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Abstract 

On the basis of previous research, this review paper provides information regarding the 

impact of capital structure on the growth of firms. By collecting and compiling research 

articles related to the effect of capital structure on the profitability and the determinants of 

capital structure. From the reviews, the variables Return on Equity, Leverage, debt ratio, 

short term and long term debt, tax factors etc. have found essential for capital structure. 

 

Introduction 

 

Capital structure has found to be an essential factor in the growth of a firm. Capital structure 

is concerned with how the firm decides to divide its cash flows into two broad components, a 

fixed component that is earmarked to meet the obligations toward debt capital and a residual 

component that belongs to equity shareholders (P.Chandra). Several studies around the 

world have done to identify the impact and determinants of capital structure and in the 

current study researcher has compiled and collected articles related to capital structure. The 

capital structure of a firm is influenced by various external factors like government rules and 

regulations, competition, rate of interest etc. and internal factors like capital gearing, trading 

on equity, attitude of management etc. This review paper has a significance to understand the 

determinants of the capital structure and its impact.        

   

Literature Review on Determinants of Capital Structure:  

 

From the collected articles following information have been identified: 

 

Title Author

/ 

Year 

Objectives Variables Tools/ 

Techniques 

Findings/Suggestions 

The effect 

of capital 

structure on 

profitability 

Joshua 

Abor 

(2005) 

To study the 

relationship 

between capital 

structure and 

profitability of 

listed firms on the 

GSE during 5 year 

period 

Return on 

Equity 

Regression 

Analysis 

1. There is a positive 

relation between the short 

term debt to total assets and 

ROE and negative in the 

case of long term debt to 

total assets and ROE.  

2. It suggests that profitable 

firms are more dependent on 



debt as their main financing 

option. 

The 

Determinant

s of Capital 

Structure: 

Evidence 

from the 

Asia Pacific 

Region 

Deeso

msak, 

R., 

Paudyal

, K., & 

Pescett

o, G. 

(2004) 

To examine how 

the environment 

influence the 

capital structure 

decision 

Leverage, 

Growth, 

Liquidity 

Ratio 

Analysis 

1. The positive effect of 

firm size and the negative 

effect of growth 

opportunities, 

non-debt tax shield, 

liquidity and share price 

performance on leverage 

lend support to major capital 

structure theories.  

2. the importance of the 

determinants of capital 

structure 

varies across countries in 

the region. 

The impact 

of firm and 

industry 

characteristi

cs on small 

firms’ 

capital 

structure 

Hans 

Degrys

e,Peter 

de 

Goeij,P

eter 

Kappert 

(2010) 

In this paper we 

study firm and 

industry 

characteristics that 

determine the 

capital structure of 

small unlisted firms 

in The Netherlands 

debt 

ratio,lever

age factors 

econometric 

variables 

both inter- and intra-

industry heterogeneity are 

important drivers of capital 

structure, in line with both 

pecking-order and trade-off 

theories of capital structure. 

Our analysis of inter-

industry effects reveals that 

different industries exhibit 

different degrees of 

leverage, in line with the 

trade-off theory 

The effects 

of capital 

structure on 

profitability

: Evidence 

from United 

States 

Amarjit 

Gill 

(2011) 

This study 

examines the 

relationship 

between capital 

structure and 

profitability of the  

American service 

and manufacturing 

firms 

Short-

Term 

Debt,Long

-Term 

Debt 

,Total 

Debt ,Firm 

Size, 

Sales 

Growth,In

dustry 

regression 

models 

1. it can be concluded that 

the capital structure of the 

firm impacts profitability. It 

is because interest on debt is 

tax deductable in United 

States  

2.profitable firms depend 

more on debt as their main 

financing 

option 



Capital 

Structure 

and Firm 

Performanc

e: Evidence 

from 

Malaysian 

Listed 

Companies 

Mahfuz

ah 

Salima 

Raj 

Yadav 

Dr. 

(2012) 

to examine 

empirically the 

relation between 

financing choices: 

including short 

term debt(STD), 

long term debt 

(LTD) and total 

debt ratio (TD) 

ratios; and firm 

performance; such 

as return on 

assets(ROA), 

return on equity 

(ROE) and Tobin s 

Q over the period 

1995-2011 in the 

Malaysian listed 

companies using a 

pooling panel data 

procedure 

return on 

equity 

(ROE), 

return of 

asset 

(ROA), 

Tobin Q 

and 

earning 

per 

share 

(EPS) 

regression 

models 

1. capital structure (LTD 

and TD) has negative 

significant impact on firm s 

performance measured by 

ROA  

2.there is a significantly 

positive relationship 

between Tobin s Q (firm 

performance) and capital 

structure measured by LTD 

and STD 

Capital 

Structure 

and 

Corporate 

Performanc

e: Evidence 

from Jordan 

Rami 

Zeitun 

Gary 

Tian 

(2014) 

To examine the 

effect which capital 

structure has on 

corporate 

performance in 

Jordan 

(ROA), 

(ROE), 

(PROF) 

Estimation 

Method, 

Empirical 

Model and 

Proxies 

Variables 

1. A firm’s capital structure 

was found to have a 

significant and negative 

impact on the firm’s 

performance measures in 

both the accounting and 

market measures. 

Capital 

Structure 

and Small 

Growth 

Firms 

Edgar 

Norton 

(1991) 

To examine the 

influences on 

capital structure 

decisions in small 

growth firms 

Tax 

factors, 

agency 

cost, 

signalling 

theory 

Questionnai

re, Likert 

Scale 

1. Tax considerations are a 

primary force influencing 

capital structure decisions. 

2. Finance theory may 

consider the impact of 

owner/manager goals and 

preferences on firm capital 

structure. 

 Revisiting 

the capital‐

structure 

puzzle: UK 

evidence 

 

 Basil 

Al- 

Najjar 

(2011) 

The purpose was to 

explore the 

potential drivers 

of corporate 

capital structure 

 Capital 

Structure, 

Corporate 

governanc

e 

 fixed 

effects 

panel 

models and 

random 

effects 

tobit 

 Corporate characteristics 

(firm's size, firm risk, firm 

growth rate)  and corporate 

governance characteristics 

(board size and outside 

directorship) are the main 

drivers of UK firms 



models 

The impact 

of capital‐

structure 

choice on 

firm 

performanc

e: empirical 

evidence 

from Egypt 

 

 

Ibrahi

m El‐

Sayed 

Ebaid 

To examine the 

impact of capital 

structure choice on 

firm performance 

Return on 

Equity, 

Return on 

Assets, 

Gross 

Profit 

Margin 

Multiple 

Regression 

Analysis 

capital structure choice 

decision, has a weak‐to‐no 

impact on firm's 

performance. 

The Impact 

of Capital 

Structure on 

Profitability 

with Special 

Reference 

to it 

Industry in 

India 

Ramac

handran 

Azhaga

iah, 

Gavour

y, C. 

(2011) 

1.  to examine  the 

factors influencing 

capital structure of 

firms based on 

asset size and 

business revenue. 

2.  to analyze the 

interrelationship 

between capital 

structure and 

Profitability based 

on asset size and 

business revenue. 

Return on 

Assets and 

Return on 

Capital 

Employed 

Correlation, 

Multiple 

Regression 

and 

descriptive 

statistics 

(mean, 

median and 

mode) 

1. The use of debt fund in 

capital structure and return 

on asset of low income IT 

firms is not remarkable. 

2.  The use of debt fund in 

capital structure has a 

significant negative impact 

on profitability generated 

through use of assets in the 

case of High income IT 

firms 

 

 

Conclusion 

 

The main objective of this review paper has been to recognise and compile the list of 

determinants of capital structure. The decision of capital structure has been influenced by 

various external and internal factors. Factors like debt-equity ratio, leverage, corporate 

governance, return on equity, tax factors, liquidity, return of asset are important contributors 

in capital structure decisions. The above factors can be used for survey purpose to identify the 

impact of capital structure on the firm's growth. 
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