
manager is concerned with determining the best financing mix or capital structure for his firm.
Capita) structure decision is the Ill ix of debt and equity that a company uses to finance its

business (Damodaran, 2001). Capital structure is the way a company finances its assets through
the mixture of equity, debt or hybrid securities. According to Chechet and Olayiwola (2014)
Whether a business is newly born or it is ongoing, it requires fund to carry out its activities. This
fund is referred to as capital. Capital therefore refers to the means of funding a business.

According to Kochhar (l 997) and Ajayi and Obisesan (2020), poor capital structure decisions

rnay ¡ d
.

d
•

/I in the value derived from strategic assets. Hence, theea to a possible re uct1on ass

capab·¡· .
. .

fi icial policies is important if the firm is to realize gains1 Ity of a firm m managmg ,ts ma1



assessing the profitability of the firm. From 196, .? om,ards the econo ·
·

has been one of Asia's best (Vishnu Pra ad G ,o
micpertormance of Malaysia,s 1, - 19).

The fact that capital is ()f practical ·

' imponancc to
.

•. ., . corporate organizations cannot beoveremphasized. lt sen cs as the toundat" d h
•

,

.
.

ion an as1s upon which corporate firms are laid andtherefore ope1ates. Capital serves to absorb ¡05.,.
.

· ses and cost. ensures the multiplication of fixedassets and ult11natcly makes possibk the acl ·• .
• , ,

.

, . .

11n cmcnt oi sustarnablc gro,\1h through takeovers,mergers and acqu1s1t1011 arran?emcnt (:\Is •v, 'O I'-
¡ .

-
.

,
~ .e_ e, - Jdnt

Clg1cva&Og1emudia, 2019).
Choices with regards to lin:mein" arc ,,nen lim .. d 1

·

d
. _

=- cs e cnnrnc by a host of factors which may bemterrclated and 1n1cre,mncc1cd 11i1h the ch·ir-1•t···-t···, 1, •
,

, , e c11s les ,lilt lcaturcs of the tirm coupled withtheir institutional cm·ironmen1s (F,rn. 2012 and Os-iz,, ¡.-
•1

,

I º0l9) -1-¡
-

, ,
'"

- ? .1,,;1..: • 1.: . ,1 "- . 1c rrn.IJor sources ot fundsthat firms could use to tinance !heir opcrati,ms may include internal fund (retained earnings),equity and debt. i\lnst companies utilize a mix nfckbt and equity which of course makes up the
capital structure (Nassar. 20 I 6).

Fatoki and Waweru(202 I), lm·estors and p,,tcntial investors will be obliged to invest their hard-
earned savings in a company that promised to make a return that will change their wealth
position at a point in time, I lowcvcr, as sound as this objective is, it will be elusive if the hard-
earned resources are not combined for optimum utilization, The essence of capital structure
decision is to ensure the right combination of financing resources that will yield maximum return
without necessarily hampering the interest of stakeholders,

Financing and investment are two major decision areas in a firm, ln the financing decision the

manager is concerned with determining the best financing mix or capital structure for his firm.

Capital structure decision is the mix of debt and equity that a company uses to finance its

business (Damodaran, 200 ¡ ), Capital structure is the way a company finances its assets through
the mixture of equity, debt or hybrid securities, According to Chechet and Olayiwola (2014)

Whether a business is newly born or it is ongoing, it requires fund to carry out its activities, This

fund is referred to as capital, Capital therefore refers to the means of funding a business.

According to Kochhar (1997) and Ajayi and Obisesan (2020), poor capital structure decisions

Ill •

d
-

d fi t t ic assets, Hence, theay lead to a possible reduction/loss 111 the value enve rom sra eg
. .

e b"
•

. .
. , , ,

,

,

'f the firm is to realtze gainsapa rhty of a firm in managmg rts financial poltcres ts nnportant 1

I

I



from its specialized resources. Th e raisin" of. . . co appropriate ft d -
·

. .
.firm m its operalJon: hence. it is i

.

m s
111 an organization mll aid the

.. .
rnponant tor bank in \iin, .

. -, .gives efkctl\ e and etticient pe f .

· cena to know the debt_ eqmty mix that~
r ormance after a goodobligations. analysis of business operations and

An optimum capital structure is a
_

. .

1

•.
• . .

.

· cntica decision for any orcanization. Indeed, any capitalstructure dec1s1,,n 1s important for the need . .

-

.
.

to max11n1zc returns for various organizationalconst1tuenc1es. and secmin?h thi ·

1

•• · .·
. . .

- · ' '11"1'1n has an organizational ahility to deal with itscompet1t11c em ironn11,nt especia Ih ;1111011" ·t ff¡·,., .
.

.

.

.
. • . _

• co' '1 cicnt 111Justrics. l hus. one oi the most criticalissues lacing t111ancial manaQc-rs is th •.
·I

·

-I
·

.-
·

e 11 at1,11is
11p het11ccn capital structure. which is the mix ofdebt and cquit1 linancin" and swck .·. ,-

I

· " · r1 Iles. n <1rdcr lo throw more light on this, and overcomethis looplwk?. the pre-sent stud, main!, r,- - ,

I

·
·

.
. <Clises on 10w tar capital structure aílccts firm'sperformance ,,r different industries a11d 11,,11

It 1ese impacts differ among firms of different
categories ,1f industries .. -\ bdulazccz \ f. 12020).

Financial perforn,ance is concerned 11ith lhe determination of how well a company can utilize its
assets from its principal c,1ursc of the ,1pcratio11 to create revenues. Erasmus in 2008 opined that
financial performance parameters like profitability or liquidity among others offer a valuable
mechanism to stakeholders that assist in assessing the previous financial performance and current
position of a company. The evaluation of financial performance is intended to be responsible for
an511·ers to a ,,ide range of essential questions which may include whether the entity has
sufficient cash to address all its financial burdens, is it generating adequate size of sales to

substantiate current investment. Tian, et al. (2007), argued that capital structure is linked closely
with financial performance. Financial performance can be represented by parameters that involve

profitability, productivity, growth or even satisfaction for customers. These parameters are

related to each other. Financial measurement is one of the apparatuses which show the financial

st h
· ·

d ,eakness or threats Sanford (2009) stated that those measurementsrengt or opportun 1t1es an 1\ •

m
·

I 1-
·

d t return on investment (ROI), return on assets (ROA), return onay me ude but not 1m1te o

·

.

. •

(RI) arning per share (EPS), dividend yield, growth in sales, etc.equny (ROE), residual mcome ,
e

F. r can be broadly defined as the ability to control and1rm Performance: The firm penormance
. •

d strategies that will help in the achievement ofrnaintain investment, operational dec1s1ons an

r

I



business· stability and objective S
.

·

pec1fícally, the fi .

·¡·
-

t

, ·

t
· 1nanc1al ¡·

and ab1 it: o gçnera e sustainable li
per onnance of fi

. .
.pro Its. Return l A

a irm 1s lis capac1tv
d

l
11 sset R

•

are commonly use to measure profítabilitv (Ch' . _s
( OA) and Return on Equity (ROE)

. . _ _
_

· ipa& 'A an11ori, 20 ¡ 7).
The ma¡onty oi lirms !ai I as a r

.

1

.
.

. .

' esu t ot
challenges làcinn madecisions. This 1s because. most fi .

.

0 nagers and owners on financingrms ,lnd organizations f
.

.

diverse challenges managers or ow "
I'

ail or perform poorly because ofne, s ,ice regard in\.! ti nane' º ..

This Phenomenon gained considcrahlc .. _

?
1110 decisions (Migliori et al., 2018).

attcn11un amon, r
.

formulation ofModi,.!liani .111J, .1,-11
.•

1

.

g manem! economists after the
? ' " Cl s

( 'h8) .. ·

.

c,1p1lal structure irrelevance theory.
ln other words. capital structure is th. .

,
• .

·

. l:ll.s1.:old1\\.'rscsour··· f .
?

t• 1-
.

I

• .

• · ces O capital to l111anec the operationsü a 1r111 to .1c11c,c 11s stratc«ic ")•ii·(' .. ·J·,0 ,,., " ' ·'11•11 1& Noor 'O 15) ·¡·¡ ¡

·

,

. .

•
_

. ,·
, , . .

.

·
· - -

. 1c e 101cc of capital is. therefore,
a rn11cal l1n.mcu1t- dccis1nn. since it is dir"tl I' k, I

_
,

•
_

. , , .

.
_ . .·

cc : 111 e( 10 a lirm s risk and return. This suggeststhat íirms iM\ e the choice oi l!Slll" cith,. .

d
. .

º u equily or cbt to finance their assets. However, Wu
(2019) 111a1nta111s that the hcst mix is the us, orb ti d ·l d

. .
.,e o 1 e ,1 an equity capital. Ibrahim and Zulkafli

(20I S) also maintain that several sources or finance are available to firms, but these sources can
be orgamzcd into t,,n. namel: 111tcrnal and external linancc sources. The external sources of
financing consist nf bond issuance and short- and long-term loans, whilst the internal sources of
finance comprise equity stock, retained earnings. reserves, and preferred stock.

L2 Statement of The Problem
There has been an ongoing debate on the issue of capital structure and financial performance of

fim1s. This controversy is further narrowed down to identifying which of the variables debated is

most influential in predicting and determining the capital structure of manufacturing firms. The

choice of optimal capital structure of a firm is difficult to determine. A firm has to issue various

securities in a countless mixture to come across particular combinations that can maximize its

overall value which means optimal capital structure. Optimal capital structure also means that

With a rn·
· •

ht d ·age cost of capital the value of a firm is maximized. Accordingmm1um ,ve1g e -ave1 ,

to Rah ui
( 1997), poor capital structure decisions may lead to a possible reduction in the value

deriv d fi
. H the capability of a company in managing its financial

e rom strategic assets. ence,

Poli
·

. .
.

. rze gains from its specialized resources. The nature and
Cies 1s important 1f the firm 1s to rea 1

exte . .

.

1 t ture and financial performance of firms have attracted
111 of relat1onsh1p between capita s rue

4



r

I
attention of many researchers Th, .

t1e
· e studies. wh ·

h

.-,a led conflicting findings.
ic are

largely foreign b d hre,c ase
, ave however

In Nigeria, most of the studies did not .,
.

.

Use other
components o •

.

performance.
The studies which include Bell

n capnal structure and financial
, ,.

o and Onycsorn (,o)
(?O 12). Babalola (?O 12). \ 1nusa and B b·

I I

- l 5), Salawu (2007) Olokoyo- a a o a (2012), Sabasti .

,

Jdode, Adeleke. Ogunlowo andAshonbon .,
an and Rapuluchukwu (2012) and

" (_lJJ-1) have I·n
example. Sala\111 (2007). 11 lw stud i ·d ti

. .

e ª gap that need to be filled. For
'

.

. e le él kct nr capit,11 structure on
.

,· , , ,

selected quoted com¡1an1es in\;·,, .. ·. k
fmancial performance of

. ,,,.,11,1 "d11cc11 I 'l'l(l .

I

,
.

.

,in, _()().¡ concentrated on short term debt
His study did not extend to Pthcr lcmns 01- lin,m •· n

1

.
_ .

·

.
.

_
.

un,,. t nis the I mdmg could only be used in the
context of sho1t term dd1t l111anc,ng.

This means even 11ithi11 the pt1r1·ic11 of debt Jin· .· .,.
1

,rnc, 11,,. on Y the short term aspect of the debt was
covered in his study. ln rc:ilit,. a stll(i\- on ca¡,ital 't ·

·t ., ·

..
,

,
•

s 1 uc lile 1s supposed to cover both types of
debt financinu. Bahalola (2012) 11 ho ·1!so studied th· ·t·¡·, t 1· t· I

·

1

, ' · • e e cc o op ,ma capita structure on

firm"sperformancc in Nigeria b1.:t11ecn2000 tú 2009 using samples of 10 firms, concentrated on
total debt to total assets. His study excluded the aspect or total debt to equity, short term debt to

total assets and long term debt to t,ital assets financing despite the fact that both types of debt

financing are used by the sampled Jinns. \fore so, his study and those of Bello and Onyesom

(2005) and Olokoyo (2012) used Chi-square technique to analyze their data, Chi-square is

considered deficient in terms of reflecting time variant and specific characteristic issues. Studies

on capital structure and performance of firms are supposed to use parametric techniques that

measure both time variant and specific characteristic issues.

Furthermore, the study of Yinusa and Babalola (20 I 2) examined the impact of corporate

gave• •

I
d

·

·on of ten (IO) firms in the food and beverage sector during1nance on capita structure ec1s1

the
·

d 09 Th sed total debt to total assets ratio as proxy of capital
peno from 2000 to 20 . ey u

st
I

onents or types of debt financing such as total debt
ructure. The study did not cover ot 1er comp

.

t d. bt Additionally, Sebaslian and Rapuluchukwu
0 total equity, short- term debt and long-term e ·

(2

•

1 tructure and liquidity on corporate returns of
Ol2) that studied the impact of capita s

ti d on short-term debt, long-term debt and total
rnanufa t

.

fi b 2002 to 2006 acuse
c urmg 1rms etween '

. fi cing The study failed to use total debt to
debt Without including total debt to total equity man ·

total •

·

equity as variable of debt.
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1,J Research Questions

The study seeks to address the ¡¡
11

.

o owing questions·

I. To what extent does equitv .
__

. ratio attect Retur non Asset?
2. To what extent does Jon,:: 1,. d ..? um eot ratio of'tl , r .le irm impact on th R

3. What is the effect bet\\ een .

e cturn on Asset?
asset tanoibT . ." I II) ratio and I' t

. .

,e urn on Asset?
J.4 ObJcct1vc of the Study

·

The broad objecti\·c ,,r this stud_\
.

.

is Ill ascc:nain lhe effect ,
. " .

performance oi I istcd ,kp,,sit 11

'1 c,ipital structure on the financial
.

1,,11,·y hanks liskd in ti ' ,·, ,

.

specilic objectiws are t,,:
le '\i,¡cnan stºck exchange; while the

(i) Det,rminc the cfti:ct or debt t,, tot· I

,

.
.

(ii)
.

,1 equity ratio on Return On Asset
Determine the cl'li:ct or ddit 10 t ,t Ir 1

.

. l a un( s ratio on Return on ass• .. t

(iii) D
"

etcrmine the efli:ct nf asset tangibility ratio on Return on Asset
Research Hypothesis

In order to achieve til' ·1bo\" '· "l. I

·

II
·

' e , e OOJcc 1ws t 1e lo ow111g hypotheses were stated in null forms
and will be subjected to empirical tests.

Hol: There is no significant effect between debt to total equity ratio and Return on Assets.

Ho2: There is no significant effect between debt to total funds of the firms and Return on

Assets.

Ho3: There is no significant effect between assets tangibility ratio and Return on Assets.

LS Significance of the study
The results of this study would be of benefit to managers, shareholders and creditors of

manufacturing firms in Nigeria. Managers would be placed on a sound footing to understand the

effect of var· fi
. .

111e operations of their firms. Shareholders would be able to
tous mancmg rn1x on

lllake a11
·

fi
. .

.

1
d to tlieir equity interest in relation to the debt financing

in orrned dec1s1on wit 1 regar .

options . . h'I d'tors would be able to identify the firms that are
available to their firms, w I e ere 1

financ' II
•

1

·

t when due.
1ª Y strong enough to settle their e aim as ª

6
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.
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Z.1 INTRODUCTION

CHAPTER rwo
LITERATURE REVIEW

This chapter entails reviewing if-
e past work which

objectives. methodology and findinns
1

1

.

arc similar to this. considering their
. :o·. n t 11s chapter R ,¡

empirical literature related to the sub¡ t
.

· "eiant conceptual. theoretical, and
.

ec n1.itter arc review •d
.

I

reviewed on the conceptual dctiniti ,11
1•

_ .

' in tie chapter. The Literature is' " ( arna! st· ructurc and the conceptual defi1n'1t1'on ot·financial performance.

2.2 CONCEPT OF C\PIT.\L STRl1CTt'RE

Capital Structure: Carita! stn1cture is referred tn ..

¡

, .
. . . .

_
.

•1' l Jc comb111at1onoi equity and debt which the
firms use to l1nancc their operations (\lodii.!liani & ,,·11,. • - ., ,v I c1. 1958). It 1s a subset of the financial
structure of a firm which is a cn111bi1ntinn ,,r •h l

.

I I

.• s or ,Ille ong-tcrm sources of financmg.
According to (•dyers and Maj I uf

(
l 98-l). capital structure is the choice of equity, debt or hybrid

securities 11hich the lirms use to li nance and promote their operational activities. According to
Harris and Ra1iv (1991) capital structure is part of the solution to the challenge of
underinvestment and overim·cstment. \ lye rs (2000) opined that capital structure is a mix of

equity and debt securities used to finance r•ial and nominal investment. Brendea (2018) posits
that capital structure is the financing strategy of a long term nature used by corporate

organizations while Nirajini and Priya (2013) defines capital structure as the process whereby

corporate entities finance a mix of capital and liabilities on a long and short terrp basis.

Financial performance is a fundamental issue in the economic entities and all businesses must try

to ºet ti
I

·

1 t·
•

I

e ice There are many factors that affect the financial
º 1e 11g 1est manem pcrionnm •

Per'o . Tl e
t 111ay be either internal factors or external ones." nnance of a busmess. 1ese ,ac ors

Cu
I d'

·

g the impact of capital structure on the financialrrent Y, there have been many stu 1es provm

P
e

It are not the same. ln addition, each business
er,ormance of businesses, however the resu 5

• .

s 't I anagement so the impactlevel ts also much
ector has its own characteristics as well as capi ª 111

'

diversified.

e
. ·1zation and therefore, the way in which

apit I

•

I
rt of an organ

.

a structure constitutes a substantta pa
b'I' f the company concerned. A

It
i

.

t on the profita t tty o
s

nianaged will have a significant unpac

I
8



fi ncial expert differentiated betwee .

na n capital struct
(he various means used to raise funds represent· d

ure and financial strncture. He asserted that
.

I

e the fina .

d fined capita structure as the propor!" nc1al structure of th
.

e 1onate relation
l

.

_

e enterprise. He

.

s

11p between lonn-ter d b
.

Capital structure 1s the combination or .

.
_

e m e t and eqmty.
mixture ot th,

·
·

b T · r -

" companv's e
·

.

financial sta I it:,· pro It generation ºr, .

1

•
· quity and debt, which ensures

.
.

. "' , \\ t 1 and expansion Vi, . .

company as the precise mixture or debt, d
.

· c,,s the capital structure of aan equity used in tinanci "
l

'

•
.

.
.

structure means the approach a firm us._ .
_

_

n., tic lirm s operat10n. Capital.cs in l111anc111n ti.· ....

and equity or hybrid securiti.:s. ¡ h_ bri·
,

" icu ,lsscts through the mixture of debt,u S<:curiti.:s in ti·.. 11:-i contcnl mc·tn 'l orou f . .

hcombine the clements ofb,,th dd>t ,1111 , .
_

'
' e PO securities t at

,

ccqu1t,,11h1chll'lvcJ"·"' ll.·
.

.

·
' IXcu or oat mg rate of return and the

hold.er has the option nt comwt111" it int, ti .

1

.

•

.
• .

"' e le un, <:rlying c,,rnpany's share. Capital structure is a
mixture nf a compam s d.:bt

( k,n., term ·rn I ·I
.

. e • 'Sll)lt tenn).1vluhammud UsmanOOl9).
The financial lkcision or a firm is I ital in ¡ ·t,. · ·

1

-
.'e

c1111111111g tie opt1111al capital structure mix.
McasurinQ the firm manaucrial anel lin·rnci·1I rrow ...

t f t d d'
·- - ' • css o a,_1us an 1rect its numerous leverages

to maximize its \ alue. growth. and generate ,,ptimurn returns. Firms have a diverse level of
leverage, the determination of the best mix to enhance performance by managers remains a

puzzle to be solved in corporate tinanc<: th.:ory and finance literature. The capital structure

comprises long-term debt. speci tic short-term debt, common equity, preferred equity, and

retained earnings. Firm performance is calculated by its capacity to generate optimum returns

from its assets, maximize the value and wealth of the shareholders. The financing decisions of

firms vary according to the rate of risk related to each financing option as well as the relationship

between risk and return (Abu-Rub, 2012). Capital structure effect on firm performance varies

propo11ionately in two ways; according to Desai, (2007) and Ayange (2020) highly leverage

firms with similar risk level might have a higher cost of capital and leverage.

Cap1't ¡

. . .

1

- f debt and equit)' that a company uses to finance its
a structure dects1on 1s t 1e m 1x o

bu
·

. ,
¡ as been a major issue in financial economics

smess (Damodaran, 202 l ), Capital structure 1

ev -

d
-

195g that given frictionless markets, homogeneous
er since Modigliani and Miller showe 111

'

•

exp
.

.

. . f the firm is irrelevant. The question firms are faced
ectat1ons, the capital structure decision °

. . . . .

.

1

• to use The dec1s1on 1s crucial given that
\\'tth is mak· d

, .

I capital structure e 101cc
.

.
111g a ec1s1on on t ,e

Th capital structure of a firm is generally
it has .

fi nee of firms. e
an effect on the financial per orma

·

(Abar 2015)
the . es to finance its operatrnns !

.

specific mix of debt and equity the firm us

9



'
..

an also be defined as the extent 10 ·h'It e 11 1ch a f
.

.

-

b
.

.
inn or inv .

,. anee their business. e111g n long te. h

estor 1s using th bi!O ~ 11n s ot terrn
e arrowed mone,, to

.

h
·

h
- or total d b

1

a measure ot ow mue hnns uses equitv a d

e t.
According to (Joseph. 10]8)

.

. .

- 11 debt 10 ¡¡ .
.

.

.
?

. 1s

financing is better to internal financinn b' .

nance its asset. Scholars believe debt" ccausc of li

(Nwaolisa&Chijinde. 2016). ie tax advantages associated with it

The capital structure of a co111pan) la,, the .

.

- b.1s1s lnr the ca li li , .
.

of debt and equity depend on the !11,irkct
p ' cosl ot the company. The costs

. .
C\lnditions pre,.iilmn d I

' ,
.

exercises impacts its pcrlcmnance ,n 'r 11
,

1

" .in tic choice the company
. •

e le Png term. l'hc factors that i
, . .

decision include the nature of its husin,.. .

nflucncc the company s
.

? r..:?s. its r?putatinn. the i1?stalíon criod ?. .

the expected pattern ,,t' its cash Ih,,,, ,
..

1, .

11

_ ..

e- ' r oi its pro_¡ect, and
.. ,., en ie cost I 11

,
.

I

. .
.

· '1 crcntia bct1,ccn debt and equity and the
tax benetns associated \\ 1th debt. the carit· ¡

. .
. .

,
. . .

-- .

,I st1uctu1c dcc1s1011 will inllucncc the company's
performance. I he capital structure is also inll , .

,J l

. .
.

. _ . . .

ucncc
1) the sector Ill which the company is

operatmg. Kecp111g this 111 vie:,,. an attcm1,t h·i
·

t

,. . d,
· •

.
, s ken llld e Ill this paper to exam me the

relationship bct,1c:e11 a pharmaceutical compal1\'s capit·tl structure a d ·1 ¡-
·

¡ ¡·.
• , . n I s maneia per ormance.

IL will help the manager lo inake appropriate decisions on constructing a proper capital structure
for a company.

According to Gupter (2020). the most important issues in corporate finance which has been in

debate among many academicians. financial institutions and the companies is how to choose the

ratio of debt to equity (debt means long term loan or debentures and equity includes paid up

capital, share premium, and all reserves & surplus) and the mixture of short and long term

maturities to do the makeup of the liabilities and stockholder's equity side of the balance sheet.

Hence, it is a very critical decision to define the optimal capital structure. The decision regarding

the optimal capital structure is very important because it affects the financial risk and, hence, the

value of ti
1

.

1
·¡ ¡ structure is the mix of debt and equity that will have

1e company. Tie optima cap, a

the m'
·

• . ..
11

imizc the value of the firm. Cost of capital is a

1n1mun1 cost of capital and w1 max ,

comb' .
.

d b I
holders and the dividend paid to the equity

Inat,on of fixed interest paid to the e en ure

shar h fi . d cost is the key factor whether it is involved in
e olders. Hence, we can say that the ixe

, . .

pr d
.

•1 Id be kept low if the management 1s hkely
0

UctJon process or fixed financial charges. It 5 wu
.

.

to h w high is the basic question. The market
confront . .

t but how Jaw or o
an uncertam environmen . . The decision regarding the

of the ital structure deciswn.
share is aiso be affected by the cap

I
10
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=-

?' ·tal structure is to be considered at d' rncap1
.

1 erent stages, i

..

bsequently.
at every time when the ext

I

.
n1t1ally at the time of it .

su

.·

.

• erna Junds have .

s promot10n and

funds generates a ne11 capital structure Which needs .
.

to be raised. A demand for raising
. .

a cnt1cal analysis.
The concept oi capital structure and its ,¡

.
.re

at1onship to
111 k· b',, · ar et value d

•

Perplexmg
su ,1cct 111 corporate ti nane, d

an pertormance has been a
.

.

e an
accountino liter .

Modigliani and r-liller ( 1958). \lodin!ian·. d\.
e ature since the seminal work of-

.

e ' I ,111
. 11lkr

( 19?8)
conditions of ideal linancial markets h, .

· argued that under very conservative
.

. .
, mogent:"nus aspirati,}ns or·, ,...,. . .

and no transaction costs, the capital ,trn ·t .
.

.

· 1110st0rs. a tax-tree economy,
. e lll e is unrelated tn lhe dctcrmi11·1tion ,

.
.

According to this prnpDsal. tlk iionh ,,rae 1
. .

.

' 'I firm valuat1on.

. . .

. . .

'lllj),lll) 1' ,ktcrmincd by its actual properties, not b1liecombmat1on oi shares that li 1ssuc•s li'tli·. I·
¡

· y
· · 1, r ,111 , llcs 1wt h

.

11
. .

·

b'
.

.

,- . ?
-

.
. .

- o ( cl.!1 tam ar 1trat1on procedures, acreditor 111'1 ,1cqu1rc the sccur111e, ,,r an undcrvalu, 1
.

, .
. .

_ .

ct c,,mp,m, ,md sell the shares oi the
overvalued l1rm 111 such a manner as 1,, o•iin th, . • .

.
.

=· e same I e venue streams. When buyers take
advantage oi these arbltrn!!c pos,ibilitics "the ¡1ric r , .

¡ d ¡

•
.? · e o 01c1va uc s iarcs will fall and the pnce

of undervalued hares will increase until all price, arc equivalent.( Senan et al 2021).

I

2.2.1 Concept of Capital Structure

There have been se\'eral attempts to de line Carita I Structure, all of definitions explain the kinds
of securities and the proportionate amounts that makeup capitalization. It is the mix of different

sources of long-term sources such as equity shares, preference shares, debentures, long-term
loans and retained earnings. One of these definitions for Gangeni (2006) that state the study of

capital structure attempts to explain the mix of securities and linancing sources used by

corporations to finance real investment. The firm needs to make investments in order to at least

remain in business, let alone display some grO\\•th. To finance these investments, the firms can

use internal finance sources such as retained earnings and issuing shares for public or use

external finance sources as a loans or bonds.

The¡ .

•1 t' iship between the various long-term sources
erm capital structure refers to the re a 101

fin
·

.

1
·tal and debt capital as Parmasivan et al.

ancing such as equity capital, preference s iare capi
. .

(2oo9 .

. f the company represented pnmanly by
). Capital structure is the permanent financing O

.
.

d
..

lo .

bl •t I structure 1s the important ec1s1on of
ng·tenn debt and equity and deciding the suita e cap1 a

I
f the firm. Gitman et al.

lhe fi .
. .

I
elv related to the va ue o

(

nanc1al management because it is c os •

d uity maintained by the firm.
2012) d

. f long-term debt an eq

efined capital structure as the mix 0

11

l?-
/iE



I
I
=

z.3
components

of Capital Structure

The capital structure of a firm e
.

_ons1s1s 0¡ debt
A

. and equitv D
rt and long term. ccountJng and fina ,

1.

J• ebt is further cl •fi d.
sho

- - nee 1terature fl, .

ass1 1e mto

d f ·1
· Tl

O en discuss th

1
tal assets an ° equi ) · le com ponen ts ar, d·_

ese components as ratio of
o

- e iscussed hereunder.

2,J.1
Total Debt to Total Assets

The tota I debts to total assets meas .
,

1

, .. u1e t le amount of the total
-

-
.

.

•n relation to the total assets nf a !inn (.
11

funds provided by creditors
I

• ,cnL·ra Y- creditors would rd'cr 101'
. .

because the lower the rati,1 the ,.:rcatcr is
11

, .

·[
.

P I ratio for all debts
... - k 1.:us 11nn •p,,1¡11 ·t .1·

.
.

.
. , ,

.

'"' s creu1tors losses in the event of
liquidat1on.

Tot,11 debt t,1 tot,11 asscts 15 a dd,1 r·itio ti. .

. .

' 1'11 ck lines lhe lotai amount of debt relative
to assets. TlllS enables com pan son ,,r debt to be , 1. . . . .

. ..

.

fll,lc e acio" dillcrcnl companies. The higher the
ratio the better degree oi debt and conscquemh liinnc·· I

.· ·k -1-1
• .

.
• 1•1 11s . 1Is 1s a broad ratio that includes

long term debt and short term debt ¡bornrninns maturil .. ·

¡

·

0 "' • ! \\JI 11n one year) as well as all tangible
and intangible assets (Akinsulirc. 20 ¡ 4 ).

Debt ratio is a solvency ratio that measures firm's tola! liabilities as a percentage of its

lotai assets. ln a sense, the debt ratio sho11 s a company's ability to pay off its liabilities with its

asseis. In other words. this shows how many assets the company must sell in order to pay off all

of its liabilities. This ratio also measures the financial debt ofa company. Companies with higher

levels of liabilities compared with assets are considered highly indebted and more risky for

lenders. It helps investors and creditors analyses the overall debt burden on the company as well

as a firm's ability to pay off its debt in the future especially during uncertain economic times.

The debt ratio is calculated by dividing total liabilities by total assets. Both of these numbers can

easily be found in the balance sheet. A low?r debt ratio usually implies a more stable business

With the t
.

I

.

1

.

b a compan)' with lower ratio also has an overall debt
po entrn of ongev1ty ecausc

postu E
. .

h k for debt but 0.5 is reasonable ratio (Ojo, 2012)
re. ach mdustry has its own benc mar s '

f because creditors are always concerned
The debt ratio is a fundamental solvency ra 10

. .

ab their ratio increases and creditors will
out

being repaid. When companies borrow more money,
. .

n
I

.
.

d bt ratios are better off lookmg to equity
o

onger lo h C anies with higher e

ant em money. omp
, b'lit to repay Jong term debt. It

financio .
. bt ratios measure a firm s a I y

i

g to grow their operations. De
,5 assets that are provided via debt.

s
a fina . ntage of a company

1

.

ncial ratio that indicates the perce
t 111 liabilities and total assets as

-
I Is th r bili ties and long er

I-
e ratio total debt, the sum of current 1ª

'
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2.3 Components of Capital St ructure

The capital struct
1·

ure O a firm consists of debt d
·

.

short and long 1

.

A .

an eqmty. Debt 1s further classified into~ Cl!n. ccount1nn and tin l"t
t tal t d

" anee I erature often discuss these components as ratio ofo asse s an of e
·

. Thquay. e components are discussed hereunder.
2·3·1 Total Debt to Total Assets

The total debts to total as· 't -
• -

h
-

_

se s measure I e amount oi the total fonds provided bv creditorsin relation to the total asset f -

¡-
-

G .
.

·

· s o d II m. encrall). creditors would prefer low ratio for all debtsbecause the lower the ratio Ih , .• t, .
-

.

h
.

.
.

' e ,-rea c1 rs t e cushion aga111s1 creditors losses in the event ofliquidation. Total debt to tot·il .. ·t· ·.
d l

-

I

•
, ,rssc s IS a e it rat,o l 1at dei mes the total amount of debt relativeto assets. This enables corn .·. fd •1 1

...par ison o e >t to 1e made across d1fkrcnl companies. The higher theratio the better de0ree of del t J •

1

·
· ·

· ·e- 1 an consequent y lmanc1al nsk. Tl11S rs a broad ratio that includes
long term debt and short term debt (borrol\'ings maturity within one year) as well as all tangibleand intangible assets (Akinsulirc, 2014).

Debt ratio is a solvency ratio that measures firm's total liabilities as a percentage of its

total assets. In a sense, the debt ratio shows a company's ability to pay off its liabilities with its

assets. ln other words. th is shows how many assets lhe company must sel I in order to pay off all
of its liabilities. This ratio also measures the financial debt ofa company. Companies with higher
levels of liabilities compared with assets are considered highly indebted and more risky for

lenders. It helps investors and creditors analyses the overall debt burden on the company as well
as a firm's ability to pay off its debt in the future especially during uncertain economic times.

The debt ratio is calculated by dividing total liabilities by total assets. Both of these numbers can

easily be found in the balance sheet. A lowçr debt ratio usually implies a more stable business

with the potential of longevity because a company with lower ratio also has an overall debt

posture. Each industry has its own benchmarks for debt, but 0.5 is reasonable ratio (Ojo, 2012)

Th d b
. .

ti da1nental solvency ratio because creditors are always concerned
e e t ratto 1s a un

about being repaid. When companies borrow more money, their ratio
increases_

and
?reditors?ill

no
I

.

"th higher debt ratios are better oft looking to eqmty
onger loan them money. Companies WI

.. fi
a firm's ability to repay long term debt. It

- inancing to grow their operations. Debt ratios measure
·ct d

.

debtis f m any's assets that are prov, e vta •

a
financial ratio that indicates the percentage O ª co p

1. b"l"f nd total assets aslt is h
.

b"I'
.

nd long term ia I ' tes a
t e ratio total debt, the sum of current Ita I ittes a

·

12
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well as the sum of current a .

fisset, ixed assets and other assets such as goodwill (Semiu& Collins
201 I).

'

2.2.2 Total Debt to Total Equity
Total debt to total equity ratios measure the proportion of creditors fund in relation to

shareholders fund. Creditors would like this ratio to be lower; because the lower the ratio the
higher the level of f - •

i-
·

I

·
-

•

li m s
111anc1ng t 1at 1s being provided by shareholders and the larger the

cushion (margin of protection) in the el'cnt of shrinking asset values or outright losses. This a
measure of how nrnch suppliers. lenders. creditors and obligors have committed to the company
versus what shareholders have com,nittcd

( Kurti. 2003). Total debt to lotai equity refers to the
ratio of debt to equity capital ofa company. As a result of the payment of interest and repayment
of principal amount of the debt, a large part of the firm's cash tlow would decrease (Magpayo,
20! l).

The debt to equity ratio shows the percentage of a company's financing that comes fromcreditors and investors. A higher debt to equity ratio indicates that more creditors financing
(bank loans) is used than investors linancing (shareholders). The debt to equity ratio isconsidered a balance sheet because all of the elements are reported on the statement of financialposition. Each industry has difterent debt to equity ratio bench marks, as some industries tend touse more debt financing than others. A debt ratio of 0.5 means that there are half as manyliabilities as there is equity. ln order words, the assets of the company are funded 2 to 1 byinvestors to creditors. This means that investors own 66.6 cents on the dollar (Erasmus, 2008).

Companies with a higher debt to equity ratio are considered more risky to creditors and·

h
·

'th a lower ratio Unlike equity financing, debt must be repaid to the
mvestors t an compa111es WI

·

lenders. Since debt financing also requires debt servicing or regular interest payments, debt
c_an

be a far cheaper form of financing than equity financing. Creditors view a higher debt to
e:u1ty

.

.

. have not funded the operations as much as creditors
rat,o as risky bec<!use it shows that investa, s

.
_

.

as much skin in the game as the creditors do. This
have. ln other words investors do not have

.

'

.

d the business operations because the company is

could mean that investors do not want to tun

.

k'
.

I b the reason why the company is see mg
not

Performing well. Lack of performance rntght ª so eI
for extra debt financing (Stanford,

loo9)_

¡=
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2.2.3 Short Term Debt to Total Assets
This measures how relaf

I d b . _

Ives 1ort-term e ts to total asset of a firm are to be repaid within
an accounting period. Some scholars argued that the shorter the debt the better the firm is inimproving its performance. The short term debt to total assets ratio is a measure of the financialleverage of the company. It tells what percentage of the assets is financed by short temi debt.Short term debt is debt due for repayment within or less than 12 months and is not included inthe long term liabilities figure on the statc•ment of financial position. It includes creditors andaccruals (Akinyon1i. 2013).Short term debt to total assets rntio is the ratio that represents thefinancial position of the company's ahility to meet its current financial requirements. It shows thepercentage of company assets that are financed with loans and other financial obligations that lastover a year.

The short term debt rntio is calculated by dividing current liabilities by lotai assets. Both of thesenumbers can easily be found in the balance sheet. A lower debt ratio usually implies a morestable business with the potential of longevity because a company with lower ratio also has short
term debt.

2.2.4 Long Term Debt to Total Assets

Long-term debt to total assets measures the relative weight of long-term debt to the
capital structure (long-term financing) of a firm ·s long-term debt to- total assets. Long term debt
to total assets ratio is the ratio that represents the financial position of the company's ability to

·

fi
·

¡ gu·,rements As this ratio is calculated yearly, decrease in the ratio wouldmeet its maneia re ·

. ? .

11 and is less dependent on debts for their business needsdenote that the company 1s ,armg we
'

(Kurfi, 2003). The higher the level of long term debt, the more important it is for a

com?any
to

1 11 It is very helpful for management to check 1ts debthave positive revenue and steady cas 1 ow.

structure and determine its debt capacity (Akinsulire, 2014).

t.
.

a measure of the financial leverage of ab t total assels ra io isThe long term de t O

.

12 ,ths and is not included in the.

b d I for repayment m over mOJcompany. Long term debt 1s de t Le

nd long term leases, but not
e sheet It includes mortgages acurrent liabilities figure on the balanc .

.

II ·ndicates a higher degree of
.

.

20 I 3) A high ratio usua y t

.

general trading liabilities (Akmyotm, ·

. .

1
d interest obligations. Potentialb

.

must meet pnnc1pa anusiness risk because the company
.

hi h debt position. However, the
.

t a company with a gcreditors are reluctant to give financtng 0
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magnitude of debt depends on th .
.

b
.

'
e type ot usiness. For example. a bank may have a high debt

ratio but its assets are generallv 1. 'd A .1. . ..
•

.

·

. 1qu1 . . ut1 It) can attord a h1eher ratio than a manufacturer
because its earnings are more stable (Khala( 2013).

,

2.2.S Equity

Equity is the difference between the 1alucs of the assctsíinterest and the cost of theliabilities of something owned. ln accounting context. shareholders· equity (stock holders equity,shareholders' funds, shareholders capital or similar terms) represents the equity of a company asdivided among individual shareholders of comnwn or prdàrcd stock (Kurti. :!003). Accountingshareholders are the cheapest risk bearers as they deal ll'ith the public. In tinancial accounting.owners" equity consists nf the net asset which is the difforcncc between the total assets of theentity and all its liabilities. Equity usually appears on the statement or financial position which isone of the four primary financial statements. The assets or an entity can be in tangible andintangible items. Intangible assets include items such as brand names. copy rights or goodwill.Tangible assets include land. equipment and cash (Akinsulire. 2014).

Equity is the residual interest in the assets of the entity after deducting all the liabilities
(IASB frame work). Equity is what the owners or an entity have invested in an enterprise. It

represents \\'hat the business owes to its owners. It is also a reflection of the capital left in the
business after assets of the entity are used to pay off any outstanding liabilities. This is what the
owners take home in the event of liquidation of the entity (Erasmus, 2008). Equity is the owners"

·

f sets ft is also refers to the value of the assets contributed by the
value m an asset or group o as ·

Th.
.

dd d to the total income earned and retained by the company to give theowners. 1s Is a e

.

I This description of equity is correct but very simplistic. A morecompanv's total equity va ue.
.

,

. . .

, d b , home owner, that is, owners" value in an asset orprofound desrnpt1on 1s reall) that use )
. . . .

·

It l·s calculated b)' total assets minus total liab1hllesgroup of assets.

2.3 Concept of Financial Performance
.

t k holders and the economy at. fim ortance to investors, s a eÁ firm's financial performance 15 0 p

. .

A business that is performing. returns for their investment.large, Investors are interested tn the
.

¡·
, of a firm can increase the. .

estors Financial per ormanceIVell can bring better reward to their mv .

.

't ustomers and creating more
. oduct or services to I s e

rendering quality pr
d formance can generate

company that has goo per

income of its staff
,

goodwill in the environment it operates. A
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more returns which can lead t) f ..e uture opportun 1t1es that can in turn create emplo\lnent and
increase the wealth of people F. , ·

·

· ·
· ·

·
· 1rm s perlormance 1s the ability oi a firm 10 aehie\e its nbjecti\<éS

resources.
According to Rahul

( 1997) ·

¡·
· ·

b"
·

·

.

a company s per onnance 1s its a l11ty to achieve its target
objectives from its available resources.

Suleiman (20 I 3) viewed a firm ·s performance as the result of a company's assessme111 ,,rstrategy on how well a company accomplished its goals and objectives. Financial performanceprovides a deductive measure of how 1\ell a company can use assets from business operations tllgenerate revenue. Van Horn (?005) delincJ tinancial performance as a subjective measure ofhow well a firm can use assets from its primnry mode oi" business and generate revenues. Thisterm according to Pandey (?00 I) is used as a general measure nfthe overall financial health of abusiness. Research ,,n the firm•s financial rerformancc emanates from organizations theorr andstrategic management. The notion or linaneial performance is used to describe performance of anentity with the legal status of a company.
The concept of financial performance is a controversial issue in finance due lo itsmultidimensional meaning. ln analyzing a tinn ·s financial performance. emphasis should bemade in formulating an adequate description of the concept ofa financial performance.

The existing researches
.

th ds of measuringPerformance used different me 0

!

Measuring of firms" financial performance is one of the management strategic fünctions
aimed at satisfying the interest of shareholders and other stakeholders in a company. Firm's•

·
-

I

·

volves a periodic and svstematic evaluation of its operations ln
performance appra1sa rn

,

.
.

·

h"
¡ of the firm's obJ"ectives. Evaluation ofa firm's performance requires

determrne the ac 1evemen s

. .

l ti t na" be either internal or external. Internal principles arc the
the use of certain pnnc1p es 1ª 1 ,

.h. "t tated objectives while external principles reler to theabilitv of a company to ac ieve I s s
'

.·
,

..

-

. .

th
.

dustrv in order to develop a good hus111c,,
.

, "th its competitors 111 e m
.

companson of a company w1

t favorablv in the market.strategy that will enable the firm compe e ' -

I

.

·h· between capital structure and linuncialon the re at1ons 1p

firms" financial performance. Most ní the

d firm performance from thé.

l performance measurePrevious studies on finns" financia
. , . financial pcrformnn?e. Thr

h ds of measurmg company saccounting based or market based met o

.

b sed which include: rctut·11 oliasures are accountmg a1110st

commonly used performance me

(ROI) and Tobin's Q.investmentil.ssets
(ROA), return on equity (ROE), return on

16



I

Accounting based meas .urement ot performance is the m(ROA) was widely u d .

ost popularly used Returns on Assetsse as was found in the studie f A .Mohammed (20 I 2) B b
I

s o bbasal1, Esfandiar. Mi lad and' a a ola (2012). Muhammad Z
.

hOsu1· i and Od't (20
· aig um. Saeed and Muhammad (?O J'l)

1 a 12). Khalaf(JOIJ) d Rh - -
'- an a eel. Shahnaz, Bashir and U mara (20! 3).2·4 Review of Empirical Stud·ICS

This section provides some insinl t J.... .
. .

.

a .
.

· "1 5 un, crst,rnding oi pnor studies done by dil1erentuthors Ill various countries at different periods in lhe area of' capital structure andfinancial performance.

2. Asset Tangibilitv .1 I fi .
-

. 'ne 111anc1al performance.
Asset tangibility refers to the phvsical a··

t db •

,

.
·

• sse s owne Y a firm. They consist of a major part of a
firm s total asset. such as

¡ d l •¡c1· • .
· an

· 1u1 ings. cte. Accord111g to 1-lart and Moore (1994), and Libertiand Sturoess eOIS) t 'bl
. ."'

-

• angi e assets arc characterized by an tindeniablc low asymmetry of111format1on when it com
I c1,

· .·
¡

•es O ?nv,ng t 1c1r value. and hence they are very suitable to be used ascollaterals in order to obtain extel'llal ti.,nds. Finns that arc faced with limited tangible assets tendlo encounter higher cost in raising exlel'llal fi.111ds. and are forced to save up some internallygenerated funds for precautionary motives, which may lead to inefficient use of financialresources (Bates et al.. 2009). In addition to that, since asset tangibility consist of an im?ortant
pai1 of collaterals, they may have a significant role in the economic gro,,1h of a country due tothe fact that most corporate investments are oriented towards assets (Kiyotaki& Moore, 1997).

Empirically, some studies have investigated the possible relationship between firms' assets
tangibility and financial performance. Sunder and Myers ( l 999) studied the impact of assets
tangibility and some other factors such as grow1h, on the performance of firms. Using a sample
ofJ57 firms between ]979 and 1981, the research concluded that there is a significant positive
association between assets tangibility and both debt ratios and firm performance. Similarly,

_ Pouraghajan et al. (20 ¡ 2) revealed that assets tangibility is positively related to the firm's
-

Performance measured by ROA and ROE in their sample of Iranian firms.

Although some studies have shown that there exist a positive link between assets tangibility and

firni Perfí d. h s shown a no significant or negative relationshiponnance some other stu zes a

betw

'

. .

h se for Zeitun and Tian (2007) foreen assets tangibility and firm performance. This is t e ca
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I

example, where they includ d .e the possible relationshi b ,
performance ¡11 th

· P etwe?n assets tangibility and firme1r study of Jard •

¡-. aman mns. Their result
·

d' d 1

.
.between assets tanoibil't, d

.
_

s m icate t iat a negative lmk exists" 1 1 an firm s performance Abb , , .

affect the perf . •
· as et al. (-ÜIJ) studied the factors thatormance o1 firms in Pakist d I

.

role
I d b

an, an t 1e1r results stipulates that there is no significantPaye Y assets tangibility i d 't
· ·

f. d b ,
.

-
·

11 e ermining the rerformance of firms. Similar results wereoun
.> Mwang1 and Birundu ("OI-) ,1

b

- ) · "iere they argue that no significant relationship existsetween assets langibilitv a d r •

•
•

-
•

11 irm pertonnancc in their sample of SMEs in Kenya. With thatbeing said, there is someho\\ a
·

•
1

...11 mconc us1ve idea regarding the relation between asset tangibilityand firm's performance.

Total Debt to Total Assets and Financial Performance
The total debts t,, t t I

. ,0 a assets measure the amount of the total fünds provided by creditors in
relation to the total assets r 1- G . .

' 0 a 1rm. cnerally creditors would prefer low ratio for all debts
because the lower the ·at' ti , •

I

· ·
·

1 10 ie g1eater cus 11011 agamst the creditors losses in the event of
liquidation. There are different views in the literature as to the relationship between total debt to
total assets and financial performance. Gholnmrcg. Alireza and Alireza (2013) investigated the
association between capital structure and financial performance of companies in Iran. The

population of the study consists of 380 companies listed on Tehran Stock Exchange for 13 years
from 2001 to 2013. To test the hypotheses, the pooled data regression method was used. F and T

statistics were used to test the significance of patterns. The outcome of the study showed a

significant negative relationship between total debt to total assets and financial performance.

Roanne (2013) investigated the effect of capital structure on firm financial performance from

2003 to 201 I. The result indicated a significant negative relationship between total debt to total

assets and financial performance. Maniagi, Mwalati, Ondiek, Mesiega and Ruto(2013)

investigated the relationship between firm"s capital structure and performance among a sample

of30 companies listed on Nigeria Stock Exchange for the period of 5 years, 2007 to 201 I. The

results revealed that total debt to total assets ratio significantly influence return on assets of listed

firms in Nairobi. Waqas, lmran, Hafiz, Jawad and Zahíd (2013) examined the determinants of

financial performance of textile and food sector in Pakistan. The result revealed that total debt to

t

.
•

·

h financial performance at 5% level of
otal assets has strongly negative relationship wit

.

.
.

.

t d the impact of capttal structure
significance. Appah, Okoroafor and Bariweni(2013) mvestiga e

. 20Jl
011 •

• k Exchange for the period 2005 to •

Performance of 32 quoted firms in the Nigerian Sloe

18
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:

They found that total debt to total h
·

assets as significant negative relationship with financial
performance.

ln addition Saeed et al (7013) t d' d ¡

·
·

' ·
, - s u 1e t 1e impact ot cap!lal structure on performance of listed

banks in Pakistan for the period of 2007-2011. The finding showed that total debt to total assets
has a strong positive relationship with financial performance. Akinyomi (2013) studied the effect
of capital structure in Nigeria, Data was obtained from annual reports of the companies from
2007 to 2011. Correlation analysis \\as employed in analysis the data. The finding revealed that

total debt to total assets has signilicant p,,siti\c dTect on linancial performance. Jude (2013)
studied the impact of capital structure on linancial per!'ormancc of 30 listed manufacturing firms

in Sri Lanka from 2008 to 20 \ 2. The findings revealed that there was no significant relationship
between total debt to total assets and financial performance. Abdullah (2014) investigated the

impact of capital structure of 74 firms on linancial performance in Saudi Arabia for the period

2004 to 2012. The result of the regression sh,1\\ed that total debt to total assets has significant

relationship with financial pcr!'órmance.

Mwangi, Makau and Knsimb<?i (2014) investigated the relationship between capital

structure and performance of 42 non-financial companies listed in the Nairobi Securities

Exchange, Kenya. The study used pand data extracted from the annual reports and financial

statements of the sampled listed firms, and employed random effects model and feasible

generalized least square (FGLS). The results showed that total debt to total assets has significant

·

I 1· ·liip with to financial perforrnance. Innocent, Jkechukwu and Nnagbogu (2014)
negative re a ions

d
.

I effiect of financial leverage on financial performance of quoted
conducted a stu y on tie

.
. . N'o,ria for the period 2001- 2012. The study utilized secondary

phannaccut1cal companies 111 1oe
.

. .
. .

- .
. t of three pharmaceutical compamcs. Descrrpt1ve statistics,

data sourced from hnanc1al statemen 5
.

. ..,ere cmplü)'Cd in order to determine the
P

.

d multiple regressions "
earson corr·elat1on an

,

h I h wed that total
. variables and pertonnance. T e resu ts s o

relationship between financial leverage
.

.

hi with financial performance.
debt to total assets has negative relations P

h I t. nship between capital structure and firm

4)
.

stigated t e re a ID

Almustapha (201 mve
. . Malaysian listed companies.

,

.

I
I b I financial cns1s among

Pertonnance during and after t 1e g O ª
1•

•

! listed companies. The
l

of 278 non- maneia
Th ch on a samp e

.

h'e research used a panel data approa
si nificant negative relations 1P

re .

d bt to total assets has a g

gress1on models revealed that total e

I
I•
?
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with financial performance M ·

d ¡ h
·

1
? ·

· ama an s ma1 (-0 I 4) exam med the relationship between capitalstructure and financial performance of all the firms listed at

Nairobi Securities Excha f 1001 10 I

·
·nge rom - - to - I . fhe result generated trom the output of Gretl

statistical software ind· t d
·

J

• ·1ca e a negative re at1onsh1p between total debt to total assets and
financial performance. La\\al, Edwin. Kiyanjui and Ad isa (?O 14) studied the effect of capital
structure on performance of manufacturing companies in Nigeria for the period 2003 to 2012.
The result of the regression reveakd a negative relationship between total debt to total ass?ts and
financial performance.

Furthermore. 1-lanrnod (2015) examined the elkct or debt on the performance of
commercial banks listed ,111 Nairobi Securities Exchange. The study used longitudinal research

design on 11 commercial banks and analyzed the data using SPSS version 16.0. The regression
result revealed that total debt to total assets has negative relationship with firm performance.
Aransiola and Oluwadctan (2015) examined the relationship between capital structure and

profitability of quoted manufacturing companies in Nigeria. Using data extracted from the

Nigerian Stock Exchange fact book and annual reports or the selected companies. The study
showed that there is negative relationship bct,,ccn total debt to total assets ratio and financial

performance. Mathanika. Virgina and Paviththira (2015) investigated the impact of capital

structure on firm value of listed manufacturing companies in Sri Lanka. Secondary data was

extracted from the financial statements of 15 companies.

The result indicated that total debt to total assets has insignificant association with financial

performance.

Iii

r

=

I

Short Term Debt to Total Assets and Financial Performance

This measures how relative short-term debts to total asset of a firm are to be repaid within an

accounting period. Some scholars argued that the sho1ter the debt the better the firm is in

im
· • ,, Abd l (?O¡ O) examined the relationship between capital structure

provmg tis per,ormance. u -

decisions and firm performance of the engineering sector in Pakistan. The results showed that

short term debt to total assets has insignificant relationship with firm financial performance.

Lorpev and Kwan um (20 I 2) investigated the effect of capital structure on performance of

ni
1

The study found insignificant
anufacturing firms listed on Nigerian Stock Exe iange.

re¡
•

•

I
formance Cengizel al (2013)

ªhonship between short term debt to total assets and financia per ·
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¡

also investigated the effect of .

.
.

capital struct ..

5ector in Turkey from 1oo-
ure dec1s1ons

- :, to 20 l \. The -
.

on firms" profitab·
.

.
.

between short-term debt a d

ftndings showed .

ility m manufacturing

- "

n return on asse .
.

.

a significant ne
.

.

.

between t1rm s capital str
ts. Man1agiet al(,( , .

gati,e relationship

ucture and e
·

- l I j l investi

Nigeria Stock Exchange for ti , .

p rtormance amon!.! a sa I

•

gated the relationship

.
. . _

' · lê period 2007 to 1 .

• mp e of ]O companies list

negative s1gn1t1cant impact , f .
.

-01 l. íhe stud, r' ., 1,

ed on

en 1na1ic1a\ performance

. e,ea ed that short term debt has

Ghola111rcne1 al
(
,0 \, .

. .

·

.
.

.

"' - ·'
l 111, csti¡;atcd the . . . .

. .

tmanc1al perlormancc of ,80 . , .

,tssociat1on bdwcen .

· u mpa111cs list ·d
•

1. \

capital structure and

10\' Tl I

·

' in e 11 rn St k 1·

- j. 1e res u t DI the rcnr, ..
•

I

• · oc xchange for the p

·

d 2001

•
• .

:e c"1,>n s l<'\\ cd that slh>rt len . .

, eno to

rclat1onsh1p \\ 1th linancial perform· . ,

.

11 debt to total assets has insignificant

-
.

,ltlcc .. \k1ny,,mi (201 '1) stu r, I

..

on t111anc1al perfnnnancc in '\i!.!cria . . . _
.

· · '1"' thc eflcct of capital structure

- · D,lt,l \\ .is ,,btamcd t·ro1 I

companies from 2007 to ,011 Tl
.

11 l ic annual reports of the sampled

- . ic result mdicatcd a positiv ..
I

. .

debt to total assets and linatic·al ,.1.
.

· e ic ationshtp between short term

' 1, pc1 01 nnncc \ I ¡

structure on O
, .

•

.

.

• ..
· ppa wt" (20l 3l examined the impact of capital

pciatrng performance of quNcd firms in th, N'o
.

S

ti t I

.

e I 1,,enan tock Exchange. Thev found

ia s 101 t term debt to total a
.

·t
-

I

. . •

.

' • ssc s ias s1g111t1cant negative relationship with financial

performance.

Abdullah (20 l--1) investigated the impact of capital structure on performance ·0r 74

companies in Saudi Arabia the period 200-+ to 2012. The result of the regression showed that

short term debt t t t I

· t I

· .

¡· I

.

h'
'

-
.

o o a asse s ias s1gn1 1cant re attons tp with fmancial performance. Khalaf

(2013) investigated the relationship between capital structure and firm performance across

different industries using a sample of 45 manufacturing firms in Jordan for the period 2005 to

2009. The result revealed a negative and insignificant relationship between short term debt to

total assets and financial performance.
Amara and Bilal (2014) investigated the impact of capital

structure on perform anee of 33 food companies listed on Karachi Stock Exchange for the period

2007 to 20 ¡ 2. The study revealed that there is no strong correlation between short term debt to

total assets and financial performance.

F rth d J emy (20 ¡ 1) examined the relationship between firm

u ermore, Ngoc an er

charact
• . . d perational performance

of 427 companies listed on the

enst1cs, capital structure an o

Viet

·

d 2007-2009. They found a significant negative

namese Stock Exchange for the peno

reJ t'
1

t and retuni on asset. ln addition, the study of

ª ionship between short- term debt to tota asse
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¡.Jeydar

et al (2012) found that th .

.

ere is no significa

assets
and financial performa , _

nt
relationship b ,

nee: of l1rms A ah
et11een short-term debt

structure on performance of,1 r- .. pp et al (2013) investia .

to total

-

- - isted firms in the Ni' .

"ated the impact of capital

2011. The study tound a sion'f _

genan Stock Ex h
.

"' I icant negative r•'lºt' .

. c ange tor the period 2005-

.
·

¡

·

- ' " 1onsh1 b

and tinanc1a pertorrnance.
· P etween short-te d brm e t to total assets

t-.faina and Kondongo t::'.0\J , .
.

.

) examined lhe eff" .
.

firms listed at the Nairobi Securities F. ·I. .

eel ot debt-equity ratio on performance of
. .xc Hnge lnr the period 1001 -,

that short term deht to total .1

.••.
1

.

- -- _QJ l. The results showed
, ssd? ns s1n1

·

1·

.

'· • "11 ic:rnl relationshi ,- h
- . .

Almustapha (20\-1) 1n1estigakcl li .. ,¡.
. .

·
P

1111 lmancial perlormance.

- le le ,lllllnsh1p be111ccn c·11i1·1l .

during and after the t!.lt,bal liinnc·- ¡

.. ·

..
·

_

•I ' Slructurc and firm performance

- ' 1,1 li ISIS ,11non" :-Vhl· , .'
1·

I

,
.

"' , ,I) s1an isled companies. The research used

a pane dala ,1pp1 c1ach ,,n a sampk ,,r ,78 _ . .

- • non-l1nanc1al listed companies. The regression models

revealed that short debt ln ll)t·il .1

..

,1. 1

. .
. .•

.. '?st: s ),ls a s,grn t ,c?int ncgaLivc relationship with financial

performance.

Theoretical Framework

The pioneering work on capital ·tr t ti
·

s uc urc 1cory emanates trom Modigliani and Miller (1958).

Thal theory provides the groundwork rrom which much other thinking later developed. Based on

an arbitrage argument. Modigliani &:-Vii lier ( I 958) ascertained that with the existence of perfect

capital market. the capital structure decisions would have no impact on lhe value of the firm.

Arbitrage, they argued would ensure that an individual's exposure to risk would not change

because home-made leverage was as good as corporate leverage. However, there was a reaction

to Modigliani and Miller's irrelevance theory that questioned the applicability of arbitrage

process and the assumptions they made of a risk-less world that are somehow unrealistic. The

capital structure irrelevancy theory favors the neutrality of debts on firm performance no matter

the amount of debts utilized.

ln
.

.·
·

·

s they modified their original hypothesis. Relaxing the

response to this and other c11t1c1sm ,

d that levered firms will be more valued than unlevered

assumption of zero taxation, they argue
.

li

. . d ductible expense. A firm's capital structure which is

trrns due to the fact that debt 1s a tax- e

h an influence over performance.
The theoretical

composed of debt and equity has proven
to ave _

b
d.

. conducted is mainly drawn from the agency

ackground from which empirical stu ies are

I
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hypothesis,
the capital

theory.

pecking order theory

structure ·

irrelevance th eory. the .

pecking order th eory, and the trade-off

A pecking order framework is
.

intended to expia·

Ma_iluf I 984 ). The pecking

· '111 variations in ,

·

1

-
order theory

.

l

capita structure (Myers and

t
·

1

·
•

.
IS e iarackrizcd b

. the . .

asymrne ry prcva1 111g among lirm mana"ers .

l 1

) concept of information

•

"" · •111' s 1archold, F

Martm.2011). Several schnlw 1. ,

crs
(

·rank &Goyal, 2009· Baker &

.

' s 1.1, e nuanced the C\'idcn" ,·

. .

,

comprehension of lirrn activiti,. 1

cc "1th111 which there is an advance

cs ,? llli.lllag?rs as compare to t

,. ,
,.

.

the firm"s future and prosp, .1. 1

, ,

he external investors concerning

cc s. knee rnana?c cfticicntlv f .

I

, •

&Wisnu\Vidjaia "'0 l.:\· 13
, j'

' ·
01 t 1" good o! all (Harrison

. '.' · - • O,ll I d al.. 20 I,) s , .- r ..
I

.
.

f d
. f bl .

. .• pce1 1c,1 I,. this th wry exhorts the làct that internal

un s :11e pre era
?

used b? !inns c,,n1rarih t

, _
,

.
.

.
- .

.

.
o cXlc1nal tunds that comes as a compliment to

msufttc1ent retained carninQs (?Ivers 1984. 1,1
.. .. ,

. .

•

' •
• • 1 y eis &tvla_1lut. I 984). Besides, the issue of

external equ1tv bv firms could l ,
.·

1

.

• -

· '" '1c,, cc as a pNcntial loss of control bv the owners of the lirm

which could be costly to the firm as a \\h,,lc.

.

,

The information asymmetry that exists bct,,·ccn corporate managers and shareholders is

minimized by issuing debt (Lemmon &Zender, 2010). Managers with positive expectations

about the future. whose stocks are undervalued, will op! for debt rather than equity since they

believe their company is worth more than the current value. Hence, by issuing debt, firms wit!

use the excess free cash flow to settle interest payments, instead of repurchasing shares which

may be costly in case stock prices appreciate. However, managers may issue equity when they

are not able to obtain more debt even if they believe that their stocks are undervalued (Lemmon

&Zender, 20 ¡ O). As the requirement
for external financing will increase, the firm will work

down ti k. d t r1· g with debt issuance and finally to equity as a last resort (Myers

1e pee mg or er, s a 111?

'

&Majluf, 1984).

N
1

hasizes as concerns the choice of various finance

evertheless, the theory also ay emp .

I funding is inevitable, as such mvestments should

opportunities in a situation where externa

b
·

. ¡
t"ve costs (Myers, \984; Boadi et al., 2015). Hence, for

asically depend on lowest nsks and re ª 1
.

· that generate
enormous earnmgs to be conserved

the pecking order theory performing
compames .

.

h
·

pita! structure than the non°performmg ones

are supposed to use minimal debts in I eir ca

.
• stments with internal funds. As a result, the

because they are capable of financing thelí mve
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I
relationship

between debt
1

,

,

e,el and firm's ,

supported b) Booth et al ('ÜÜ
.

performance

,

,, -
1

l and Fama . .

could be foresee ..

debt as the primary option th,
& French (2002) As

•

n as emp1r1cally

•

· en potential l v
·

.

· · such, hrms will r,
.

theory, prohtablc and hioh , .

· issue equitv as a 1

pre er to issue

, .

°' earning firms are i

, . •

. ast resort (Myers, \ 984 ..

finance their investments with
.

dent1hed as those usin f

). In this

internal funds (Boa
.

'

g ewer debts because the,

order theory assumes a nega ti
. ,

,¡
,

di ct al.. 2015). This is th·

)

- \ e re at1011 hct\\·ecn f .,

e reason why pecking
manual lcvcra >e d

•

Trade-off theory

g an hrm performance.

The studv of Modi.,li'mi an I \1'11

.

.

.
"' • , l ' I er

(
I <J(,8 l ascertain that l ' .

,

.

as it encourages the deductil,11 ,,r. ,
.

,
.

lcbt lm.incmg has bcnclits of tax shield

.

llltc1cst expenses from th, r. .

this that the trade-off th ,,,r ,

.

1

e 11111 pre-tax mcome. It is through

e : stipu ates that optinnl C'Dit·1l ..

balancing the benetits an 1

, 't , . .

.
.

.

' '¡ ' stiucturc can be determined by

l \.:l)S ,1ssoc1atcd \\ 1th dcbl titnncino
.

cost. threaten in!.'. the !inn or li 'J·
. ,

' ,,. 1 lencc, 11 may reduce the agency

, qui ation which can .

l

.·
l

- .

• cause personal losses such as reduction in

sa at 1es, oss oi rcput·ition , .

· ·

• , pc1quis1tes amoll!.! others. as a result ti.. t' '

m
,

' ' · 115 mo ,va.es managers to work

e 1cientlv and nenel"lte ,1 1 1 11

. .

• "' • e rnug l cas 1 '"' to pay interest payment (Grossman & Hart, 1982'

Williams, 1987) Therefor· , .

·ct· ¡

·
.

'

.

· e, acc01 mg to t 11s theory 11rms that are more profitable have greater

mcome to shield and thus arc expected to indebt more to take tax advantages. Consequently, a

positive link is to he attained between debt level and firm's profitability (i.e. performance),

Studies by Myers (1984) and Cornett and Trav!os (1989) argued that even though firms can

benefit from tax discount through an increment of their debt level, each lirm is supposed to move

toward their own optimal capital structure, which can mean either going in for more or less debt.

Moreover, the negative incidences of leverage on the performance
of firms arc recognized by the

trade-off theory. Thus, the payment of interest negatively affects firms' liquidity and financial

performance, which increases the financial risk in terms of bankruptcy and insolvency (Myers,

1984; MacKay and Phillips, 2005; Brealey et al., 2008; Ross et al., 2013). More so, the

advantages of debt financing are equally allowed for by the trade-off theory given that tirm

manager t •¡· t t d <Jff between debt benefits and debt costs. Elsewhere, the tax

s ry to cone, ia e ra e-

advant h Id
. th fiirm performance

(Margaritis&Psillaki,
201 O). Although

ages s ou mcrease e

bankr
, d' onclude that they are much smaller in relation to the tax

uptcy costs exist, some stu 1es e ,
,

savi·ngs.
, d ff ti ory assumes a positive

re!at1onsh1p between leverage

ln this regards, the tra e-o 1e
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I
1!11d

firm performance. furth _

. er conhrmed

patti (2006) and Fosu (2013 ).

Market timing theory

by many researchers like Be ,rger and Bonaccorsi di

In a bit to criticize and challcng, b h
.

_e ot peckinnod•

(2002) have developed latelv tl , . .

" r er and trade-off theory, Baker a d W I

.

.
le market t11111nn ti

n urger

h -,s \ •l e11e\" ti
·

t
·

"' icory. It Sll1!0ests th· t

,
- .

s
ai e ' l çr lC) )e\ IC\ e that ti , . , .

.

_,, . . a compa111es issue new
le stcKk prices are over .

I

,

issue debt whenever the stock p
·

. , . . .

'a ucJ and repurchase these shares or

rices ,11 e untkr\'alucd or when -

.

low interest rates ((iraham & I larvc\ 100 . . _, , ,

the market 1s characterized with

-
· - 1. B.1ker & \\ urn ler 1oo1) e

fluctuations that arise in the market 1

. _, .

.

" ' - - · onsequcntly, the resulting

1,1\c ,111 rnlluence on lirms· choice of ca
.

I

market timinl! thc(W\ , .

11

. .

· • pita structure. The

" . equ,1 ) supp,,ses that cc,,nnmic
.

actors are irrational (Baker &Wurgler

2002). Hence. the: supplied e, ideiices tint ,

.
_

. .

'

· • eqult) markd llmlllg has a predominant effect on the

firm levera!.!c. Indeed a market ¡'
·

,
.

· -

.

" · ' iirnnk- mea,urc is dd111ed by weighted average of external

capital needs over the p·1st frw \' 'ª · ·

I 1

·

' -
.

e Is \\ 1crc t 1c \\'c1ghls used arc market to book values of the

firms. They discovered that changes in le,·cragc are strongly and positively related to their

respective market timing measure. hence il ,, as concluded that the capital structure of a firm is

the cumulative outcome of the past attempts to time the equity market. Several literary b?ckups

support market timing theory in a supp,1sition that manager of companies wait for the optimal or

best market condition. that stocks' position ameliorate in the market before any new issuance,

and also before issuing new stocks firms first of all optimize their performance (.lahanzeb et al,

2013). Indeed. based 011 the market conditions the market timing theory assumes that the relation

between leverage and firm performance
alters following the economic environment.

Though the above theories are often criticized, they remain among those that are often used due

to the aforementioned reviews. On the whole, the agency theory focuses on the conflict of

i t
h I

id ·s and creditors concerning financing decisions. Brealey,

n erest between managers, s are 10 ei '

M
I

t th trade-off theory and the pecking order theory highlight

yers and Allen (2006) suggests tia e .
.

_

h
•

. f e sources of financing startmg from funds mternally

t e luerarchical and preferential
use O som .

. .

. d
·

t ·t is useful to highlight some of the maJor empmcal

generated. From these vanous stan pain s, 1

. and firm financial performance.
However, based

studies on the link between financial leverage _
.

.

b en a firm's !maneia! performance and sorne

011 previous studies, a relationship
exi5ts etwe

25

JI _I_L_



I
E ¡mportant

characteristics h

.

sue as the fim1'
.

discusses
these m detail

5 size, age and
·

assets ta •b·ng1 1litv Th .

Literature Review

·
· e following section

!

Mohammed & Hassan, (201 ?)
_

_

j.
.

.

- investigated ti
.

per ormancc ot companies
-

.

- ie impact 1¡-
• .

.
.

111 relation to debt a

e

t111anc111g and evaluat"

negative and s1gnit"ic·rnt r ·I
.

_

nd the optimal ·t ,
.

ing the

- ' e auonsh1p b 't
•

' , ructure of debt F" ct·

,

e II cen f 1113
·

· 111 mg revealed

,urther revealed financin" ,

'ncmg through debt d
.

-

"company ,, ith short ,,
·

- an pertormance, the result

pertonnancc.
The stud, .

, .

1 long term deht has ,1 n, ,

. .

.
icuimmcndcd Lh·it. .

. ' cg,ll1ve impact on firm's

· ,
·

d
· ·

• m, est,ir -¡ Id
.

umc o! ec1s1011 making" hen d,,inn th,·..
, inu rnnsidcrcd financing structure at th

" c11 ,mal) ses.

e

Prempeh. Sckycrc&Asarc 1
ºll 1

.

• •

. - 6) h1und that short term. lo, '
, .

effect on tmns pcrtormanc,
.

¡-
.

. .

1g lei 111 and total debt has negative

.

c. unp 1c,H1on oi this !indino si "I .

acquire asset which can cas"I .

l

. .

" 10\\cc that l1rms uses more of debt to

' '. I
?

,e _1copard1zcd in continual Iv .·
.

operational activities l'urtl , .
,

'
· usu)¡; more oi debt to tinance their

,

-· 1c1more. N\\alllisa&Chin_jindu (2016)
.

º
.

(OLS) regression techniques nnint
.

d I

' usrn" ordmary least square

. . ' ame t iat return on asset. return on e uit'

and caminos , .

¡

. .

.

q Y, profit before tax

•

" pet s 1a1e are negatively ass,,ciated with financial structure profitabilitv of ·¡ d

gas tirn s Th. ¡¡ c1·

. .

, m an

.

1 . IS in 111g implies that oil and gas lirms in Nigeria use more of equity and d bt.

their opera!" ¡

• . .

e rn

1ona act1v1ttes. Mwan!:d. Will, & Patrick (2016) con I d d
·

¡

·

fi
.

- ·

,
e u e 111 t 1e1r study that

;"""'."'
s<ru "" ce • ff e" lhe """"' i • I peefo ,m,,.oe of I a, O ms \;sled "" lhe E,sl A mea

ecunties exchange directly or indirectly.

Nwude lt"
·

A b d
, m, g a ua&Udeh (20 l 6), observed in their research that debt structure has negative

and significant impact on the performance
of Nigeria quoted firms in the study period. This

implies that manufacturing firms listed on Ghana stock exchange uses about 95% of debt to fond

their operational activities. This finding support the work of Jeleel&Olayiwola (2017) who

earlier related that firms leverage of listed chemical and paint firms in Nigeria mainly use debt in

financing their business. The finding is further buttressed by lkapel&Kajirwa (2017) who also

argued that firms that use long term debt in their capital structure is likely to go into bankruptcy

because proportion of long term debt negatively
affects firm's financial performance and

concluded firms should manage well the portfolio
of its long terrn debt structure to minimize risk

associated to long term debt. Hare\ imana (2017) conducted a study to finds out the effect of

using d bt fi
. ari'ng the analyses between two banks in Kigali Rwanda

e to manee business, comp

¡
i
'Ii
¡I
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I using comparative descriptiv e and correlative rese

was found that the level of debt . .

arch design to ach., .

.

pos111vely impact on
-

Icve the stated objective It

control vanables to the analvses Th .
.

linn profitabilitv ofb I b

·

• · e implication of th'
·

ot 1 anks atler adding

positive
relationship between d b

15 result showed that th
. . .

e t levei and 1-
.

' ere is a s1gn1ficant

·

1nancial ¡·

performance
m terms of profitabTt .

.

per ormance which i d" d
1 1 ?. susta1nabilitv and I"

. .

.
.

n 1cate that,

. .

. 1qu1dit) has improved >rad II

Lenka (20\ 7) 1nvest1!!atcd the rel·
.

_
.

g ua Y-

.

- atl\\n,h1p bct\\ccn 1->usines· . ' ..

corporate perlormancc. The stud . r
.

'rnmpctit1veness using leverage and

•

•

L : ound s1gnilicant 11?1.!.ativc e
"n

usmg return on equity as indiG1lnrs ,,r . 1. ..
.

- I feet on corporate performance
e, ip,11.itc pcrl,,rmancc The '' , ..

·

revealed ne!!aliw rcl·lti,,n -¡1· l

· regression analyses further

- ' , Ip ,ct\\ccn the co . .
• . .

b
•

.

mp,ll1) prntitability and use or debt in financing the

usmess operalion.

i

Ken-Ndubuisi. \ fechi&Onwma ('O¡ S)
... _..

.
- ' c,1111cd out a study between tinancial leverage and asset

growth. The rcgrcssi<1n analysis indicate a signilicant negative relationship between leverage and

asset growth. indicating that inwsting "ith k,wagc has negative influence on the asset growth

of the firm. Joseph (20 \ 8) studies the effect or linancial leverage on firm performance. The study

revealed most businessmen in developed and developing country as well as limited liability

companies preferred to run their business with their personal funds; donations, from family

members and share capital respectively. The finding therefore revealed a mixed result. Omollo,

Muturi, &Wanjare (2018) analyses the effects of debt indicators namely short term, long-term

and total debt on firm financial performance using return on asset and return on equity as

measurement of variables. The study empirically revealed that short-term, long-term and total

debt negatively and significantly influence return on equity across all the used methods. This

mixed result is in line with the study of Josehp (2018).

G d
· d t" e relationship between the level of leverage and return

a zo&Asiamah (2018) foun a nega iv .

.

.
•

b , return on equity and level oi leverage of unlisted

on asset and positive re!at1onsh1p
e\\\een .

. light increase in leverage automat1cally lead to

banks in Ghana. This result implies that any s
.

.

d ecominended
that bank industry 111

Ghana should stnfe

decrease on return on asset. The stu Y r .

.
.

.
. t will inject more funds 111 the bankmg operattonal

as much as possible to develop policies
tha

activities.
d bt financing on firms performance using two

p
ted impact of e I

andey &Sahu (2019), docuinen 016 Result revealed positive effect between

ct·

.

t" 11
from 2009-2 ·

1fferent types of panel data estima 10
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I
agency

cost and firm perform .anee while positive .

performance
and return on equ it)' Th. .

impact was also fo d
•

. .

· ts findings im Ii

un between ttrms

interest existing between the mana .

" p es there will be a reductio 1· I h
gers and owners if

I

n o e as es of

managers act in the best interest of their .· .
.

< tie firm to an extent because itallows

.

.

pt tnc1pal. Gtchuru K
.

the m1pact of capital structure 011 p f. b'
.

· ung u&Gakobo (2019) established

.

. .

ro na ti tty of government b , .

. .

credit co-operatives tn Kenva. Result , . ,. .

ased deposit takmg, saving and

. .

.
. re, c,lled negative result i

.

the result was ms1gniticant in rel· t"
_

n all the used vartables, though

. .

a ton w the ltrni"s protitabilit •

¡
,

researcher that mix oi ú]Uit, .111,¡ I ·Lt ti
.

..

) · t ,,as concluded by the
•

• <CL• \'It 11111
...

• m1111m1ze membership returns and wealth should

be maintained in the !inn.

MacCarthy&Ahulu (20\9) c:-.arnillcd llhl'thcr c·ii,il'il 1

.. •

.

• • s ructurc atkcts l!rms performance in

Ghana uslll!.'. panel Jata ,,r list ,J f · , ''I" · e 11 ms Oil u 1alla stock exchange from 2009-2018. The

resultshowed a signi lkant and ncgatiw effect bélwcen capital structure and firms performance.

The study concluded lirrns should use equity capital to finance their operations that

concentrating Oil the use of debt capital. Implication or this showed that every increase in debt

financing lead to decrease on return on equity or the lirm. Kcnn-Ndubisi, lfechi&Nweke (2019)

empirically exarnine the effect of linancial icl'cragc on selected indicators offirt11 perfort11ance in

Nigeria using total debt to capital ratio. debt to equity ratio as a proxy for financial leverage

using pooled regression rnodel. fixed effect model, random effect model and marginal model.

Findings showed mixed result among the variables used in relations to negative and positive. The

implication of this study finding is that some of the variables use does not have significant

impact on the firm financial performance
while some have negative influence on the

performance financially.

.. .

.
.

d h
.

fl ience of debt financing on firms performance of

Za1d1, Ja1s& Karim (20 I 9) mvesttgatc t e 111
l

•

.

.

I·
. for a period from 200\-2015. The tindmg revealed

consumer product mdustry tn Ma ay5ia .
. .

.
.

.
.

.

. d long term debt while mstgnificant relat10nsh1p was

s1gn1ficant relationship between short an
I

th t
· ftl

. Th t dy concluded among ot 1ers a size o 1e

fou d b
ble and firm size. e s u

n etween account paya • ,

11

, because it has no any effect

fi
formance of the firms tmancta )

1rm does not really matter on per
h

, k of Chang Batmunkh, Wong
• d"fferent from t e "'ºr '

on the firm profitability. This study is not 1

1
f, d between growth and leverage of

.

. association
was a so oun

. .

&Jargal sat khan (2019) were negative &Garba (20 ¡ 9) studied the re\attonsh1p

h
Hongkang.

Abubakar
t e firm in Taiwan, Korea and

'
I
¡•:::

J
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I
I between

financial leverage d- an financial perfl

result revealed a negative relat' .

orrnance of qu t d
.

1onsh1p betwee
O e service firm . .

equitv.
Which means an,· 1·11c

n short term debt .

s m Nigeria. The

•

. rease
¡

.

· rat10 I

on lie 'ariable also t
.

-

• ong term. and total debt t

.

.
.

nugerth .

o

\gbinov1a&Ogbe1de
(20 l 9)

"- e rnterest paymentº

assess,,,- th,
1

•

- e re alio h.

the selected quoted manufact .

ns
1P between capital ºt

un n" ,. l
.

, ructurc and 1·

_ _ _

",cmpan1es in Nin,. .

1r111 value of

on a sample oi til teen select, 1 1•
•

,,ena using the ordinar 1

Cl 1rn1 lrnm '() 1,
Y east square (OLS)

'bT ,

- · ·

-
- to 'O 17 Tl

tangi I it). prol1tabil!l\' and ª", r 1

_

- ie study concluded th 1

.
.

.

. ,,e " tic l1r111 nc?alivel .·
. -· . .

at everagc,

stat1st1cally. Thcrclnre. firm.
-

1

• ) ,md sig11d1cantly impact r 1

' 111 t 1c ,cct,ir I I 1

irm va ues

. -

d

, 1l1u l reduce th .- .
.

relation to cbt to tinancc th ·ir ¡-.
.

cir source ot capital structure i

e II Ill ,,rcrat1nnal acti\'itics
.

,

.

n

Tolulope. lkp<!fan&Oic,kc,w eo ¡-; l
.

.

_. ..

- 111 ollicr to av01d more debt Oladeji,

.

·
• clllpll lc,illy an,1lyses the im . -

·

.

-

pertorn1ancc in Nigeria fmm 200,_ , . , _.

· p,ict 01 capital structure on firm

· _u 1- u,in!! sccnndarv chta ,r .· .

fixed effect estimation result .
, ... I· 1

-

.

·
' ' ' six petroleum companies. The

? l!.:\\.'.,l \.'.l new\ll\'? ,,¡
·

¡

·

e
-

=' e le at1011s 11p between leverage and ti

pcriormance. 1 he studv e ,11 •1 d ·d

trm

, -
.

.

:

, e u e among ,,thcrs that industry shou \d desist from relying on the

use oi more equity to l1nance their business

Apkarhuere Eze&Unah (10 ¡ -1 r 1

. .
.

·
' - ::, oun, p,,s1t1,c rclat1onship between capital structure and retain

earnin°s in their ·t j
• ,ff r

·

I

= , uc y
e eel o capita structure on retained earnings in oil and gas sector.

Oke&Obalade (2015) carried out a study title Testing the validity of optimal capital structure

theory in Nigeria listed oil and firms industry. were it was found that highly profitable firms uses

more debt to fiancé their business because of the tax shield advantages and the little risk of

bankruptcy that will be involved. These implied that Tax shield has a higher advantage in

relation to interest attached to paying back period to the extent that low risk of bankruptcy will

be experienced Cole, Yan &Hemley (2015) explored the relationship between capital structure

and firm performance. Findings of the result revealed capital structure positive impacts return on

asset and operating margin in the entire three sectors studied. The study concluded

healthcareindustry should use debt to finance their business and seek alternative financing option

in the
¡·ve impact was found in relation to firms performance.

energy sector were nega 1

•

Con
.

.

h' t dy 10 describe the relationship between indebtedness and

ceptual frame work 1s use mt 1s s u

fin ·

.

h th oríes These associations are summarized below as

anc1a\ performance as found m t e e ·

figure I indebtedness and its determinants.

i,_1

t
i
,.
r'
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3,1 Introduction

CHAPTF-R THRE
RESEARCH MET

E

.

HODOLOGY

This chapter discusses ti ,k method ¡

method and sources of dat·

0 og! adopted to th
a collection d'.

r e studv. The I

sample size and sampling t, I

.

. iscusscs the research d,
.

.
e iapter analyses the

- cc 1111ques. statist',
cs1gn. population f

and model specification of ti ,

· leal tool tor data an 1,. •

0 the study,

le study. The ,¡.

a ,sis, variables me .

on the data used for the stud .

e 1,lpter also highlights th, b

asu1ement,

! .

- e ro ustness tests conducted

3.2 Research Dcsiin
Correlation research d .. ·"

c,1,,11 ,,as ad,iptcd b·is •

I

....

the study attempts t,, measure the rel·
. .•.

e, on pns1t1v1smparadigm. This is because

f

,lltünshtp bélw., .

per ormancc of listed deposit mo , .

l

..

. . .

ccn capital structure and financial

. .

ne) ,anks 111 N1gena. Correlatio d
•. ·'

relat1onsh1p bel\\een \'ariabl ,. b

n cs1gn docs not only establish

.

es ut sh,m cause and effect rchti
.

independent variables.

' onshtp between dependent and

3.3 Population
, d s·,

·

:rn "arnplmg Procedure of the Study

The populaf f ¡

·

·

ion o t 11s study consists of all the deposit money banks listed on th N.
.

S

Exchan oe as

e igenan tock

.

e at December 2020. For the purpose of this study, stratified and random samplin

techniques a e d 'd
.

g

.

r use cons1 enng the sectorial grouping of firms in the stock market. The sample

size of the st d '. .

¡·

.

u ) 1s six 1sted money deposit banks drawn from the defined population.

3·4 Sources and Method of Data Collection

This study used secondary sources of data. The data were obtained from the annual reports and

accounts of the sampled deposit money banks and Nigerian Stock Exchange Fact Book.

Secondary data were used due to the nature of the variables under study. Cross-sectional/time

series data were extracted from the annual reports and accounts of the banks for the purpose of

assessing the relationship between the variables of the study. Panel data were used in the study in

order to detect and measure effect that cannot be simply observed by pure cross section or pure

time series data. The data also suited the study dynamics
of change and complicated behavioral

Pattern (Gujarati & Porter, 2009).
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• Technique
of Data Analysisp

.

Panel multiple regression was used to analvze ti .

.
.

· ie data In ºrder to establish relationship, en the vanables. Mu\t1p\e rc?rcssion was e in-·d dbet,?e
. .

- '
' 51 ere appropriate in view of the fact that it

lps
in not only estabiish1ng relationship between v·iriabt,· b h _

he
'

' cs. ut s ows the etlect cause and
effect

relationship

3_6
Variables Measurement

The variables of the study cc,mist ,,r ,kpc11drn1 variable. li11a11cial performance measured by
return on assets ( ROA l. and independent I ariabk, capital structure proxicd by total debt to total

assets (TOTA). total debt W t.,tal equity ( llllT). shnn-tcrm debt lo total assets (STTA), The

measurement of th.: \ariabks arc c,111tai11cd in tabk 3.2

Table 3. 2: Variables \kasurcmclll and Ddi11iti,1ns

:'\ature of

rnriablc

Proxies Variables

measurement and

source

Capital

structure

Independent

Variable

Total debt to

total assets

Total liabilities/Total

assets (Vishnu Prasad

G,

2019)

Asset

tangibility

Total debt to

totaí equity

Fixed asset/total
,asset

(N. Narsaiah, 2020)

Total liabilities/Total

equity (Vishnu Prasad

G,

2019)
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ROA

financial Dependent

Variable
performance

Earnings before interest

and taxrr otal assets

(Abor 2008)

3•7 Models Specification

The model that ,,ill be u,?d in testing the hyruthcscs ur the study is presented
below:

ROAit =?O+ illTDT.\it ~ ¡\:.'11)\Tit" IL'l-\Nit 'E' it
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. ALYSIS AND
lR

4,1 Introduction INTERPRETATION

This chapter ,uuh s,. .

.. cs and inter
. .

.

prets lhe result· .

.

with dcscnptlve statistics .

d

s obtained tor ti

an corrc!Jtion mat
.

ie study. The chapter b
.

discusses
the !indinos in ¡· 1

.

nx. It then presents ti

egms

? IUll of p
,

lC regres·

.
. . .

, re, ious studies. The . .

, s1on results and

policy 1mpl1cat1011s of the Ii I"

ch,iptcr concludes .-

h
.

n, 1ngs.

· \I II highlight of the

4.2 Descriptive Statistics
The summary ,if the· dcscri¡,ti, ,

_ .. _
.

e st,H1st1cs ,,r ti • , . .-

4.1.

1c 1 '11 iahks arc prcse11t •d
·

e 111 table

The füll r.:sults arc cont-line l.' , 111 appendix tllA).

Table 4.1 Descriptive Statistics
Variables Min. \lax.

ROA -5.265 14.573

TDTA 0.043 19.6572

TDTE 0.030 72. 755

Mean Std. Dev. i
0.2364194 1.268423

1
6.987807 7.151588

8.203064 10.15754

0.110 56.932

sõiJiici".E
?

-

· xtractfrom STATA Output, 2021

Table 4.1
. .

. .

presents the descnplive stat1st1cs for the dependent and explanatory variables.

From th e table, return on assets has minimumand maximum values of -5.265 and

1. 747409 6.034367

14·573 Respectively and the mean value of 0.2364 as well as the standard deviation value of

1,2684 T

.

· he standard deviation of 1.2684 signifies that the data deviate from the mean value

from both sides by 1 _2684 implying that there is a wide dispersion of the data from the mean

becau se stªndard deviation is higher than the mean value.

33



'¦ The table also shows th at the mean of the total d
. ebt to total assets of tl .6.9878 with sta;idard devi t' .

le sampled firms isa ron ot 7.1516, and minimum d
.

an maximum values of O 043 d19.6572 respectiveh·. This
i I' h-

· an
• • mp ies t at the perforrnanc, f th

•
.

,_
e O e trrms rn terms of total debt to totalassets 1s on average 6.987S, and the stand , ,. .

.

ard de\ ratron value indicates that the total debt to totalassets oi the sampled firms d'\•.
t

.

1•

. e l.l cs ron1 the r11 '"11 ..

I

.

¡·
.'" \.J lle rom both srdcs by 7.1516, implyingthat there is significant dispersi,,n "r 1

,

1

•·

1 le lata from the mean because the standard deviation is
higher.

Moreover the tabl, si ··

ti
I

•
· e 10\\s 1at t 1c mean oi the total deb! to total equity of the firms is 8.2031with standard deviation of 10.1575. The minimum and maximum values arc 0.030 and 72.755

respectively. This implies that total debt to total equity of the sampled firms is on average
8.2031, and the standard deviation value indicates that the value deviates from the mean from
both sides by 10.1575. implying tha1 there is signilicant dispersion of the data from the mean
because the standard deviation is larger.

Finally, the table portrays that the short lcrm debt to total assets has an average value of 1.7474
with standard deviation of 6.0344. The minimum and maximum values are 0.01 I and 56.932

respectively. The standard deviation indicates that the value of short term debt lo total assets of

the firms deviates from the mean value from both sides by 6.0344. This further implies that there

is widely dispersed data from the mean because the standard deviation is large.

4.3 Correlation Matrix
The correlation matrix explains the degree of relationship between the dependent and

·

d
·

bl ¡· tl e stud)' as well as the independent variables among themselves. The
rn epcndent vana es o 1 •

• · the variables of the study is presented in table 4.2, while the
summary of the associations among

full result is attached as appendix (IIB)
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Table 4.2 Correlation

Variables ROA
TDTA TDTEROA 1

LTTA STTA

TDTA 0.0191
1

(O. 7958)
TDTE 0.2323 -o 2766

1

(0.0014) (0.0001)
STTA 0.5110 0.2065 0.5706 0.4732 1

(0.0000) (D.0047) (D.DODO) (O.ODDO)
SOURCE: STAT.4 Output, 2021

Table 4.2 reveals that total debt to lotai equity and short term debt to total assets of the firms are

positively and strongly correlated with return 011 assets. The values or 0.2323 and 0.511 o of the
variables indicated p-values of0.0014 and 0.0000 that arc all significant at 1% respectively. In

contrast total debt to total assets and long term debt to total assets respectively have positive

relationship with return on assets that is not statistically significant.

The relationship of the independent variables among themselves indicates that total debt

to total equity and total debt to total assets are negatively correlated among themselves. On the

other hand, the relationship between short term debt to total assets and total debt to total assets,

and total debt to total equity, short term debt to total assets and total debt to total equity, and

short term debt to total assets are positively related among themselves.

4.4 Analysis of Regression Results and Discussion of Findings
. .

Table 4.3 presents the summary of the fixed effect multiple regression results obtamed while the

full results are shown in appendix(] IE):
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Table 4.3 Regression Re
1_-- su ts

Variables

:?c?-:oe?f?li?iciie?n?t'.'..:'__"r=v;i;¡-;?-P=v;??-r;:-;::-=-::------T-Values
P-VaJues ToleranceConstant ?-

TDTA -0.0550336

TDTE
-0.0206729

STTA 0.2017568

Rl 0.4995

2.58

-2.19

-0.94

7.89

V(F
o.ou

0.030

0.348

º·ººº

0.721016

0.465383

0.507822

1.39

2.15

1.97

Source: S7>tTA 011tp11t, 202!

Table 4.3 shows thai th, r
•

.
. ' e unctmnal relationship between lhe dependent anel independent

variables is:

ROAc:: 0.5994 - 0.0SS0TDTA -0.0207TDTE + 0.2018STTA
The table showed that total deht to total assets has negative significant impact on the

financial performance of listed money deposit banks in Nigeria. This can be observed from the

value of beta the coefficient of -0.0550336 with p-value of 0.030 indicating that the pvalue is

statistically significant at 5%. This implies that total debt to total assets as one of the proxies of

capital structure that significantly allecl the financial performance of listed money deposii" banks

in Nigeria. The results serves as a basis for rejecting the first hypothesis, which states that total

debt to total assets has no significant impact on the financial performance of listed money deposit

banks in Nigeria. The result supports? the findings of Song (2006), Fosberg and Ghosh (2006),

Zaitun and Tain (2007), Eba id (2009), Mramor and Cringoji (2009), Heyd ar et al (2012) and

Abo/faz/ et al (2013) who found that total debt to total assets is negatively and significantly

associated with performance of firms and the findings of jude (20 I 3) and Mathanika et al (2015)

Wh
.

1

·

b tween total debt to total assets and financial
0 found a positive insignificant relations 1tp e

Performance.

i

rli
?

l
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' The table also re
1vea ed that total d b

.

e t to total equitv h
.

the financial performance f 1•

•
as negative insignificant

.

0 1sted rnonev d, .

- rm pact on
• cposrt banks in N" ª .

.

value of the beta coeffi
.

' i,,ena. Thrs can be seen fro thcient of -O 0'"l067')9 .

m e

.

· -
- Wrth p-valuc of O '48 ·

•
.

not statrstically siimificant Tl. .
.

.J
111circat111g that the p-value is

- . 11s implies that total debt to tl)!"I .

fl. t
¡

-
" equity does riot h

• .

e ec on t 1c !maneia! , ·f
· ave s1gn1ficant

pu orn1ancc of the !inns. Tl le result could not ¡irovidc ¡·¡-
.

.

to reject the sec d I

su 1c1ent evidence
on iypothcsis. which stales that lotai debt lo t I

•

.
. .

impact on the r .

ota equity has no s1g111ficant
111anc1al pcrformanc, IT

I

-

.

' e o istc, money deposit banks in Nigeria. This is in line with
the find11w.s 1f e .

- l engiz. Yunus.andSukriye

relationship between lot, I d ·b .

a e t to total equity and firms" linancial performance. The result is

however in contrast with ti fi ct·
•

ie 111 1ngs oi Gholamre" et al (JO I')_ S 1." ' - 0 • , u 1e111an (20 I 3 ), Amara and
Bilal (2014) and Maina and lshmail (201-1)

(2013) who reported negative insignificant

\\'ho found that total debt to total equity is negativelv
and significantly associated with performance r 1-

•

o nms and the findings of Heydar (2012),
Karadeniz et al (2012). Simon and Afolabi (2012). Khalaf (2013) and Idade et al (2014) who

found a positive significant relationship between total debt to total equity and financial

performance.

Finally, the table revealed a value of beta coefficient of 0.2017568 with p-value of 0.000

for short term debt to total assets ratio. This signi lies that short term debt to total assets has

strong positive influence on the financial performance of listed money deposit banks in Nigeria

at 1% level of significance. The result implies that short term debt to total assets increase the

financial performance of the banks. The result provides evidence of rejecting the fourth

hypothesis that assumed short-term debt to total assets has no significant impact on the

Performance of listed Money deposit banks in Nigeria. The result is in line with the findings of

A.kinyomi (20l 3), Main a and Kondongo (20 ¡ 3) and Abdullah (2014) who reported positive

sign·¡¡
I

d bt to total assets ratio and firms" financial
1 1cant relationship between s 1ort-term e
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The table also revealed that total debt to t )t I

.

•

L ª equ11v ha
•

the financial performanc f ¡·

· s negative insignificant.e o 1sted monev d
.

' impact on
• epos1t banks in Nº

.

value of the beta coeffi
.

,
' igena. This can be seen fro thc1cnt of -0.0?o6n9 .

m e

- 111th p-value of O '-+8
·

•
.

not statistically significant Tl
.

.
.

,j
mciicatrng that the p-value is

. lis 1n1pl ies that total debt to total e l ºt
effect on the financial , r .

' q II Y does not have significant
per ormancc ot the lirms. The r, ·t It 11

to reject the s d I

" 1 cou ( not provide sufficient evidence
· econ iypothcsis. which

.

states that tntal dch1 to total cqt1itv has no s· ºfi
impact on ti f .

• 1gn, 1cant
ie inancial performance ,,r ¡-. , j . .

.

ISiet rnoney dcposrt hanks in Nigeria. This is in line with
the findings 1f e, .

.

- t ?ngiz. 1 unus.andSukri_ve (ºO¡,- ·') who reported negative insignificant
relationship between total debt to total e

.

, .
•

. " •
.quit) and l11ms financial performance. The result is

however in contrast wit! tl , r d.
.

1 ie in ings oi Gholamreg ct al (2013), Sulieman (2013), Amara and
Bilal (2014) and Mainaand lshmail (2014) who found that total debt to total equity is negatively
and significantly associated with performance of firms and the findings of Heydar (2012),
Karncteniz et al (2012). Simon and Afolabi (2012). Khalaf (2013) and ldode et al (2014) who

found a positive significant relationship between total debt to total equity and financial

performance.

Finally, the table revealed a value of beta coefficient of 0.2017568 with p-value of 0.000

for short term debt to total assets ratio. This signifies that short term debt to total assets has

strong positive influence on the financial performance of listed money deposit banks in Nigeria

at 1 % level of significance. The result implies that short term debt to total assets increase the

financial performance of the banks. The result provides evidence of rejecting the fourth

hypothesis that assumed short-term debt to total assets has no significant impact on the

Performance of listed Money deposit banks in Nigeria. The result is in line with the findings of

Akinyomi (2013), Maina and Kondongo (2013) and Abdullah (2014) who reported positive

signifi between short-term debt to total assets ratio and firms" financial
icant relationship
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I
performance. The result is contrarv to the findinns of -\bdul (ºOJO) L

•
" ·

-

. orpev and Kwan um (20 J 2)
nd Khalaf (20 I 3) who found that si n d"b .

.

a

10 -term e
t to total assets 1s negatively and

insignificantly
associated with performance of firms.

Furthermore. the coefficient of determination R2 which stands at 50% indicates theproportion of the total variation in dcrcndl'!lt varia bk (return on assets) that is explained by theindependent variables. This signifies tha1 SO"·o of" lhe Iola/ varimion in financia! performance oflisted
manufacturing firms in \igcria is c,n1scd by the cn111bined dkc! nt"!he ratios of total debtto total assets. total debt ro total equity. long 1cr111 debt 10 lotai assei and short ter111 debt to total

assets; while the remaining 50% is caused by other factors not captured in lhe model of the study.

I
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5.1 Summary

SUMMARY CHAPTER FIVE
'CONCLUSIONS AND

RECOMMENDATrONS

This study was conducted t
.

.

.

o
investigate the

i111pact of ca it· •
.of listed deposit monev bank

.
.

.
..

p al structure on financial performance. s in N igena. lhe study was d" ,-
¡

. .
chapter discussed th, b k .

.

· · I\ recd rnto lrve chapters. The firstt ac ground issues which 1, ¡
.

.

formulatino three lw¡iot) , . "
1

..
1

·

.

<C IL' dc,clopmg four objectives ande
. leses or t le rese·1rch \\ itl

20,0 Tl ' .
.

.

' la si:opc covering six (6) years. from 2015 to~ • le I ev1ew oí cone 'Pll. 1 ¡-
.

e Id ,tcraturc and empirical studies on capital structure andfinancial performance was carried out.
.

.\!so. lhe concept and measurement of tirm performancewas discussed as welt as th, ., ,- , . r 1

.
.

.

_

'· e I e, 1<1\ o
l 1c relat1011sh1p between each of the proxies of theindependent variables and the d, , d t

·
·

l ¡ ·rt ·' cpcn en 1ana 1 c. 1e lheoret,ca/ framework that underpinnedthe study was also discussed.

Correlation research design was used in measuring the relationship among the variables of the

study. Data was collected from secondary source through the annual reports and accounts of all

sampled banks in Nigerian Stock Exchange that have complete financial records either 011 their

website or in the office of the Nigerian Stock Exchange. Multiple regression was used to test the

three hypotheses formulated by the study. The result of the descriptive statistics, correlation

matrix and regression were presented, analysed and discussed in chapter four. The regression

result could not provide sufficient evidence for the rejection of hypotheses two that hypothesized

that total debt to total equity ratios have no significant impact 011 the financial performance of

deposit money banks in Nigeria. The result however provided sufficient evidence for rejecting

th j• I

·

d h rt t debt to total assets ratios. Finallv, the chapter discussed the findings of
e irst, t 11r s o errn ,

.

d" d highlighted the policy implications of the findings.the research in light of previous stu 1es an
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.

I
•

.of listed deposit monev ba ik .

¡-.,;·
.

apita structure on hnanc1al performance- I s Ill
, igena. The studv 11·

. d' 'd d
.

chapter discussed the b k .

· ª' ivi e into five chapters. The firstac ground issues. which led It> developing four ob·ect"formulating three ln·pothcs 's 1

•.
ti ? 1ves and~

• .e or le rcsc·1rch 11itl
7070 , ., ,. .

· '
1 ª scope covering six (6) years, from 2015 to

- ? · The I e\ le\\' oi conceptual literature mid empirical studies on capital structure andfinancial perfónnance was c,1rricd l'Ut. !\ lso. the c,111c·cpt and 111easure1nent of firm performancewas discussed as 11cll as th- ., .·, ,

¡· 1
1

.
.' e Je\ le\\ o

t le re at1onsh1p between each of the proxies of theindependent variables and the dependent 1ariable. The theoretical framework that underpinnedthe study was also discussed.

Correlation research design was used in measuring the relationship among the variables of the
study. Data was collected from secondary source through the annual reports and accounts of all

sampled banks in Nigerian Stock Exchange that have complete financial records either on their

website or in the office of the Nigerian Stock Exchange. Multiple regression was used to test the

three hypotheses formulated by the study. The result of the descriptive statistics, correlation

matrix and regression were presented, analysed and discussed in chapter four. The regression

result could not provide sufficient evidence for the rejection of hypotheses two that hypothesized

that total debt to total equity ratios have no significant impact on the financial performance of

d
·

b k
· N' aeria The result however provided sufficient evidence for rejectingeposll money an s 111 1,, .

the first, third short term debt to total assets ratios. Finally, the chapter discussed the findings of

h
. .

f
.

studies and highlighted the policy implications of the findings.t e research in light o previous
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?_; e onclusion
,.,?? ,::.:jy ,,,und a negati\e

si¡,nificanr - - ,- -•
asso.1at1on bet\1een total d bt

_
, , ,-

e to total assets ratio and

:c•.c..??-2, per,c•rmance_ It is therefore concluded- -
, that total debt to total asset is one of the variable

:· ,l?::::i 5!r?c:ure that comribure in
-

tl - -
-

,n
uencmg trnanc,a/ performance 01· 1,·sted money deposit

?2.0 ':i '\i;eria_

b adjí1í0n th? stud, ¡;,u d -

.
-

-

· ·•
.

' n a
ncga111 L' 111s1gnilican1 association between total debt to totalra:ic 2nd financial rcrt-,r,11-1 •

t· 1· d j
-

- '
, nee o 1st e ( qx,s,t money hanks in Nigeria. Thus, the study

;: ::?, ?éec :?a¡ lotai dd,1 te, total equit? is not one of the factors that influence the financial;c-?:-frs-;ar:ce c,f lis1ed deposit mone? banks in \:igeria.

\lc,re so. the s1ud? found a posi1i1e significant relationship between the ratio of shon-,errr, ?eh:-:- 101?1 assets and the financial rcrfom1ance of listed deposit money banks in Nigeria.-=--?-•- :':? >:t:::') crncluded that shon- term d<'bt to total asset is amongst the determinants of the::::2.??:2_ pt:-•·-=e.?ce e,[ listed deposit money banks in Nigeria.

53 Rec,:immendations
':: ;;?=-.,,":::,he findings of the study. the following recommendations are made: (i) The

-¿?.c.;=? ê::,: :

, "<,:eri;;n listed deposit money banks should work very hard to optimize the•
?-=-:.:... =??-?:?:-= e :·rheir banls in order 10 increase their financial performance. They can do that

'.'-e•--, :cº ?-- --'? - •:12:r 1heir capiial structure is optimal.·'-?-..,;_ -
.. ', '.

·J

__ ?

Tilt: ".?a:i::1::emem of '\igerian deposit money banks should increase their commitments

-

-

.

,
.

m rove financial performance from their businessim: R'J:,:-: :e,TI deb1 t-:, toial asset in order to ' p

. -

dv that the short term debt of listed money
,,-,,_,_ ? - - - ,, --th the lindinl!s of this stu ,
"""""'·,m..

1 m, 1s m "ne \\ 1 -

,;._ .

_ •

1 formance positively.
-..;,r:,¡¡n b.r.J;., in '\igeria influences their financia per

I
I
!

'
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APPENDIX

-Variables

I
J

Min.

ROA

TOTA

TDTE

STTA

-5.265
------

0.043

0.030

0.110

Max. Mean Std. o.;:-

14.573 0.2364194 1.268423

19.6572 6.987807 7.151588

72.755 8.203064 10.15754

56.932 1.747409 6.034367

Source· E t· x ract For STATA O ut put 2021

Va1·iahlcs ROA TDTA: TDTE LTTA

ROA J.

STTA

TDTA 0.0191 1

(0.7958)

TDTE 0.2323 -0.2766 1

(0.0014) (0.0001)

STTA 0.5110 0.2065 0.5706 0.4732 1

(0.0000) (0.0047) (0.0000) (0.0000)

Source: Extract For STA TA out put 2021

? T-Values
Variables Coefficient

P-Values Tolerance VlF

Constant ? 2.58 0.011

TDTA -0.0550336
-2.19 0.030 0.721016 1.39

TDTE -0.0206729
-0.94 0.348 0.465383 2.15

STTA 0.2017568
7.89 º·ººº 0.507822 1.97
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