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Abstract 
 

 

Financial decision is a core aspect of financial re-engineering and is critical to the survival of any organization. 
Debt financing is however paramount in view of its advantage over equity financing in some cases in Nigeria, 
little research work had been undertaken on this aspect most especially that of industrial goods sector of the 
economy. The study was undertaken to answer the research question of what are the determinants of debt 
financing in the quoted industrial goods companies in Nigeria with the major objective to critically examine 
the determinants of debt financing of listed industrial goods companies in Nigeria. Five hypotheses was 
postulated to aid the study while the study is significant in providing empirical evidence on the determinants 
of corporate debt financing in the Nigeria listed industrial goods companies and add to the existing body of 
literature on debt or leverage financing in developing countries. The study is restricted to all companies 
classified by the Nigerian Stock Exchange (NSE) under the industrial goods sector who are in operation 
during the period of ten years (2005 and 2014). 
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I. Introduction 
 

Financing decision is one of the most critical in the realm of corporate financial management. The decision 
includes those related to starting a new business or to expand an existing one, and requires the means to raise 
money/capital to finance the firm‟s operations. This need stressed the prime role of the capital market in the efficient 
allocation of resources, which aid economic growth and development. Capital as one of the constraint to economic 
development in most developing countries is been considered as the main characteristic of a well-organized capital 
market. Corporate entities source capital from both domestic and international capital market. Hence, their capital 
structure consists of debt and equity, which are applied in financing operations and expansion. According to the 
authors in [1] corporate‟s financing policy requires managers to identify ways of funding operations and new 
investments that could maximize wealth and ensure firm sustainability. Corporate‟s financing policy involves the 
choices from among alternative sources: use of retained earnings, borrowing by issuing debt instruments, and or 
issuing new shares as in [2]. Further, the combination of the various funding sources that maximizes the firm‟s value 
constitutes the firm‟s optimal capital structure. The importance of capital markets in economic growth and 
development necessitated the establishment of capital markets in every nation to perform various functions. In 
Nigeria, the Nigeria Stock Exchange Market (NSE) was established to make and organize facilities to the general 
public for the purchase and sale of bonds, stocks, shares and other securities of every kind and for the investment of 
money.  
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The NSE under its mandate controls the granting of quotations on the securities market in respect of bonds, 
shares and other securities of any company, corporation, government, municipality, local authority or other corporate 
bodies and regulates the dealings of members with their clients and with other members. Principally, NSE role as the 
exchange center include facilitating business expansion through providing long term financing, increasing the number 
of participants in the securities market and providing an alternative to savers. Long term financing can either be a debt 
or equity capital. 

 

However, the traditional view of corporate finance holds that debt is generally cheaper than equity as a source 
of investment finance implying that a firm‟s average cost of capital becomes lower as it increases its debt relative to 
equity. Thus, as the firm‟s average cost of capital reduces with increases in its debt to equity ratio, the corresponding 
company market value schedule rises and therefore the optimal leverage is determined at the point where the firm‟s 
weighted average cost of capital is minimized and the value of the firm is maximized as in [2]. Many theories 
contradicting the traditional view and several researches have been carried out to determine the factors responsible for 
corporate debt financing in many jurisdictions. For instance, reference [3] states that debt financing is the main 
element of external financing for corporations raising extra funds after creation. Moreover, the authors in [4] argued 
that majority of corporations looking for external financing options use debt financing rather than equity financing. 
Reference [5] in their study of new issues in corporate finance reported estimated debt financing at 90% percent of all 
new external financing. 

 

However, a number of empirical studies, such as in ([6], [7], [8], & [9]) categorize the determinants of debt 
financing into characteristics or specific factors of a corporation, macroeconomic factors or country specific factors. 
According to them, these factors empirically influence debt financing decisions of corporations, either positively or 
negatively. This study is an attempt to examine the determinants of debt financing in the listed industrial goods firms 
in Nigeria. 
 

Research Problem 
 

There has been an increasing interest among regulators, capital markets, investors and researchers in the 
factors that influence debt financing within corporations. The issue of debt financing has been a research topic since 
the initial work of the author in [10]. Though determinants of debt financing continue to be a topic of interest in 
financial economics and have produced an enormous volume of research, in Nigeria little is known especially in the 
industrial goods sector of the economy. Similarly, recent empirical studies on debt financing like in ([8], [11], [12] & [9]) 
have provide evidences on the determinants of debt financing, but the findings are inclusive and conflicting. For 
instance, reference [7] argued that in spite of the lot of theoretical literature and decades of empirical tests, the factors 
that influence debt financing decisions remain indefinable. This generally necessitated the need for more studies on 
the topic, especially from developing countries, like Nigeria, where researchers have done little about the determinants 
of debt financing. This study is therefore designed to answer the research question of what are the determinants of 
debt financing in the quoted industrial goods companies in Nigeria? 
 

Research Objectives 
 

The major objective of the study is to critically examine the determinants of debt financing of listed industrial 
goods companies in Nigeria. The specific objectives of the study are to: 
 

i. Examine the impact of firm liquidity on the debt financing of listed industrial goods firms in Nigeria. 
ii. Determine the impact of assets tangibility on the debt financing of listed industrial goods firms in Nigeria. 
iii. Investigate the impact of firm profitability on the debt financing of listed industrial goods firms in Nigeria. 
iv. Evaluate the impact of firm growth on the debt financing of listed industrial goods firms in Nigeria. 
v. Assess the impact of firm size on the debt financing of listed industrial goods firms in Nigeria. 

 

Research Hypotheses 
 

To guide the study, the following research hypotheses are formulated in null form: 
H01: Firm liquidity has no significant effect on the debt financing of listed industrial goods firms in Nigeria. 
H02: Assets tangibility has no significant effect on the debt financing of listed industrial goods firms in Nigeria. 
H03: Firm profitability has no significant effect on the debt financing of listed industrial goods firms in 
Nigeria. 
H04: Firm growth has no significant effect on the debt financing of listed industrial goods firms in Nigeria. 
H05: Firm size has no significant effect on the debt financing of listed industrial goods firms in Nigeria. 
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Scope and Significant of the Study 
 

This study is significant in providing empirical evidence on the determinants of corporate debt financing in 
the Nigerian listed industrial goods companies. The study will add to the existing body of literature on debt or 
leverage financing in developing countries. The study will be useful to shareholders, investors, creditors, managers, 
students and researchers. Specifically, the finding from the research is important motivation for future research on the 
determinants debt financing. Therefore, the study is restricted to all companies classified by the NSE under the 
industrial goods sector, who are in operations during the period of ten years (2005 and 2014). The rest of the chapter 
is as follows; section two covers the review of related literature, section three discusses the research methodology, 
section four presents the results and discussion of findings, while section five covers the conclusion and 
recommendations. 
 

I. Review of Related Literature 
 

According to the author in [2] debt refers to funds that a firm borrows and is obliged to pay back and this is 
usually obtained from banks, individuals and other lending sources. They adds that debt instruments refer to all forms 
of borrowing available in the capital market, which could be bonds, bank loans, etc. The authors in [8] stated that 
specific factors have remained the main focus of debt financing studies based on the two proposition of the authors 
in ([10] & [13]). Existing empirical studies such as in ([9], [7], [14] & [15]) mentioned some corporation specific factors 
influencing debt financing. These firm specific factors include firm profitability, corporation size and growth, nature 
of assets, non-debt tax shields, liquidity and probability of bankruptcy. On the other hand, the authors in ([9] & [14] 
stated firm factors like corporation tax rates, business risk, access to capital markets, the finance manager‟s gender and 
the composition of the board of directors, are also considered to have influence on debt financing.  

 

The authors in [2] examined the financing decisions of 19 listed companies in comparison with 16 nonlisted 
companies in Ghana. The study tests some hypotheses related to capital structure determinants and debt policy 
decisions. The study found support for the pecking order hypothesis across all firms. The free cash flow hypothesis 
holds for long-term debt decisions across firms but not the capital structure decisions. All forms of debt policy 
decisions are consistent with the matching principle except non-listed firms‟ long term debt. The study does not find 
any significant differences between listed and non-listed firms in the application of debt.  

 

For example, debt could be served as a tax shield. So, the more profitable firms demand more debt and the 
relation between profitability and leverage is positive. On the other hand, when asymmetric information is great and, 
consequently, bank interest rates are high, large profitable firms will choose to use their internal sources, but others 
will have to borrow. This implies a negative relation between profitability and leverage. Previous studies as in ([16], 
[17], & [18]) have identified statistically significant negative relationships between profitability and leverage. On the 
other hand, the authors in [19] find a negative relationship between size and leverage, while the authors in ([18] & [17] 
report a positive relationship. The difference in obtained results could be determined by the fact that larger firms are 
able to issue more equity than small firms due to lower asymmetric information with financial markets. In a more 
study by the authors in [20] the results identified long-term debt to be irrelevant component of capital structure of 
large unquoted and quoted firms in Ghana as there is a greater reliance on equity. Furthermore, profitability, size, 
business risk and tangible assets have positive correlation with level of gearing of companies in Ghana. On the other 
hand, growth, and tax indicate a negative correlation with the level of gearing.  

 

The author in [21] in a research on the sensitivity of performance to capital structure in selected Food and 
Beverage companies in Nigeria used performance indicators like the EBIT (earnings before interest and tax), EPS 
(earnings per share) and DPS (Dividend per share) and the level of turnover as a performance measure of capital 
structure of these companies. Results from the research showed that for most of the companies analyzed, their EBIT, 
EPS and DPS were sensitive to capital structure, in other words, an increase in turnover reflected a corresponding 
increase in EBIT, EPS and DPS and vice versa. In another study, the author in [22] examined the relationship 
between capital structure and corporate performance in the Nigerian petroleum industry. The study used the earnings 
per share (EPS) and dividend per share (DPS) as performance indicators, and results showed that the relationship 
between the EPS and the leverage ratio was positive implying that an increase in leverage ratio would lead to an 
increase in EPS, the paper also showed that there exists a positive relationship between the DPS and the leverage ratio, 
thus showing that debt has a huge impacts on performance in the Nigerian petroleum industry.  
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Reference [23] examined the determinants of capital structure of non-financial listed firms in Nigeria. The 
research was conducted using panel data methodology for a sample of 20 firms listed on Nigerian Stock Exchange 
during 2006-2010. The results showed that the major determinants of capital structure based on this study include: 
profitability, tangibility and liquidity. Age, Size and tangibility play determining roles in accessing long-term debt 
finance within the Nigerian context. The authors in [24] carried out a study on the determinants of capital structure of 
large non-financial listed firms in Nigeria and found that profitability has a positive relationship with debt of large 
firms in Nigeria, and also that the large and profitable firms prefer debt because of the tax saving advantage. The 
results of the study also show that the large firms prefer short-term debt to long-term debt financing and also that 
relationship between tangibility and long-term debt ratios was significantly positive, thus showing the importance of 
collateral in the issue of debt finance. Size of the firm also showed a statistically significant and positive relationship 
with total debt and short-term debt. 
 

Theoretical Framework 
 

The link between debt financing and firm specific determinants in corporate finance have been highlighted by 
the theories of capital structure, founded from the initial work of the authors in [10], which assumed a perfect market 
where there is no tax and bankruptcy disasters, based on this assumption they concluded that debt is irrelevant to 
determining a firm‟s value as in [25]. In response to the authors in ([10 &13] the trade-off theory and pecking order 
theory were introduced in opposition to the unrealistic assumption of Modigliani and Miller‟s proposition of perfect 
capital structure. Trade-off and pecking order theory were developed to explain the rules of debt and equity in firms‟ 
capital structure performance in the real capital structure market founded on tax and bankruptcy disasters. 

 

The pecking order theory holds that management strongly prefers to use internal funds when available, and 
prefers not to use external sources of funds unless internal sources are unavailable. That is, avoiding debt could 
positively affect firm value. According to the authors in ([26] & [27]) information is the base that managers and 
investors depend upon when making a decision regarding issuing equity or borrowing money. Managers will hesitate 
to issue equity if they feel that it is undervalued by the market. However, investors realise that managers will hesitate 
to issue new equity when it is underpriced. Thus, both managers and investors react according to their available 
information. Based on this argument, if managers tend to issue undervalued equity (low priced equity), the wealth will 
be transferred to the investors against the shareholders‟ benefits and wealth. In this situation, internal funds and debt 
will be preferred to equity. Reference [26] referred to this as the „pecking order theory‟ of financing. This states that 
firms prefer to finance new investment first internally with retained earnings, second with debt, and last by issuing 
new equity. 

 

Therefore, the theory suggests that firms consider all the financing methods available and choose the least 
expensive option. The pecking order theory predicts that high growth firms, typically with large financing needs, will 
end up with high debt ratios due to their managers‟ unwillingness to issue equity as in [28]. However, the authors in 
[29] found that firms with consistently high growth use less debt in their capital structures. This implies that firms 
with high liquidity tend to use less debt because they are willing to use internal funds when these are available.  

 

The trade-off theory on the other hand concludes that an optimal capital structure derives from balancing the 
benefits of tax that has come from using debt, against the costs associated with debt, such as bankruptcy and financial 
distress, and agency costs. The first form of the static trade-off theory of capital structure suggested that the trade-off 
between the tax benefits of debt and the costs of financial distress expect to yield the optimal level of debt to 
maximize the value of the firm as in [26]. The benefits of maximizing a firm‟s value, as suggested by the trade-off 
theory, can be traded for the cost of issuing debt. In other words, the benefits of the trade-off theory are traded 
against their costs to maximize a firm‟s value. In short, the trade-off theory suggests that an optimal capital structure 
exists. Therefore, a firm can predict its optimal capital structure by balancing the benefits and costs associated with 
issuing debt. 
 

I. Research Methodology 
 

In this study, correlation research design is adopted to examine the determinants of debt financing of listed 
industrial goods firms in Nigeria. The design is chosen because of its effectiveness in the cause and effect analysis. 
The study used secondary data from the financial statements of the sampled companies for the period of 10 years 
(2005-2014). The population of this study comprises of all the 17 companies classified by the NSE under industrial 
goods sector. The firms must be in operation through the period of ten years (2005-2014), to form part of the sample.  

However, five firms were not selected due to difficulties in accessing their data. Based on this, the population 
was reduced to 12 firms, and hence the sample size of the study. 
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The study employed panel regression technique of data analysis; tests like heteroskedasticity test and 
multucolinearity test are conducted, because they lead to spurious regression problem that can lead to statistical bias. 
This is also informed by the classical traditional regression assumptions which among others require that the variance 
of the error term has to be constant and the same for all observations (homoscedastic) and the explanatory variables 
are not perfectly correlated. Failure to ensure that may cause the usual standard error terms of the estimated 
parameters to be biased and inconsistent. Therefore, robustness tests help produces estimators that are BLUE (Best 
Linear Unbiased Estimators). The analysis was conducted using Statistics/Data Analysis Software (STATA 11.2). 
 

Variables Measurement and Model Specification 
 

The definitions and measurements of the variables used in this study are presented in Table 1 below; 
 

TABLE I. VARIABLES MEASUREMENTS 
 

Variables Definition/Measurements 

Dependent Variable  

Debt Financing Defined as the long-term liabilities, and measured by the proportion of 
long-term liabilities to total capital (long-term 
debt plus equity share capital) 

Independent Variables  

Liquidity Is measured by the ratio of current assets to current liabilities 
(short-term debt) 

Firm Size Is measured by the natural logarithm of total assets 

Profitability (PROF)  
 

Is defined as the return on assets, and measured by the ratio of profit after 
tax to total assets. 

Firm Growth Defined as revenue growth (difference between revenue in year t and year 
t-1), scaled by total assets. 

Assets Tangibility Is the composition of tangible fixed assets, and measured by total tangible 
fixed assets over total assets. 

 

Model Specification 
 

To examine the determinants of debt financing in the quoted industrial goods firms in Nigeria, the following 
econometric model is estimated: 
DFINit = β0 + β1LIQit + β2TANGit + β3PROFit + β4GRWTit + β5FSIZit + μit………………….i 
Where; 
DFINit  =  Debt financing of firm I in year t 
LIQit  =  Liquidity of firm I in year t 
TANGit  =  Assets tangibility of firm I in year t 
PROFit  =  Profitability of firm I in year t 
GRWTit  =  firm growth of firm I in year t 
FSIZit  =  Size of firm I in year t 
β0   =  the intercept/constant; 
β1 – β5  =  are the parameters; 
μit   =  the residual/error term of bank I in year t 
 

I. Results and Discussions 
 

In this section, the results obtained from the tests conducted on the data collected for the study are presented 
and discussed. The section also presented the test of the research hypotheses; it begins with the description of the 
data collected for the study and then the inferential statistics. 
 

Descriptive Statistics 
 

The descriptive statistics of the data collected for the study is presented in Table 2; 
 
 



6                                                                                       Strategic Management Quarterly, Vol. 7, No. 1, March 2019 

 
 

Table iII. Descriptive Statistics 
 

Variables  Mean SD Min Max N 

DFIN 0.4371 0.2622 0.0089 0.9553 120 

LIQ 1.4893 0.8173 0.0414 4.3969 120 

TANG 0.4657 0.2354 0.0877 0.9959 120 

PROF 0.0668 0.1208 -0.2904 0.4668 120 

GRWT 0.0706 0.1839 -0.6711 0.5832 120 

FSIZ 15.32 1.5422 12.90 19.54 120 

   Source: STATA Output (Appendix). 
 

Table 2 presents the descriptive statistics of the data collected from the sample of industrial goods firms 
quoted in the NSE. The descriptive results in Table 2 shows that the measures of debt financing (DFIN), which is the 
ratio of long term debt to total capital has a minimum value of 0.0089 (0.89%) and 0.9553 (95.53%) as the maximum 
value. The average value of the DFIN is 0.4371 (43.71%) with standard deviation of 0.2622, signifying that the data 
deviate from the mean value from both sides by 26.22%. This implies that the data for the debt financing variable is 
widely dispersed among the sample firms. The table also indicates that the minimum and maximum values of the firm 
liquidity (LIQ) are 0.0414 (0.04:1) and 4.3969 (4.39:1) respectively, with the mean value of 1.4893 (1.49:1) and 
standard deviation of 0.8173. The descriptive statistic implies that the average current ratio of the sample firm is 
satisfactory, but there are firms with poor liquidity position with current ratio of 0.04:1 which is far below the 
benchmark. Moreover, the analysis implies the presence of idle liquidity as the maximum current ratio of the sample 
firms is 4.39:1. The standard deviation also indicates a wide dispersion from the mean value. The table shows an 
average asset tangibility (TANG) of 0.4657 (46.57% of the total assets) of the sample industrial goods firms in Nigeria, 
with standard deviation of 0.2354. This implies that the deviation from the mean is 23.54%, suggesting a high 
dispersion among the sampled firms. The minimum value of asset tangibility is 0.0877 (8.77% of the total assets) and 
0.9959 (99.59% of the total assets) as the maximum value. 

 

Moreover, the descriptive results in Table 2 shows that the average profitability (PROF) which is the return 
on assets is 0.0668 (6.68%), with standard deviation of 0.1208. The minimum profitability -0.2904 (-29.04%) and 
0.4668 (46.88%) as the maximum value. The standard deviation signifies that the data deviate from both sides of the 
mean by 12.08%. The table also indicates that the minimum and maximum values of the firm growth (GRWT) are -
0.6711 (-67.11%) and 0.5832 (58.32%) respectively, with the mean value of 0.0706 (7.06%) and standard deviation of 
0.1839. The analysis indicates that there are firms with decline growth in terms of revenue. Lastly, the table shows an 
average firm size (FSIZ), which is the natural logarithm of total asset of 15.32 of the sample industrial goods firms in 
Nigeria, with standard deviation of 1.5422. This implies that the deviation from the mean is 1.5422, suggesting a slight 
dispersion among the sampled firms. The minimum value of firm size is 12.90 and 19.54 as maximum value. 

 

However, the analysis of the descriptive statistics results of the data collected for the study suggested that the 
data is widely dispersed as indicated by the standard deviations, which is an indication of non-normally distributed. 
The study employs the Shapiro Wilk Test for Normal Data. 

 

Under the Shapiro-WIlk (W) test for normal data, null hypothesis principle is used to check a variable that 
came from a normally distributed population. The null hypothesis of the test is that, the data is normally distributed. 
The test (in appendix) indicates that data from all the variables of the study are not normally distributed, because the 
P-values are not normally distributed because the P-values are statistically significant at 1% level of significance, thus, 
the null hypothesis (that, the data is normally distributed) is rejected. This may have effects on the results, as most of 
the parametric tools of analysis including regression assumed that the data is normally distributed. 
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Correlation Results 
 

The summary of the Pearson correlation Coefficients of the variables of the study are presented in Table 3 as 
follows; 

 
Table 3: Correlation Matrix 

Table IiIII. Descriptive Statistics 

VAR DFIN LIQ TANG PROF GRWT FSIZ 

DFIN 1.0000      

LIQ 0.0266 
(0.7734) 

1.0000     

TANG 0.4779 
(0.0000) 

-0.2669 
(0.0032) 

1.0000 
 

   

PROF 0.0434 
(0.6378) 

-0.1080 
(0.2402) 

-0.1588 
(0.0832) 

1.0000   

GRWT -0.1684 
(0.0659) 

-0.0532 
(0.5642) 

-0.1663 
(0.0695) 

0.4008 
(0.0000) 

1.0000  

FSIZ 0.7912 
(0.0000) 

-0.1380 
(0.1327) 

0.5644 
(0.0000) 

0.1374 
(0.1346) 

-0.0586 
(0.5250) 

1.0000 

                    P-Values in Parentheses 
                    Source: STATA Output (Appendix). 
 

The correlation result in table 3 presents the results of the degree of associations between the determinants of 
debt financing of listed industrial goods firms in Nigeria. The table shows that there is a positive relationship between 
firm liquidity (LIQ) and debt financing, from the correlation coefficient of 0.0266, which is not statistically significant 
at alpha level (pvalue of 0.7734). This implies that liquidity is not significantly related with debt financing in the quoted 
industrial goods companies in Nigeria. The result from the table also indicates that there is a statistical significant 
positive association between assets tangibility (TANG) and debt financing of the sample firms, from the correlation 
coefficient of 0.4779 which is statistically significant at 1% level of significance (p-value of 0.0000). This relationship 
implies that, a high tangible fixed asset is directly related with debt financing. Moreover, table 3 shows a positive 
relationship between the firm profitability (PROF) and debt financing of the sample industrial goods firms in Nigeria, 
from the correlation coefficient of 0.0434, which is not statistically significant at all levels of significance (p-value of 
0.6378). This implies that profitability is not significantly related with debt financing of industrial goods firms in 
Nigeria. The result from the table also shows that there is a statistical significant negative correlation between firm 
growth (GRWT) and debt financing of the sample industrial goods firms, from the correlation coefficient of -0.1684 
which is statistically significant at 10% level of significance (p-value of 0.0659). This relationship implies that, high 
revenue growth is indirectly related with debt financing. Table 3 shows a significant positive relationship between the 
firm size (FSIZ) and debt financing of the sample industrial goods firms in Nigeria, from the correlation coefficient of 
0.7192, which is statistically significant at 1% level of significance (p-value of 0.0000). This implies that firm size is 
significantly related with debt financing of industrial goods firms in Nigeria. 
 

Regression Results and Hypotheses Testing 
 

In this section, the hypotheses formulated for the study are tested; the section begins with the discussion of 
the regression model as presented in table 4; 
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TABLE IV. Regression Model Summary 
 

Variables Statistics Prob. 

R Square 0.5393  

Wald Chi2 151.87 0.0000 

Mean VIF 1.40  

Hausman Test 8.90  0.1133 

Random Effect (LM) Test 127.88  0.0000 

             Source: STATA Output (Appendix). 
 

The regression table indicates that the explanatory variables of the study (firm size, firm profitability, liquidity, 
tangibility and firm growth) explained 53.93% of the total variations in the debt financing of the listed industrial goods 
firms in Nigeria, from the coefficient of multiple determination (Adjusted R square of 0.5393).  

The table also shows that the model of the study is fit at 1% level of significance as indicated by the Wald 
Chi2 of 151.87 with the Probability value of 0.0000. The results from the table also indicates the absence of 
heteroscedasticity (that is, the variance of the error term is constant), as shown by the Breuch Pagan/Cook-Weisberg 
test for heteroskedasticity (Hettest) Chi2 of 1.69 with p-value of 0.1935. The results on the other hand, show the 
absence of perfect multicollinearity Variables Statistics Prob. R Square 0.5393 Wald Chi2 151.87 0.0000 Hettest: Chi2 
1.69 0.1935 Mean VIF 1.40 Hausman Test 8.90 0.1133 Random Effect (LM) Test 127.88 0.0000 among the 
independent variables, because the mean Variance Inflation Factor (VIF) is 1.40. This is far below the benchmark of 
10, which is an indication of perfect multicollinearity. 

 

Moreover, the table shows that the Hausman specification test and the Breusch and Pagan Lagrangian 
Multiplier Test for Random Effects indicated that Random effect regression model (Generalized Least Squares, GLS) 
is the most appropriate for the study. However, in view of the nature of the data which did not follow the normal 
distribution assumption, the study employed feasible GLS because of its robustness under this condition. Therefore, 
the hypotheses of the study are tested in the following section. 

 

Hypotheses Testing 
 

In this section, the hypotheses formulated to test the determinants of debt financing of listed industrial goods 
firms in Nigeria. Table 5 present the regression coefficient for the analysis; 
 

TABLE V. GLS Regression Coefficients 
 

Variables Coefficients t-values Prob. 

LIQ 0.0486 2.37 0.018 

TANG 0.1542  1.73  0.083 

PROF 0.0834  0.55  0.584 

GRWT -0.1635  -1.72  0.086 

FSIZ 0.1105  8.46  0.000 

CONSTANT -1.3943  -7.72  0.000 

            Source: STATA Output (Appendix). 
 

The results in table 5 shows that firm liquidity (LIQ) in the sample industrial goods firms in Nigeria has a 
significant statistical positive effect on the debt financing of the sample firms, from the coefficient of 0.0486 and t-
value of 2.37 which is statistically significant at 5% level of significance (p-value of 0.018). This signifies that firm 
liquidity of quoted industrial goods companies in Nigeria significantly influenced the debt financing during the period 
of the study. This implies a direct relationship between the liquidity and debt financing; that is, when liquidity increase 
by N1, debt financing increases by 4.86k. The result is statistically significant at 95% confidence level. Therefore, the 
study rejects the null hypothesis one (H01), which states that firm liquidity has no significant effect on debt financing 
of listed industrial goods firms in Nigeria. The study therefore, infers that the liquidity position of the firms 
significantly determined the use of debt financing in the listed industrial goods firms in Nigeria, during the period 
covered by the study.  

 

Similarly, table 5 shows that assets tangibility (TANG) in the sample industrial goods firms in Nigeria has a 
significant statistical positive effect on the debt financing of the sample firms, from the coefficient of 0.1542 and t-
value of 1.73 which is statistically significant at 10% level of significance (p-value of 0.083).  
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This suggests that tangible fixed assets of quoted industrial goods companies in Nigeria significantly 
influenced the debt financing during the period of the study. It also implies a direct relationship between the assets 
tangibility and debt financing; that is, when tangible fixed assets increase by N1, debt financing increases by 15.42K. 
The result is statistically significant at 90% confidence level. Therefore, the study rejects the null hypothesis two (H02), 
which states that assets tangibility has no significant effect on debt financing of listed industrial goods firms in Nigeria. 
The study infers that the tangible fixed assets of the firms significantly determined the use of debt financing in the 
listed industrial goods firms in Nigeria, during the period of the study.  

 

The table also show that profitability (PROF) of the sample listed industrial goods firms in Nigeria has a 
positive impact on the debt financing of the firms, from the coefficients of 0.0834 with t-value of 0.55 which is not 
statistically significant at all levels of significance (p-value of 0.584). This implies that profitability has not significantly 
influenced the debt financing of listed industrial goods firms in Nigeria. Although the results indicated a direct 
relationship between the profitability and debt financing; that is, a N1 increase in profitability, debt financing increases 
by 8.34k, the results lack statistical significance.  

Based on this, the study failed to reject the null hypothesis three (H03), which states that profitability has no 
significant effect on the debt financing of listed industrial goods firms in Nigeria. The study infers that profitability 
has not significantly determined the debt financing of listed industrial goods firms in Nigeria, during the period 
covered by the study.  

 

Similarly, the table show that firm growth (GRWT) in the sample listed industrial goods firms in Nigeria has 
significant negative impact on debt financing of the sampled firms, from the coefficients of -0.1635 with t-value of -
1.72 which is statistically significant at 10% level of significance (p-value of 0.086). The result suggest that firm growth 
in terms of revenue growth has an indirect relation with the debt financing of the firms; that when revenue falls by N1, 
debt financing increases by 16.35k, the result is statistically significant. Based on this, the study rejects the null 
hypothesis four (H04), which states that firm growth has no significant effect on debt financing of listed industrial 
goods firms in Nigeria. The study therefore, infers that firm growth is a significant determinant of debt financing of 
listed industrial goods firms in Nigeria, during the period covered by the study. 

 

Lastly, the results in table 5 shows that firm size (FSIZ) in the sample industrial goods firms in Nigeria has 
significant statistical positive effect on the debt financing of the sample firms, from the coefficient of 0.1105 and t-
value of 8.46 which is statistically significant at 1% level of significance (p-value of 0.000). This signifies that size of 
firm in the quoted industrial goods companies in Nigeria significantly influenced the debt financing during the period 
of the study. It suggests a direct relationship between the size of firm and debt financing; that is, when firm size 
increase by N1, debt financing increases by 11.05k. The result is statistically significant at 99% confidence level. 
Therefore, the study rejects the null hypothesis five (H05), which states that firm size has no significant effect on debt 
financing of listed industrial goods firms in Nigeria. The study therefore, infers that the size of the firms significantly 
determined the use of debt financing in the listed industrial goods firms in Nigeria, during the period covered by the 
study. 

 

Conclusion and Recommendations 
 

This study examined the determinants of debt financing of listed industrial goods firms in Nigeria. Emanating 
from the analysis conducted on the data, together with the hypotheses testing, the study found a significant positive 
association between firm size, assets tangibility, firm growth, liquidity and debt financing of the sample firms. The 
study therefore concludes that firm liquidity position, assets tangibility, firm growth and firm size are a significant 
determinants of debt financing in the Nigerian industrial goods companies during the period covered by the study. 
The study on the other hand concludes that the profitability did not significantly determine the use of debt by 
Nigerian industrial goods firms. Specifically, the study is of the opinion that larger firms with higher liquidity position 
financing their operations through debt in the quoted industrial goods firms in Nigeria. This is also supported by the 
asset tangibility, which also determined debt financing significantly, and the inverse relation of growth with debt 
financing.  
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Based on the findings and conclusions from this research, the study recommends that the regulators of the 
industrial goods companies in Nigeria should make favourable policies in respect of the use of debt financing as it 
could improve operational efficiency and performance. Managements of the listed industrial goods firms in Nigeria 
should try and create a debt financing strategy for their firms, as this could have positive impact on the market values 
of their firms. Specifically, the managers should consider the growth rate of their firms, size, liquidity and the level of 
assets tangibility when making decisions regarding debt financing. 
 
References 

 
J. Abor and N. Biekpe, “What Determines the Capital Structure of Listed Firms in Ghana”? African Finance Journal, 

7(1), 37-48, 2005. 
A. Andanil and S. Al-hassan, “The Determinants of the Financing Decisions of Listed and Non-Listed Firms in 

Ghana,” Asian Economic and Financial Review 2(7):751-771, 2007. 
N. Baltacý and H. Ayaydýn, “Firm, Country and Macroeconomic Determinants of Capital Structure: Evidence from 

Turkish Banking Sector,” EMAJ: Emerging Markets Journal, 3 (3), pp. 47-58, 2014. 
G. Goswami, and M.M. Shrikhande, “Economic exposure and debt financing choice,” Journal of Multinational 

Financial Management, 11 (1), pp. 39-58, 2001. 
J. O‟Brien and P. David, “Firm growth and type of debt: the paradox of discretion,” Industrial & Corporate Change, 

19 (1), pp. 51-80, 2010. 
A. De Jong, R. Kabir and T. T. Nguyen, “Capital structure around the world: The roles of firm-and country specific 

determinants,” Journal of Banking & Finance, 32 (9), pp. 1954-1969, 2008. 
M. Z. Frank and V. K. Goyal, “Capital structure decisions: which factors are reliably important?” Financial 

Management, 38 (1), pp. 1-37, 2009. 
E. K. Kayo and H. Kimura, “Hierarchical determinants of capital structure,” Journal of Banking & Finance, 35 (2), pp. 

358-371, 2011. 
K. Jõeveer, “Firm, country and macroeconomic determinants of capital structure: Evidence from transition 

economies,” Journal of Comparative Economics, 41, pp. 294-308, 2013. 
F. Modigliani and M. H. Miller, “The cost of capital, corporation finance and the theory of investment,” The 

American economic review, pp. 261-297, 1958. 
P. Jiraporn, J. Kim, Y.S. Kim and P. Kitsabunnarat, “Capital structure and corporate governance quality: Evidence 

from the Institutional Shareholder Services (ISS),” International Review of Economics & Finance, 22 (1), pp. 
208-221, 2012. 

J.P.H. Fan, S. Titman, and G. Twite, G. “An International Comparison of Capital Structure and Debt Maturity 
Choices,” Journal of Financial & Quantitative Analysis, 47 (1), pp. 23-56, 2012. 

F. Modigliani and M. H. Miller, “Corporate income taxes and the cost of capital: a correction,” The American 
Economic Review, 53 (3), pp. 433-443, 1963. 

A. Antoniou, Y. Guney and K. Paudyal, “The determinants of capital structure: capital market-oriented versus bank-
oriented institutions”, Journal of financial and quantitative analysis, 43 (1), pp.59-92, 2008. 

R. Deesomsak, R. and K. Paudyal and G. Pescetto, “The determinants of capital structure: evidence from the Asia 
Pacific region,” Journal of multinational financial management, 14(4-5). pp. 387-405, 2004. 

R. G. Rajan and L. Zingales, “What do we know about capital structure? Some evidence from international data”, The 
journal of Finance, 50 (5), pp. 1421-1460, 1995. 

K. Joeveer, “Sources of Capital Structure: Evidence from Transition Countries (September 1, 2006). CERGE-EL 
Working Paper No. 306. Available: http://dx.doi.org/10.2139/ssrn.1130306 

R. De Haas and M. Peeters, “The Dynamic Adjustment towards Target Capital Structures of Firms in Transition 
Economies,” Economics of Transition, 14, 133-169, 2006. 

S. Titman and R. Wessels, “The determinants of capital structure choice,” The Journal of Fnance, 43 (1), pp. 1-19, 
1988. 

P. K. Oppong-Boakye, K. O. Appiah and J. K. Afolabi, Determinants of Capital Structure: Evidence from Ghanaian 
Firms,” Journal of Finance and Accounting, Vol.4, No.4, pp.1-10, 2013. 

I. R. Akintoye, “Sensitivity of Performance to Capital Structure,” European Journal of Social Sciences, 7(1), 1-9, 2008. 
S. Olorunfemi and D. F. David, “Capital Structure and Corporate Performance in the Nigeria Petroleum Industry,” 

Journal of Mathematics and Statistics, 6(2), pp. 168-173, 2010. 
Y. U. Oladimeji, “A micro level analysis of poverty among artisanal rural fishery in Kwara State, Nigeria,” Ethiopian 

Journal of Environmental Studies and Manangement 7(4), pp. 423-433, 2014. 

http://dx.doi.org/10.2139/ssrn.1130306


Idris Abdul-kemi, Clifford Tizhe Oaya & Mambula I.                                                                                                11 
 

 
 

 

 

A. A. Agboola and R. O. Salawu, “The determinants of Capital Structure of Large non financial listed firms in 
Nigeria”. The International Journal of Business and Finance Research, 2(2), pp.75-84, 2008. 

I. Ebaid, “The impact of capital-structure choice on firm performance: empirical evidence from Egypt”, The Journal 
of Risk Finance, vol. 10, no. 5, pp. pp.477–487, 2009. 

S. C. Myers, The capital structure puzzle, The journal of finance, 39 (3), pp. 574-592, 1984. 
S. C. Myers and N. S. Majluf, “Corporate financing and investment decisions when firms have information that 

investors do not have” Journal of financial economics, 13 (2), pp. 187-221, 1984. 
H. A. Al-Tally,  “An Investigation of The Effect of Financial Leverage on Firm Financial Performance in Saudi 

Arabia‟s Public Listed Companies,” Master of Business Administration (MBA), Indiana State University, USA 
Master of Science (Human Resource Development), Indiana State University, USA, 2012. 

M. J. Barclay, C. W. Smith Jr.  and E. Morellec, “On the Debt Capacity of Growth Options” The Journal of Business, 
Vol. 79, No. 1, pp. 37-60, 2006. 

 
Appendices 
 

 
 
 
Descriptive Statistics 



12                                                                                       Strategic Management Quarterly, Vol. 7, No. 1, March 2019 

 
 

 
 



Idris Abdul-kemi, Clifford Tizhe Oaya & Mambula I.                                                                                                13 
 

 
 

 

 

 
 
 
Multicollinearity Test 
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Random Effect Regression Test 
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