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ABSTRACT: The study is focused on the analysis of the determinants of capital structure of 

Nigeria companies for 2013. The cross-sectional least squares regression is applied to determine 

the impact of two independent variables on debt ratio. The independent variables are represented 

by company size and profitability. It is found that profitability is not a significant determinant and 

has a negative impact on leverage while the impact of company size was not confirmed in the 

model. The analysis of the determinants of corporate capital structure has valuable implications 

for finance managers who can make better capital structure decisions to maximise the wealth of 

the shareholders. 
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INTRODUCTION 

 

Financing plays a prominent role in the management of any firm. Every enterprise requires funds 

both at the initial stage of operations and during the development and sustainable business stages 

(Panda, 2006). However, the views on what is the most efficient and effective way to source the 

funds differ due to various reasons. The inadequate level of the funds is associated with business 

deterioration and therefore the capital requirement of every company shall be determined in 

advance. Companies have different sources that are available to them to raise money. The selection 

of the most appropriate source and thus the identification of the optimal capital structure are crucial 

for the company (Vermaelen and Xu, 2010; Lasher, 2011). While the significance of capital 

structure is emphasised by Lasher (2011), the determinants of capital structure are not limited by 

those factors mentioned in previous empirical literature. Company’s leverage can be related to the 
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nature of the business, the purpose of financing, the legal requirements, the period of finance, the 

advices of financial specialists, the government policies, the attitude of the management, and other 

internal and external factors (Huang and Ritter, 2007). 

 

This research is motivated by the observation that oftentimes the companies even in related 

industries and sectors can have different approaches to capital structure. For example, Apple 

operates in the electronics industry and has only 1/3 of its capital comprised of debt (Apple Annual 

Report, 2013) whereas Dell has to conduct its operations with the leverage where debt reached 

76% of total assets (Dell Annual Report, 2013). Such dramatic differences in the capital structure 

of the related companies raise a question why the managers of one firm choose to use more 

leverage whereas the management of the other company uses more of own funds and equity 

financing.  

 

Previous theoretical studies attempted to explain the capital structure and leverage of the 

businesses by several frameworks such as the trade-off theory, pecking order theory or the 

irrelevance hypothesis. It is observed that companies tend to seek the target or optimal leverage 

(Sogorb-Mira and Lopez-Gracia. 2003). However the analysis that is conducted by Vermaelen and 

Xu (2010) reveals that the trade-off theory does not hold for all firms. 

 

If the companies followed a pecking order, the preference of financing will be arranged as follows: 

internal funds, debt and, finally, equity financing. However, empirical evidence that is obtained by 

Frank and Goyal (2003) contradicts the pecking order theory as net equity issues are related to the 

financing deficit closer than net debt issues. It is observed that large companies’ display some 

terms of pecking order behaviour, but these observations are not confirmed when the conventional 

leverage factors are included (Frank and Goyal, 2003). 

 

There were also attempts to explain the capital structure with the market timing theory. For 

example, the market timing theory is confirmed by the empirical investigation of Setyawan (2012) 

who studies a sample of Indonesian companies. It is found that market to book ratio negatively 

influences market leverage. Still Elliott et al. (2008) argue that market to book ratio may allow 

multiple interpretation and therefore is not an optimal method for confirmation of the theory. The 

authors test the market timing theory by employing an earnings-based valuation model. This way 

they are able to distinguish between equity mispricing, growth options, and time-varying adverse 

selection. Nevertheless, the market timing theory is confirmed as well, since market mispricing is 

significantly prominent for financing decisions (Elliott et al., 2008). 

 

Besides the mentioned explanation of the capital structure decisions, some previous studies also 

found that the leverage could be related to the agency problems in the company. For example, 

Zhang and Li (2008) reveal that higher debt to asset ratio significantly affects the agency costs. 

Thus, when the company is overleveraged, the management will be more inclined to operate in the 

interests of shareholders because otherwise the company may become insolvent and the managers 

would lose their job. In light of the past findings, it is interesting to make a new contribution to the 

knowledge of capital structure and empirically tests the significance of specific determinants that 
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affect leverage in Nigeria. Most of the discussed studies explored the determinants of capital 

structure in various markets. 

 

Rationale of the Research 

 Capital structure is the object of this research which is a combination of debt and equity capital. 

Since the Modigliani and Miller (1958) proposition that capital structure does not affect the 

company’s value, numerous studies have been conducted (Ozkan, 2001; Graham and Leary, 2011; 

Flannery and Oztekin, 2011; Bancel and Mittoo, 2012; Antoniou et al., 2008). It is often argued 

that capital structure is determined by the type of ownership, the tangibility of assets and size of 

the business, overall risk of the company and tax issues (de Miguel and Pindado, 2001).  This 

research will make a contribution by studying the latest observations for Nigeria. The recent 

evidence for the period of the global financial crisis is rather scarce. This paper will attempt to 

contribute to the research by studying the capital structure determinants in Nigerian companies 

during the year 2012. The study is conducted in the context of the Nigeria. 

 

The current study contributes to the literature as it analyses a wide range of capital structure 

determinants and is based on 20 observations. It is assumed that the variety of observations and 

factors that can affect capital structure can provide a deeper insight into the determinants of firms’ 

leverage. It is expected that the generalisation of the findings will be possible and the observations 

that will be obtained herein will be applicable to different cases and environments. The number of 

observations allows the researcher to expect that the findings of the study will be applicable to 

different companies. The results can be important and valuable to company managers who are 

interested in maintaining the optimal capital structure within their firms and adjust the levels of 

debt and equity in accordance with market requirements and company objectives. Besides, it is 

expected that the findings can be used by policy makers who can adjust the appropriate regulations 

in order to address the issues that are related to the levels of debt in enterprises. 

 

Aims and Objectives 

In this research, the key aim is to identify the main determinants of capital structure in Nigerian 

firms. The objectives of the research are the following:  

 

 To assess the significance of the impact of ROA on capital structure; 

 To assess the significance of the impact of the company size on capital structure; 

 

 LITERATURE REVIEW 

  

This chapter discusses the conceptual framework of the research and empirical evidence. The 

conceptual framework is represented by the dominant capital structure theories such as: trade-off 

theory, pecking order theory, Miller and Modigliani hypothesis, (Bodie et al., 2009; Brealey and 

Myers, 2006). The second part of the chapter provides empirical evidence on the determinants of 

capital structure. The theories that are discussed in the chapter receive both support and criticism 

on behalf of different scholars. For this reason it is assumed that the discussion of the theories and 
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the analysis of their strengths and weaknesses would shed light on the theoretical background of 

the work and help the researcher to direct further investigation. 

 

Theoretical Framework 

  

This part of the chapter aims to review the key theories of capital structure. The presentation of 

theories starts with the value irrelevance hypothesis and continues with the trade-off theory and 

pecking order theory. These theories emerged in order to give insight on the exact combination of 

debt and equity that a firm should adapt so as to achieve optimal capital mix. 

 

Modigliani and Miller Theorem 

Modigliani and Miller theorem that was offered in 1958 asserts that the value of a firm does not 

depend on its capital structure. This theory contradicts the beliefs that there has an optimal capital 

structure that may maximise the company’s value. The hypothesis is however relevant in the 

absence of taxes and in the circumstances of an efficient market. The initial assumption of the 

theorem suggested that a company has a specific set of expected cash flows. The division of the 

cash flows among investors is made when the company selects a specific amount of debt and equity 

to finance its assets. The theory implies that if there are no taxes, higher leverage leads to no 

benefits with respect to value increasing. Under the theorem two companies are compared. One of 

them is not levered and financed exclusively by equity. The other one is levered and is financed 

by debt and equity. It is suggested that unless the companies are different in any other aspects they 

have the same value. It is suggested that a company’s value is determined by optimal investments 

(Modigliani and Miller, 1958; Miller and Modigliani; 1961; Focardi and Fabozzi, 2004).  

 

Trade-Off Theory 

One of the theories that explain capital structure of companies is the trade-off theory. It suggests 

that a company finds the balance between the costs and benefits of debt. Thus a company borrows 

until the benefits from the tax deductibility of interests become lower than marginal bankruptcy 

costs (Baker and Martin, 2011). The benefits of leverage include tax deductibility of the interest 

payments and the ability to invest in more projects that can increase the value of the company. 

However, the main disadvantage of debt is that it can make the company insolvent if the funds are 

not invested wisely. Moreover, it will be more expensive to take additional financing. Thus, 

according to the trade-off theory, the capital structure will be represented by a specific debt ratio 

that minimizes the costs of debt and maximises its benefits (Brealey and Myers, 2006). 

 

Myres (1984) opines that if a firm follows trade off theory, the firm sets for its self a target debt to 

value ratio and then gradually drives towards the target. In order to determine the target, there is a 

balancing of bankruptcy against debt tax shield. A trade off of the costs and benefit of borrowing 

determines the firm’s optimal debt ratio, holding the firm’s investment plan and asset constant. 

The firm is expected to switch equity for debt till the firm’s value is maximized. This implies that 

in order to maximize the value of a firm, various options may be applied but depends on where the 

firm finds advantage. 

http://www.eajournals.org/


 

 
European Journal of Accounting Auditing and Finance Research 

Vol.2,No.10, pp.96-111, December 2014  

              Published by European Centre for Research Training and Development UK(www.eajournals.org) 

100 

ISSN 2053-4086(Print), ISSN 2053-4094(Online) 

 

According to Frank and Goyal, 2009) in a dynamic model, the exact financing decision usually 

lies on the financing margin that is anticipated by the firm in the next period. Some firms expect 

to raise fund in the next period, while others expect pay out money. It could be in the form of debt 

or equity. However, firms usually consider the combination of the two. 

 

Pecking Order Theory 

The trade-off theory fails to explain why some companies with high profitability level display little 

dependence on debt. Such companies pay large income taxes instead of saving these large amounts 

by using debt without any danger to their solvency. This dissonance may be explained by the 

pecking order theory (Chandra, 2008). The theory suggests that companies tend to follow the 

pecking order of financing. In the order the internal finance or retained earnings come first, 

followed by debt finance and then by external equity finance (Chandra, 2008). The rationale for 

following the pecking order is that firstly the company wants to employ the least costly financing. 

This is represented by its own retained earnings. A more expensive form of financing is debt which 

has interest payments. However, these payments are tax deductible and debt does not dilute the 

shareholders’ earnings. Hence, it is considered more desirable. Eventually, when the company has 

projects and all other means of financing were already employed or are unavailable, they resort to 

equity financing. The latter is considered the method of last resort (Jong et al., 2011).  

 

According to (Donaldson, 1961) the pecking order theory does not support the idea that companies 

should have a unique debt and equity finance combination which minimizes their cost capital. The 

theory is of the view that if a company is looking at the way to finance its long-term investment, 

it should follow a well-structured order of preference considering finance sources available to it. 

Its first choice is the use of internal finance or earnings that are retained instead of external sources. 

If internal finance is not enough, borrowing from bank and corporate bonds are preferred source 

of external finance. After these two possibilities are exhausted, the last and least preferred finance 

source is issuing of new share. 

 

Myers (1984) puts forward a sophisticated explanation of the pecking order theory. He said that 

the preference order stemmed as a result of information asymmetry between capital market and 

the company. According to Myer (1984) if a firm wants to raise fund for a new investment and the 

benefit of that investment has been underestimated by the capital market. Due to the insider 

information known by the managers, they will know that the company has been undervalued by 

the market. The company’s manager will then choose to finance the investment through retained 

earnings so that the existing shareholders will gain when the market sees clearly the real value of 

the project. If the retained earnings are not enough, debt financing will be chosen by the managers 

in preference to new share issue.   

 

Empirical Evidence 

The current sub-section investigates the empirical studies that explored the phenomenon of capital 

structure and the determinants of capital structure decisions that are made by managers. The factors 

that are explored in the sub-section include size and profitability. Different studies obtain 

ambiguous results with regard to the significance of these factors and therefore it is assumed that 
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additional investigation of the possible determinants of capital structure can generate valuable 

observations. Although such factors as profit volatility and growth are not explored in the current 

research due to the absence of time-series analysis, these determinants are included in the literature 

review as they are considered to be significant for capital structure and further studies can expand 

the current research by including them in the analysis. 

 

Profitability 

Modigliani and Miller theorem is empirically tested by Abor (2005). The author studies the 

relations between capital structure and company profitability on a sample of listed firms of the 

Ghana Stock Exchange. The regression analysis is applied to test the relations between the return 

on equity and different measures of capital structure. The findings contradict the Modigliani-Miller 

theorem as it is observed that short-term debt is significantly positively related to total assets and 

return on equity. Besides, there is negative relation of the ratio of long-term debt to total assets and 

return on equity. Furthermore a significantly positive relation of the total debt to total assets ratio 

and the return on equity is observed. Thus it is concluded that higher profitability of a company 

implies that the company is more likely to choose debt as its major financing decision. In the 

analyses sample over 80% of the debt is represented by the short-term debt (Abor, 2005). 

 

A confirmation of the pecking order theory is obtained by de Jong et al. (2011). The authors 

analyse the pecking order model on a sample of US companies and test the hypothesis that firms 

tend to issue debt until the debt capacity is achieved. The findings suggest that the companies’ 

issue decisions are well explained by the pecking order model. However it is also found that when 

the repurchase decisions are analysed the trade-off theory is a better predictor of companies’ capital 

structure decisions (de Jong et al., 2011). Some discrepancies with the pecking order theory are 

found by Ullah et al. (2010). But in contrast to the investigation of de Jong et al. (2011) the authors 

conclude that the relevancy of the pecking order model may depend on a company’s industry and 

field of activity. Over 80 UK SMEs that operate in either software or biotechnology sphere are 

analysed or it is observed that software companies tend to use personal savings and house mortgage 

as the major source of financing. Biotechnologic companies use mostly venture capital financing. 

While software firms follow the pecking order theory, the biotechnology companies do not fully 

support the model (Ullah et al., 2010). 

 

The hypotheses for profitability are stated below: 

 

H0: ROA does not have a statistically significant impact on the capital structure 

H1: ROA has a statistically significant impact on the capital structure 

 

Size of the Company 

Company size is found to be significantly positively related to capital structure, but in the 

expansion of previous investigations (Krishnan and Moyer, 1996; Antoniou et al., 2008) the 

analysis of Kurshev and Strebulaev (2007) tested whether a dynamic capital structure model can 

provide an explanation of the cross-sectional size-leverage relationship. The authors analysed the 

presence of fixed costs of external financing and found four firm-size effects on capital structure. 
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It was concluded that small companies tend to choose higher leverage during refinancing to 

compensate for less frequent rebalancing. Longer waiting time between refinancing is associated 

with lower leverage level at the end of restructuring process. The relations between leverage and 

company size are negative within one refinancing cycle. Finally, the authors found a large number 

of companies that selected no leverage. The investigation of the dynamic economy showed that in 

cross-section the relations between leverage and size are positive. This implies that fixed costs of 

financing are able to explain the stylised size-leverage relations. Nevertheless, when the control 

for the presence of unlevered companies is introduced the sign of the relationship changes 

(Kurshev and Strebulaev, 2007). 

 

The effects of company size on capital structure were also confirmed by Antoniou et al. (2008). 

The study expanded the research of Krishnan and Moyer (1996) since the authors included a wider 

range of countries in the investigation and divided the samples into two categories. The authors 

tested the differences in capital structure between market-oriented economies (the UK and the US) 

and bank-oriented economies (Japan, Germany, and France) and used panel data and two-step 

system-generalised method of moments. It was found that capital structure was positively 

associated with the size of the company. The trade-off theory is empirically tested in the paper by 

Hackbarth et al. (2007). The authors analyse the optimal balance and capital structure on the basis 

of the trade-off model and assume that debt structure is related to the bargaining power of the 

parties. Bank and market debt are included in the analysis and it is found that bigger companies 

have lower bank debt capacity. Thus it is confirmed that the trade-off model explains the exclusive 

use of bank debt by smaller companies and the mixed debt financing by larger companies 

(Hackbarth et al., 2007). Although the paper by Ivashkovskaya and Solntseva (2007) does not 

reject the trade-off theory of capital structure either, it is found that in some cases it is not as good 

in explaining capital structure as other theories. The analysis of Russian companies is undertaken 

and therefore an emerging market is investigated. The authors conclude that there are cases when 

the pecking order theory is a better predictor of capital structure. For example, this finding is true 

for the firms that are controlled by the government (Ivashkovskaya and Solntseva, 2007). 

 

The hypotheses for size of company are stated below: 

H0: The size of accompany does not have a statistically significant impact on capital structure 

H1: The size of a company has a statistically significant impact on capital structure 

 

METHODOLOGY 

  

Sample 

The dissertation uses quantitative data analysis and relies on secondary information gathered from 

CBN statistical bulletin, various company financial statement and Thomson One Banker for the 

financial year of 2012. Cross-sectional observations for 20 companies have been retrieved from 

CBN statistical bulletin and Thomson One Banker (2012) on 20 June 2013.The data were collected 

by downloading the spreadsheets with the balance sheet and income statement for the latest 

financial year. 
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 Data Variables 

The dependent variable in the study is represented by the debt ratio of the Nigerian companies, 

which is estimated as follows: long-term debt to assets ratio 

 

𝐷𝑒𝑏𝑡 𝑟𝑎𝑡𝑖𝑜∗ =
𝑙𝑜𝑛𝑔 − 𝑡𝑒𝑟𝑚 𝑑𝑒𝑏𝑡

𝑏𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑎𝑠𝑠𝑒𝑡𝑠
 

The independent variables include profitability and size. Profitability is proxied with the return on 

assets (ROA): 

𝑅𝑂𝐴 =
𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
 

 

Size is represented by the natural logarithm of total sales of each firm. Natural logarithm is 

preferred as it allows for easy conversion to growth rates by differencing; moreover, it helps to 

normalise the residuals of the regression.  

 Method of Analysis 

Cross-sectional regression analysis is used as the main method of research. The analysis is 

conducted in Eviews 6 and the regression model is represented by the equation provided below: 

 

𝐷𝑒𝑏𝑡 𝑟𝑎𝑡𝑖𝑜 = 𝛽0 + 𝛽1𝑅𝑂𝐴 + 𝛽2𝑆𝑖𝑧𝑒 + 𝜀 
 

In total 20 observations are included in the model. Some of the companies were excluded from the 

sample as the data for the required period for the calculation of the ratios that are involved in the 

analysis is not available for these firms 

 

FINDINGS AND ANALYSIS 

The Model 

 Long-Term Debts to Assets Model 

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.0007 0.0956 0.0072 0.9943 

ROA -0.3782 0.3480 -1.0867 0.2801 

SIZE 0.0000 0.0000 -0.6362 0.5263 

R-squared 0.4823     Mean dependent var 0.3962 

Adjusted R-squared 0.4478     S.D. dependent var 0.2465 

S.E. of regression 0.1831 Akaike info criterion -0.4876 

Sum squared resid 3.0188     Schwarz criterion -0.3018 

F-statistic 13.9741 Hannan-Quinn criter. -0.4125 

Prob(F-statistic) 0.0000     Durbin-Watson stat 1.9375 

 

Source: result from eviews 

 

Using LTD to assets as the dependent variable, ROA was statistically insignificant in determining 

the capital structure. The p-value of the variable is considerably higher than the 0.05 significance 
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level and therefore the relations between this independent variable and the dependent variable are 

not significant. The observations of Krishnan and Moyer (1996) confirmed that company 

profitability is associated with lower leverage ratio. These observations are in line with the findings 

of the paper when the capital structure was represented with the debt ratio, although there were 

differences in the selection of the samples and in the proxies that were used in the estimations. 

Krishnan and Moyer (1996) explored a wide range of countries and included the firms from the 

UK, the US, Japan, Germany, and France in the investigation. Besides, they used profit volatility 

as an independent variable and it was found to be a significant determinant of leverage ratio. At 

the same time the authors found the differences between the countries as they concluded that the 

degree of the influence of the determinants can be related to the legal and financial traditions. 

While one of the samples of the authors included both the UK and the US companies, the sample 

of the current study is based on Nigerian firms only. Nevertheless, there are no differences in the 

findings. At the same time it can be assumed that the inclusion of such factors as institutions and 

corporate governance measures can be found to be significant determinants of companies’ capital 

structure, as suggested by the work of Antoniou et al. (2008).  

 

The negative relations between profits and market leverage were also found by Frank and Goyal 

(2009) as the authors explored the US companies for the period from 1950 to 2003. The findings 

are in line with this research only in case of the association between the ROA and debt ratio. 

However, it can be assumed that the selection of another proxy for profitability can generate 

different results. The study that was similar to the current investigation in terms of methodology 

was conducted by Degryse et al. (2012) as the authors undertook a one-country study and used 

ROA as a proxy for profitability. Nevertheless, the authors concluded that higher profits were 

associated with lower short-term debt. At the same time the authors concluded that industries can 

have peculiarities that affect capital structure of companies. Thus it can be assumed that an 

inclusion of an industry dummy variable would provide evidence on the effects of industry on 

capital structure. The differences between the observations of Degryse et al. (2012) and the current 

study can be explained by the country that was analysed, since the authors were concentrated on 

Dutch small and medium-sized enterprises, while the current research covered the Nigerian 

companies of different sizes. 

 

The logarithm of company revenue was used as a proxy for company size. It was found that size 

had an insignificant impact on the debt ratio. This implies that there is no significant difference in 

the leverage in small and large firms. The research results are in contradiction with Krishnan and 

Moyer (1996) who found a significant impact of the firm size on capital structure in a cross-country 

analysis. At the same time, the authors found cross-country differences with regard to the levels 

of leverage. The current investigation revealed that company size is an insignificant determinant 

of capital structure of the Nigerian companies.  

 

These findings also contradict to the observations of Antoniou et al. (2008) and Kurshev and 

Strebulaev (2007). The latter study found the significant relationships between size and leverage. 

In contrast to the current research the authors found that there were cycles of refinancing when the 

relations between leverage and firm size could be negative. In addition to this, different authors 
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(e.g. Nguyen et al., 2012; Krishnan and Moyer, 1996) found the impact of revenue growth on 

company leverage, which is also in contradiction with the present research.  Nevertheless, the 

current study uses only cross-sectional data and no time series analysis is conducted. This 

limitation does not allow for investigating the effect of growth on leverage. It can be assumed that 

an inclusion of a time-series data in the investigation would allow for capturing the effects of 

growth on the debt ratios of the Nigrian companies.  

 

CONCLUSIONS 

 

In this chapter conclusions are made and recommendations are provided. The observations that are 

related to the impact of the explored variables on companies’ capital structure are discussed in 

view of the empirical papers of other authors. The discrepancies and differences between the 

findings are explained. The implications for further studies are suggested on the basis of the 

limitations of the current research. The limitations are derived from the comparison of the 

observations that are obtained herein with the evidence from other studies. 

 

LIMITATIONS AND IMPLICATIONS 

 

The current research is based on cross-sectional analysis and does not include any time-series data. 

This limits the ability to analyse some of the determinants of capital structure such as earnings 

volatility or company growth. While some previous papers captured the effects of these 

determinants it can be assumed that the inclusion of time-series variables in the research would 

enhance the model and provide more opportunities for deeper understanding of the determinants 

of capital structure of the Nigerian companies. On the other hand it is evident that some variables 

can have cross-country differences and the impact of some factors on capital structure can depend 

on institutions, corporate governance measures, financial and legal environment and other factors 

that can vary from country to country. This implies that an analysis of the companies from a wider 

range of countries would allow the researcher to capture the peculiarities of the determinants of 

debt ratios under different circumstances. It can be also assumed that the inclusion of the industry 

dummy variable into the research would allow for identifying the inter- and intra-industry 

characteristics with regard to capital structure. While such factors as company size or liquidity are 

explored with respect to their impact on capital structure in can be suggested that these factors can 

depend on the industry of the firm. It is therefore recommended to expand further studies with an 

inclusion of an industry variable in order to figure out the effects that industries can have on debt 

ratios. One of the limitations of the study is also associated with a limited sample that was analysed. 

The financial information of some companies was not available for the selected financial year and 

therefore the sample was limited to 20 observations. At the same time it can be assumed that an 

inclusion of a larger number of observations would generate more accurate and precise results and 

therefore make the model even stronger. 

 

Further studies can address the limitations of the current paper and improve the model by 

eliminating the issues that are observed herein. The cross-country time-series analysis with an 
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inclusion of an industry dummy variable can generate valuable results that would be much more 

extensive than the findings of the current paper. At the same time the uniqueness of the 

investigation lies in the focus on the particular range of companies for a single time span. It is 

therefore assumed that the current study can adequately complement the existing literature and 

expand the observations that are related to capital structure. Further analyses can supplement the 

observations by the inclusion of more variables and thus by providing a deeper insight into the 

phenomenon of debt ratios of companies. 

  

CONCLUSIONS AND RECOMMENDATIONS 

 

The current study answered the main research question about the determinants of capital structure. 

It was explored why firms use different capital structure and the conclusions about the significance 

of the impact of different variables are made. ROA was insignificant in explaining the corporate 

capital structure decisions. However, the impact of the company size on the capital structure was 

not confirmed in the regression models. The conclusions led to a range of recommendations to 

company managers as well as generated the scope for further possible studies of the matter.The 

findings of the current paper led to some recommendations to company managers and policy 

makers with respect to capital structure decisions. For the selected sample it is evident that the 

capital structure of the firms is not associated with the variables that were explored herein. At the 

same time the regression showed that the ROA could be negatively associated with the debt ratio. 

These findings can be applied by financial managers of the Nigerian enterprises when capital 

structure decisions are made. 

 

The study applied the statistical methods to answer its research question and achieve its aims and 

objectives. The achievement of the aims and objectives of the investigation proves the relevance 

of the selected methods and justifies the approaches to the study that have been chosen herein. It 

is therefore concluded that the research contributes to existing knowledge on the decisions that are 

related to company capital structure. While previous empirical studies and theories provided 

ambiguous results with regard to the determinants of capital structure, the current research was 

able to identify no strongest determinants of the debt ratio for a specific sample of companies for 

a particular period of time. As the statistical significance of different variables is estimated, the 

objectives of the study are achieved. Consequently, the aim of the study is successfully achieved. 

 

  

http://www.eajournals.org/


 

 
European Journal of Accounting Auditing and Finance Research 

Vol.2,No.10, pp.96-111, December 2014  

              Published by European Centre for Research Training and Development UK(www.eajournals.org) 

107 

ISSN 2053-4086(Print), ISSN 2053-4094(Online) 

 

REFERENCES 

 

Abor, J. (2005) 'The Effect of Capital Structure on Profitability: An Empirical Analysis of Listed 

Firms in Ghana'. Journal of Risk Finance 6 (5), 438-445  

Antoniou, A.; Guney, Y., and Paudyal, K. (2008) ' The Determinants of Capital Structure: Capital 

Market-Oriented Versus Bank-Oriented Institutions'. Journal of Financial and Quantitative 

Analysis 43 (1), 59-92  

Apple Annual Report (2013) ‘Annual Reports and Accounts’, Available at: 

http://investor.apple.com/financials.cfm [Accessed 12 August 2013]. 

Baker, K. and Martin, G. (2011) Capital Structure and Corporate Financing Decisions Theory, 

Evidence, and Practice . 1st edn. Hoboken: John Wiley & Sons  

Baltagi, B. (2011) econometric . 5th edn. Germany: Springer  

Bancel, F. and Mittoo, U. (2012) “The Determinants of Capital Structure Choice: A Survey of   

European Firms”. Available at: SSRN: http://ssrn.com/abstract=299172 [Accessed 17 

March 2013].  

Baum, C. (2006) An Introduction to Modern Econometrics using Stata. 1st edn. USA: Stata Press  

Besley, S. and Brigham, E. (2009)  Principles of Finance. Mason: South-Western Cengage 

Learning  

Bodie, Z.; Kane, A., and Marcus, A. (2009) Investments. New York: McGraw Hill  

Bougatef, K. and Chichti, J. (2010) 'Equity Market Timing and Capital Structure: Evidence from 

Tunisia and France'. International Journal of Business and Management 5 (10), 167-178  

Brealey, R. and Myers, S. (2006) Principles of Corporate Finance.  New York: McGraw Hill  

Brooks, C. (2003)   Introductory Econometrics for Finance. UK: Cambridge University Press  

Bryman, A. and Bell, E. (2007)  Business Research Methods. 2nd ed edn. Oxford: Oxford 

University Press  

Cameron, A. C. and Trivedi, P. (2005)   Microeconometrics: Methods and Applications. 

Cambridge: Cambridge University Press  

Chandra, P. (2008)  Fundamentals of Financial Management 

. 4th ed edn. New Delhi: Tata McGraw-Hill  

Chang, C., Lee, A., and Lee, C. (2009) ' Determinants of Capital Structure Choice: A Structural 

Equation Modeling Approach’, The Quarterly Review of Economics and Finance 49 (2), 

197-213  

Chatterjee, S. and Hadi, A. (2013)  Regression Analysis by Example. Hoboken: John Wiley & Sons  

Chen, J. J. (2004) ' Determinants of Capital Structure of Chinese-Listed Companies’. Journal of 

Business Research 57 (12), 1341-1351  

Crawley, M. (2013)  The R Book 

. 2nd ed edn. Hoboken: John Wiley & Sons  

De Jong, A., Verbeek, M., and Verwijmeren, P. (2011) 'Firms’ debt–equity Decisions when the 

Static Tradeoff Theory and the Pecking Order Theory Disagree'. Journal of Banking & 

Finance 35 (5), 1303-1314  

Dell Annual Report (2013) Annual Reports and Accounts, Available at: 

http://www.dell.com/learn/us/en/uscorp1/investor-financial-reporting [Accessed 12 August 

2013].  

http://www.eajournals.org/
http://investor.apple.com/financials.cfm
http://www.dell.com/learn/us/en/uscorp1/investor-financial-reporting


 

 
European Journal of Accounting Auditing and Finance Research 

Vol.2,No.10, pp.96-111, December 2014  

              Published by European Centre for Research Training and Development UK(www.eajournals.org) 

108 

ISSN 2053-4086(Print), ISSN 2053-4094(Online) 

 

De Miguel, A. and Pindado, J. (2001) ' Determinants of Capital Structure: New Evidence from 

Spanish Panel Data'. Journal of Corporate Finance 7 (1), 77-99  

DeFusco, R., McLeavey, D., Pinto, J., and Runkle , D. (2007)  Quantitative Investment Analysis. 

Hoboken: John Wiley & Sons  

Degryse, H., de Goeij, P., and Kappert, P. (2012) 'The Impact of Firm and Industry Characteristics 

on Small Firms’ Capital Structure'. Small Business Economics 38 (4), 431-447  

Donaldson,G.(1961) corporate debt capacity ,Boston, MA:Harvard University Press. 

Dougherty, C. (2007) An Introduction to Econometrics. 3rd ed edn. Oxford: Oxford University 

Press  

Eckbo, B. (2008)   Handbook of Empirical Corporate Finance Set. Amsterdam: Elsevier BV  

Elliott, W., Koëter-Kant, J., and Warr, R. (2008) ' Market Timing and the debt–equity Choice'. 

Journal of Financial Intermediation 17 (2), 175-197  

Fabich, M., Schellenberg, E., and Wolfer, K. (2011) ‘Integrated Capital Structure Management – 

Value Improvement by Overcoming the Silo Approach of Financial Institutions’, in U. 

Hommel Et Al. (Eds.), the Strategic CFO: Creating Value in a Dynamic Market 

Environment. Heidelberg: Springer  

Flannery, M. and Oztekin, O. (2011) ' Institutional Determinants of Capital Structure Adjustment 

Speeds'. Journal of Financial Economics 103 (1), 88-112  

Focardi, S. and Fabozzi, F. (2004) The Mathematics of Financial Modeling and Investment 

Management. Hoboken: John Wiley & Sons  

Frank, M. and Goyal, V. (2003) ' Testing the Pecking Order Theory of Capital Structure'. Journal 

of Financial Economics 67 (2), 217-248  

Frank, M. Z. and Goyal, V. K. (2009) ' Capital Structure Decisions: Which Factors are Reliably 

Important?’ Financial Management 38 (1), 1-37  

Ghauri, P. and Gronhaugn, K. (2005) Research Methods in Business Studies . 3rd edn edn. London: 

Prentice Hall financial Times/ Pearson Education  

Ghosh, S., Harrington, C., and Smith, W. (2011) ' Do Windfall Non-Debt Tax Shields from 

Acquisitions Affect Corporate Debt Issues?’. Managerial Finance 37 (6), 537-552  

Graham, J. and Leary, M. (2011) ' A Review of Empirical Capital Structure Research and 

Directions for the Future'. Annual Review of Financial Economics 3 (1), 309-345  

Graham, J., Lang, M., and Shackelford, D. (2004) 'Employee Stock Options, Corporate Taxes, and 

Debt Policy'. The Journal of Finance 59 (4), 1585-1618  

Gujarati, D. N. (2003) Basic Econometrics. 4th ed edn. USA: McGraw-Hill  

Hackbarth, D., Hennessy, C., and Leland, H. (2007) ' Can the Trade-Off Theory Explain Debt 

Structure?’. The Review of Financial Studies 20 (5), 1389-1428  

Hardy, M. and Bryman, A. (2004)  Handbook of Data Analysis. London: Sage Publications  

Huang, G. and Song, F. (2006) 'The Determinants of Capital Structure: Evidence from China'. 

China Economic Review 17 (1), 14-36  

Huang, R. and Ritter, J. (2007) “Testing Theories of Capital Structure and Estimating the Speed 

of Adjustment”, 20th Australasian Finance & Banking Conference Paper'  

Hull, R. (2010) “A Capital Structure Model with Growth”, Investment Management and Financial 

Innovations, 7 (4), 55-68. 

http://www.eajournals.org/


 

 
European Journal of Accounting Auditing and Finance Research 

Vol.2,No.10, pp.96-111, December 2014  

              Published by European Centre for Research Training and Development UK(www.eajournals.org) 

109 

ISSN 2053-4086(Print), ISSN 2053-4094(Online) 

 

Ivashkovskaya, I. and Solntseva, M. (2007) 'The Capital Structure of Russian Companies: Testing 

Trade-Off Theory Versus Pecking Order Theory’ Corporate Finance 2, 17-31  

Kacapyr, E. (2011)  Introductory Econometrics for Undergraduates: A Student's Guide to the 

Basics. New York: M.E. Sharpe.  

Keller, G. (2009) Statistics for Management and Economics 

. Abbreviated Edition. 8th ed edn. Mason: South-Western Cengage Learning  

Klotz, S. (2004)  Cross Sectional Dependence in Spatial Econometric Models. Piscataway: 

Transaction Publishers  

Kolay, M., Schallheim, J., and Wells, K. (eds.) (2011) “Do Non-Debt Tax Shields Matter for Debt 

Policy”, University of Utah Working Paper no. 0519018.'  

Krishnan, V. S. and Moyer, R. C. (1996) ' Determinants of Capital Structure: An Empirical 

Analysis of Firms in Industrialized Countries'. Managerial Finance 22 (2), 39-55  

Kurshev, A. and Strebulaev, I.A. (2007) “Firm Size and Capital Structure”, AFA New   Orleans 

Meetings Paper. 

Lasher, W. R. (2011)  Practical Financial Management 

. 6th ed edn. Mason: South-Western Cengage Learning  

Leland, H. E. (1998) '  Agency Costs, Risk Management, and Capital Structure'. The Journal of 

Finance 53 (4), 1213-1243  

Lim, T. C. (2012) ' Determinants of Capital Structure Empirical Evidence from Financial Services 

Listed Firms in China'. International Journal of Economics and Finance 4 (3), 191-215  

Lipson, M. L. and Mortal, S. (2009) 'Liquidity and Capital Structure'. Journal of Financial Markets 

12 (4), 611-644  

Matignon, R. (2005) Neural Network Modeling using Sas Enterprise Miner. USA: Author House  

Miller, M. and Modigliani, F. (1961) 'Dividend Policy, Growth, and the Valuation of Shares'. The 

Journal of Business 34 (4), 411-433  

Modigliani, F. and Miller, M. (1958) 'The Cost of Capital, Corporation Finance and the Theory of 

Investment'. The American Economic Review 48 (3), 261-297  

Myers, S. & Majluf, N. (1984). Corporate Finance and Investment Decisions When Firms Have 

Information That Investors Do not have. Journal of Financial Economics13, 187-221. 

Nguyen, D., Diaz-Rainey, I., and Gregoriou, A. (2012) “Financial Development and the 

Determinants of Capital Structure in Vietnam”, Available at SSRN: 

Http://ssrn.com/abstract=2014834 Or Http://dx.Doi.org/10.2139/ssrn.2014834. 

Nykiel, R. (2007) Handbook of Marketing Research Methodologies for Hospitality and Tourism. 

New York: The Haworth Hospitality & Tourism Press.  

Ozkan, A. (2001) ' Determinants of Capital Structure and Adjustment to Long Run Target: 

Evidence from UK Company Panel Data'. Journal of Business Finance & Accounting 28 (1-

2), 175-198  

Panda, J. K. (2006) Accounting & Finance for Management. New Delhi: Sarup & Sons  

Sah, A. N. (2009) Data Analysis using Microsoft Excel. New Delhi: Excel Books  

Sarlija, N. and Harc, M. (2012) 'The Impact of Liquidity on the Capital Structure: A Case Study 

of Croatian Firms'. Business Systems Research Journal 3 (1), 30-36  

Saunders, M., Lewis, P., and Thornhill, A. (2009) Research Methods for Business Students. 5th ed 

edn. Essex: Pearson Education Limited  

http://www.eajournals.org/
http://ssrn.com/abstract=2014834
http://dx.doi.org/10.2139/ssrn.2014834.


 

 
European Journal of Accounting Auditing and Finance Research 

Vol.2,No.10, pp.96-111, December 2014  

              Published by European Centre for Research Training and Development UK(www.eajournals.org) 

110 

ISSN 2053-4086(Print), ISSN 2053-4094(Online) 

 

Saunders, M., Lewis, P., and Thornhill, A. (2003)  Research Methods for Business Students 

. 3rd edn edn. Harlow: Prentice Hall  

Scott-Quinn, B. (2012) Commercial and Investment Banking and the International Credit and 

Capital Markets. . Basingstoke: Palgrave Macmillan  

Setyawan, I. R. (2012).“Empirical Tests for Market Timing Theory of Capital Structure on the 

Indonesian Stock Exchange”, Available at SSRN: Http://ssrn.com/abstract=1980014.'  

Sheikh, N. A. and Wang, Z. (2011) 'Determinants of Capital Structure: An Empirical Study of 

Firms in Manufacturing Industry of Pakistan'. Managerial Finance 37 (2), 117-133  

Shivdasani, A. and Stefanescue, I. (2010) ' How do Pensions Affect Corporate Capital Structure 

Decisions?'. The Review of Financial Studies 23 (3), 1287-1323  

Sibilkov, V. (2009) 'Asset Liquidity and Capital Structure'. Journal of Financial and Quantitative 

Analysis 44 (5), 1173-1196  

Sogorb-Mira, F. and Lopez-Gracia, J. (2003) “Pecking Order Versus Trade-off: An Empirical 

Approach to the Small and Medium Enterprise Capital Structure”, Available at SSRN: 

http://ssrn.com/abstract=393160 

Taylor, B., Sinha, G., and Ghoshal, T. (2006)  Research Methodology: A Guide for Researchers 

in Management and Social Sciences. New Delhi: Prentice-Hall of India  

Thomson one Banker. (2013)  Financial Database [online] available from <Available at: 

banker.thomsonib.com> [20 June 2013]  

Titman, S. and Wessels, R. (1988) 'The Determinants of Capital Structure Choice'. The Journal of 

Finance 43 (1), 1-19  

Udomsirikul, P., Jumreornvong, S., and Jiraporn, P. (2011) “Liquidity and Capital Structure: 

Evidence from a Bank-Dominated Economy”, Available at SSRN: 

Http://ssrn.com/abstract=1725745 Or Http://dx.Doi.org/10.2139/ssrn.1725745.'  

Ullah, F., Abbas, Q., and Akbar, S. (2010) ' The Relevance of Pecking Order Hypothesis for the 

Financing of Computer Software and Biotechnology Small Firms: Some UK Evidence'. 

International Entrepreneurship and Management Journal 6 (3), 301-315  

Vermaelen, T. and Xu, M. (2010) “How do Firms make Capital Structure Decisions? Evidence 

from Acquisitions, Buybacks and Equity Issues”, INSEAD Working Paper no. 

2010/58/FIN.'  

Walker, J. and Vasconcellos, G. (1997) A Financial-Agency Analysis of Privatization. Cranbury: 

Associated University Press  

Wang, G. and Jain, C. (2003)  Regression Analysis: Modeling& Forecasting. New York: 

Graceway Publishing Company  

Wanzenried, G. (2002) 'Signaling with Capital Structure Revisited , Discussion Paper no. dp0214, 

Universitaet Bern, DepartementVolkswirtschaft.'  

Watson, D. and Head, A. (2010) Corporate finance, principles and practice, 6th ed., London: 

Pearson Education 

Wei-Feng, H. and Sha-Sha, Z. (2007) 'Capital Structure and Agency Costs, International 

Conference on Management Science and Engineering, ICMSE, Conference Publications'  

Zhang, H. and Li, S. (eds.) (2008) 'The Impact of Capital Structure on Agency Costs: Evidence 

from UK Public Companies”, Proceedings of the 16th Annual Conference on Pacific Basin 

Finance Economics Accounting Management Conference , PBFEAM. 1-18.'  

http://www.eajournals.org/
http://ssrn.com/abstract=1980014.
http://ssrn.com/abstract=1725745
http://dx.doi.org/10.2139/ssrn.1725745.


 

 
European Journal of Accounting Auditing and Finance Research 

Vol.2,No.10, pp.96-111, December 2014  

              Published by European Centre for Research Training and Development UK(www.eajournals.org) 

111 

ISSN 2053-4086(Print), ISSN 2053-4094(Online) 

 

Zhao, J., Katchova, A., and Barry, P. (eds.) (2004) 'Testing the Pecking Order Theory and the 

Signalling Theory for Farm Business, American Agricultural Economics Association, 2004 

Annual Meeting Papers, August 1-4, Denver, CO.  

http://www.eajournals.org/

