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Abstract 
 

Capital Structure decision is one of the significant disciplines of the business organizations. It 

plays a vital role in firm’s value and performance. Managers are confronted with an issue of 

choosing an appropriate mix of the debt and equity. The main target of any firm is to improve 

its financial performance and to increase its value. The capital structure significantly 

influences the operations of the businesses. In light of importance of choosing an appropriate 

mix for a firm, a descriptive study has been undertaken. It attempts to review the various 

determinants of capital structure and its relationship with the firm’s financial performance 

and value.  
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Introduction 

 

The capital structure decision is crucial for 

any business organization. It refers to the 

mix of loans or owned capital employed to 

fund the business operations and finance 

its assets. The structure is typically 

expressed as a debt-to-equity or debt-to-

capital ratio. Debt and equity capital are 

used to fund a business’ operations, capital 

expenditures, acquisitions, and other 

investments. The studies in regards to 

choosing an appropriate mix of the capital 

structure dates back to 1958 where, 

Modigiliani and Miller were awarded with 

the Nobel Prize for their comprehensive 

researches in the capital structures of 

businesses. There are tradeoffs firms have 

to make when they decide whether to raise 

debt or equity and managers will balance 

the two try and find the optimal capital 

structure. The decision is important 

because it is needed to maximize returns 

for various organizational constituencies, 

and also because of the impact that such a 

decision has on a firm’s ability to deal 

with its competitive environment. The 

capital structure of a firm is actually a mix 

of distinct securities. Financial 

performance is a subjective measure of 

how well firm use assets from its primary 

business and generate revenues. It is an 

indicator of an organization’s overall 

financial health over a given period of 

time, and can be used to compare similar 

firms across the same industry or to 

compare industries or its sectors. The 

theory of capital structure and its 

relationship with a firm’s value and 

performance has been a puzzling issue in 

corporate finance and accounting 

literature. The present study attempts to 

throw light on the significant literature 

present worldwide by reviewing it and 

identifying the future direction for the 

work. The following table displays an 

extensive literature review on the various 

aspects (determinants) of the capital 

structure and how significantly it impacts 

the operations of the businesses. 
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AUTHOR TITLE OBJECTIVE RESEARCH 

METHODOLOGY 

FINDINGS 

Ibrahim-
El‐SayedEbaid 

The impact of 
Capital 
structure choice 
on firm 
performance: 
empirical 
evidence from 
Egypt. 

To empirically 
investigate the 
impact of 
capital 
structure choice 
on firm’s 
performance in 
Egypt as one of 
emerging 
economies. 

Regression analysis 
was applied where 
in, the Capital 
Structure was 
independent 
variable and firm’s 
financial 
performance was 
taken as 
dependent. 

It was found 
that capital 
structure 
decision has a 
weak-to-no 
impact on 
firm’s 
performance. 

Joshua Abor The effect of 
capital 
structure on 
Profitability: an 
empiricalanalysi
s of listed firms 
in Ghana. 

To investigate 
the relationship 
between capital 
structure and 
Profitability of 
listed firms on 
the Ghana 
Stock Exchange 
(GSE) during a 
five-year 
period. 

Regression analysis 
is used in the 
estimation of 
functions relating 
the return on 
equity (ROE) with 
measures of capital 
structure. 

Significantly 
positive 
relationship 
between the 
ratio of short-
term debt and 
Total assets 
and ROE. 
However, a 
negative 
relationship 
between the 
ratio of long-
term debt to 
total assets and 
ROE was found. 

A.K. Sharma  
and  
Satish Kumar 

Effect of 
Working Capital 
Management 
on Firm 
Profitability: 
Empirical 
Evidence from 
India 

To examine the 
effect of 
working capital 
on profitability 
of Indian firms. 

OLS regression 
equations were 
used to obtain the 
estimates. Here, 
working capital is 
an independent 
variable and Indian 
firms’ profitability 
is dependent 
variable 

Working 
Capital 

management 

and 
profitability is 
positively 
correlated in 
Indian 
companies. 

Maria Psillaki 
And 
NikolaosDaskal
akis 

Are the 
determinants of 
capital 
structure 
country or firm 
Specific. 

To investigate 
the capital 
structure 
determinants of 
Greek, French, 
Italian, and 

Panel data 
methods were 
used where 
Medium sized 
enterprises are the 
independent 

Countries 
determine their 
capital 
structure in 
similar ways. 
We attribute 
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Portuguese 
small and 
medium-sized 
enterprises. 

variables and 
capital structure is 
dependent 
variables. 
 

these 
similarities to 
the country 
institutional 
and financial 
characteristics 
and the 
Commonality 
of their civil law 
systems. 
However, 
structural 
differences 
arise due to 
firm specific 
Effects. 

NikolaosErioti
s 

How firm 
characteristics 
affect capital 
structure: an 
empirical study. 

To isolate the 
firm 
characteristics 
that affect 
capital 
structure. 

Panel data 
procedure consists 
of the samples of 
129 Greek 
companies listed 
on the Athens 
Stock Exchange 
during 1997 and 
2001.  

There is a 
negative 
relation 
between the 
debt ratio of 
the firms and 
their growth, 
their quick 
ratio and their 
interest 
coverage ratio. 

MahiraRafique Effect of 
profitability and 
financial 
leverage on 
capital 
structure: A 
case of 
Pakistan’s 
automobile 
industry. 

To investigate 
the effect of the 
profitability of 
the firm and its 
financial 
leverage on the 
capital 
structure of the 

Regression analysis 
was used where 
Firm’s profitability 
Is an independent 
variable and capital 
structure’s 
financial leverage 
is dependent 
variable. 

The 
profitability of 
the firm and its 
financial 
leverage have 
an insignificant 
impact on the 
capital 
structure of the 
studied firms 
during the 
examined 
period 

AyşegülGÜNER
a 

The 
determinants of 
capital 
structure 

The study tries 
to exploit the 
differences 
between the 

Empirical analyses 
were used to 
complete this 
study. 

The study  
reveal that 
companies that 
have a free 
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decisions: new 
evidence from 
Turkish 
companies 

capital 
structure 
Decisions for 
various degrees 
of free float 
rate and foreign 
paid in capital. 
 

float rate 
between %50 
and %75 have 
lower degrees 
of leverage and 
the degree of 
leverage varies 
for different 
market values 
of companies 

Kudzai 

Raymond 

Marandu, 

And 

AtheniaBongan

i. 

Capital 
structure and 
profitability: An 
empirical study 
of south African 
banks. 

To investigate 
the relationship 
between capital 
structure and 
profitability 
within the 
context of an 
emerging 
market of South 
Africa. 

Conducted multiple 
linear regressions 

Results show a 
very weak 
relationship 
between ROE 
and Capital as 
the F value is 
very low at 
0.05, the level 
of significance 
is very low. The 
results also 
depict a very 
weak 
association 
betweencapital 
and ROE in the 
banking sector. 

Isaiah Oino Ben 
UkaegbU. 

The impact of 
profitability on 
capital 
structure and 
speed 
of adjustment. 

To investigate 
the impacts of 
capital 
structure on the 
performance of 
Nigerian listed 
non-financial 
firms and how 
these firms 
adjust to the 
target capital 
structure. 

Pool OLS and GMM 
Capital structure is 
an Independent 
Variable. 
Performance of 
Nigerian non-
financial firms are 
dependent. 
 

Profitability 
and asset 
structure were 
negatively 
related to 
leverage while 
the size of the 
firm and non-
debt tax shield 
were positively 
related to 
leverage. 

Mohamed 
M. 
KhalifaTailab. 

The effect of 
Capital 
Structure on 
Profitability of 
Energy 

To analyse the 
effect of Capital 
Structure on 
financial 
performance. 

Profitability, 
Return on Assets 
(ROA) as the ratio 
of net income to 
total assets, and 

The total debt 
has a 
significant 
negative 
impact on ROE 
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American Firms. return on equity 
(ROE) as the ratio 
of net income to 
total shareholders’ 
equity. Capital 
structure - 
Independent 
Variable and 
financial 
performance - 
Dependent Variable 
 

and ROA, while 
size in terms of 
sales has 
significantly 
negative effect 
only on ROE of 
the American 
firms. 
However, a 
short debt 
significantly 
has a positive 
influence on 
ROE. 

Amit Kumar  
andShailesh 
Kumar Kaushal. 

The Effect of 
Capital 
Structure on 
Profitability: 
Evidence from 
Indian Energy 
Sector 
Companies 

To examine the 
Empirical 
impact of 
capital 
structure on the 
profitability of 
the Indian 
companies 
listedon Nifty 
Energy Index of 
National Stock 
Exchange of 
India. 
 

Regression 
analyses was used 
where Capital 
Structure is an 
independent 
variable and 
profitability of the 
Indian companies 
listedon Nifty 
Energy Index of 
National Stock 
Exchange are 
dependent 
variables. 

The 
Capitalization 
hassignificant 
negative effects  
on ROA. This 
means that 
these Indian 
energy firms are 
using the 
borrowed capital 
in an ineffective 
manner. 

ShehlaAkhtar, 
BenishJaved, 
Atiya Maryam 
and 
HaleemaSadia. 

Relationship 
between 
Financial 
Leverage and 
Financial 
Performance: 
Evidence from 
Fuel & Energy 
Sector of 
Pakistan 

To test the 
hypothesis and 
also for 
measure the 
relationship 
between the 
financial 
leverage and 
the financial 
performance of 
the fuel and 
energy sector in 
Pakistan. 

Independent 
Variable- 
Financial leverage 
Dependent 
Variable- 
Financial 
performance 
 

Study shows a 
very positive 
relationship 
between the 
financial 
leverage and 
the financial 
performance of 
the companies. 
The results of 
the study 
confirm that 
the firms 
having higher 
profitability 
may improve 
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their financial 
performance 
by having high 
levels of 
financial 
leverage. 

Anthony 
Coleman 

The impact of 
capital 
structure  
On the 
performance of 
microfinance 
institutes 

To examine the 
impact of 
capital 
structure on the 
performance of 
microfinances. 
institutions. 

Panel data was 
used, 
having Capital 
structure as 
Independent 
variables and 
Microfinance 
institutes as 
Dependent 
Variable 
 

Most of the 
microfinance 
institutes are 
employing high 
leverage and 
financing their 
operations with 
long term as 
against short 
term. 

Chiang Yat 
Hung, Chan 
Ping Chuen 
Albert 
And Hui Chi 
Man Eddie 

Capital 
structure and 
profitability of 
the property 
and 
construction 
sectors in Hong 
Kong 

To examine the 
inter‐relationshi
p between 
profitability, 
cost of capital 
and capital 
structure 
among property 
developers and 
contractors in 
Hong Kong 
profitable. 

An analysis of 
financial data is 
performed. 

Costs of the 
equities are 
about double 
the developers’ 
share, probably 
due to their 
usually low or 
negative profit 
margins. The 
findings indicate 
that capital 
gearing is 
positively related 
to  asset but 
negatively to 
profit margins. 
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