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Abstract: There exists divergence of opinion in literature on the relationship between capital structure and firm’s financial
performance. This mix of opinions makes the direction of the relationship between debt holders and equity holders to be
controversial. Therefore, this study investigated the impact of capital structure on financial performance of listed manufacturing
firms in Nigeria. The study formulated four hypotheses and used generalized least square multiple regression to analyze the
secondary data extracted from the annual reports and accounts of the 31 sampled firms for the period 2000 to 2023. The study found
that total debt, long-term debt and short-term debt have significant impact on the financial performance of listed manufacturing
firms in Nigeria. The study also found that total debt to total equity has no significant effect on the financial performance of the
firms. In view of the findings, it is recommended among others that the management of listed manufacturing firms should work very
hard to increase the short-term debt to total assets component of their capital structure, since it has positive impact on their financial
performance. Also, the firms should reduce the level of total debt to total assets and long-term debt to total assets in their capital
structure components because they affect their financial performance negatively.
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1.1 Introduction

The nature and extent of relationship between capital structure and financial performance of firms have attracted attention
in the literature of finance. Capital structure involves the decision about the combination of the various sources of funds a
firm uses to finance its operations and capital investments. These sources include the use of long-term debt finance called
debt financing, as well as preferred stock and common stock also called equity financing. One of the most important goals
of financial managers is to maximize shareholders wealth through determination of the best combination of financial
resources for a company and maximization of the company’s value by determining where to invest their resources. Capital
structure represents the major claims to a corporation’s asset. This includes the different types of equities and liabilities
(Riahi-Belkaoui, 1999). The debt-equity mix can take any of the following forms: 100% equity: 0% debt, 0% equity: 100%
debt; and X% equity: Y% debt. From these three alternatives, the first option is that of the unlevered firm, that is, the firm
shuns the advantage of leverage (if any).Option two is that of a firm that has no equity capital. This option may not actually
be realistic or possible in the real life economic situation, because no provider of funds will invest money in a firm without
equity capital. This partially explains the term trading on equity”, that is, the equity element that is present in the firm’s
capital structure that encourages the debt providers to give their scarce resources to the business. The third Option is the
most realistic one in that, it combined both ascertain percentage of debt and equity in the capital structure and thus, the
advantages of leverage (if any) is exploited. This mix of debt and equity has long been a subject of debate in finance literature
concerning its determination, evaluation and accounting.

Financial performance is the measure of how well a firm can use its assets from itsprimary business to generate revenues.
Erasmus (2008) noted that financial performance measures like profitability and liquidity among others provide a valuable
tool to stakeholders which aids in evaluating the past financial performance and current position of afirm. Financial
performance evaluation is designed to provide answers to a broad range of important questions, some of which include
whether the company has enough cash to meet all its obligations, is it generating sufficient volume of sales to justify recent
investment. Capital structure is closely linked with financial performance (Tian & Zeitun, 2007). Financial performance can
be measured by variables which involve productivity,profitability, growth or, even, customers™ satisfaction. These measures
are related amongeach other. Financial measurement is one of the tools which indicate the financial strengths, weaknesses,
opportunities and threats. Those measurements are return on investment (ROI),residual income (RI), earning per share
(EPS), dividend yield, return on assets (ROA), growth in sales, return on equity (ROE), e.t.c (Stanford, 2009).

The fact that manufacturing firms in Nigeria frequently use leverage to finance their operation through debt or equity or
both, the extent to which capital structure affects their operation has been an issue of concern. It has been argued that the
fastest trend through which a nation can achieve sustainable economic growth and development is neither by the level of its
endowed material resources or that of its vast human resources but technological innovation, enterprise development and
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industrial capacity. In the modern world, manufacturing sector is regarded as a basis for determining a nation economic

efficiency.

Arising from the strategic importance of the manufacturing sector to an economy such as Nigeria’s, it is important for
investors and shareholders to understand the effect of capital structure on the performance of manufacturing firms. This is
because capital structure decision on how to finance their assets by debt or by equity will affect relationship with the result
for any given period since it influences the returns and risks of shareholders and consequently affects the market value of
the shares. In view of this, it becomes imperative to study the relationship between capital structure and financial
performance of manufacturing firms in Nigeria.

1.2 Statement of the Problem

There has been an ongoing debate on the issue of capital structure and financial performance of firms. This controversy is
further narrowed down to identifying which of thevariables debated is most influential in predicting and determining the
capital structure of manufacturing firms. The choice of optimal capital structure of a firm is difficult to determine. A firm
has to issue various securities in a countless mixture to come acrossparticular combinations that can maximize its overall
value which means optimal capitalstructure. Optimal capital structure also means that with a minimum weighted-average
cost of capital, the value of a firm is maximized. Hence, the capability of a company in managing its financial policies is
important if the firm is to realize gains from its specialized resources. The nature and extent of relationship between capital
structure and financial performance of firms have attracted the attention of many researchers. The studies, which are largely
foreign based, have however revealed conflicting findings. However, they ignored short-term debt and long-term debt which
constitute other important forms of financing for manufacturing companies in Nigeria. Owing to these identified gaps, a
study that will cover the various forms of financingmix in order to address the following questions that remain unanswered
is desirable: to whatextent do total debt to total assets ratio, total debt to total equity ratio, and the ratios ofshort-term and
long-term debt to total assets affect the performance of manufacturing firms in Nigeria? This study attempts to provide
answers to this fundamental question.

1.3 Objectives of the Study

The overall objective of this study is to examine the impact of capital structure on the financial performance of listed
manufacturing firms in Nigeria. Specifically, the studysoughtto:
I Evaluate the extent to which total debt to total asset ratio affect financial performance of listed
manufacturing firms in Nigeria.
ii. Determine the effect of total debt to total equity ratio on financial performance of listed manufacturing
firms in Nigeria.
iii. Examine the impact of short-term debt to total assets ratio on financial performance of listed manufacturing
firms in Nigeria; and
iv. assess the influence of long-term debt to total assets ratio on financial performance of listed manufacturing
firms in Nigeria.

Literature Review

2.1 Capital Structure

Theoretical literature has documented a number of definitions of the term capitalstructure. Like most other terms in finance,
no consensus exists on any of the definitions.According to Aliu (2010), a firm’s capital structure refers to the combination
of its financialliabilities and its equities. It is the way a corporation finances its assets through some mix ofequity and debt.
In line with this, Abdul (2010), Saad (2010), Shehu (2011), Miheala (2012) and Ishaya and Abduljaleel (2014) referred to
it as a mix of different types ofsecurities (long-term debt, common stock) which are issued by a firm to finance its assets.
Semiu and Collins (2011) also referred to it as the proportions of capital at work in abusiness by type, namely, equity capital
and debt capital, each of which having its ownbenefits and drawbacks. From the foregoing, capital structure is simply a
firm’s financialframework, which comprises of firms retain earnings, debt financing and equity financinginorder to maintain
thebusinessentityin financingits operations.
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Capital structure is essential to how a firm finances its overall operations and growthby using different sources of funds.
Modigliani & Miller (M&M) theorem is the broadlyaccepted capital structure theory because it is the foundation of capital
structure theorywhich has been used by many researchers. It is recognized as a sort of structure with which firms receive
direction and orientation concerning their business activities. It is also the heart of both a market economy and a democratic
society. It is said to be the financingperformance of a firm (Simon & Afolabi, 2011). In addition, capital structure represents
ameans for decision making of business firms and facilitates maximization of return on investment, as well as boosting the
efficiency of financing and dividend decisions (Chandrasekharan, 2012). Financing decisions generally facilitate the
survival and growth of a business enterprise, which calls for the need to channel efforts of business towards realizing
efficientdecision, which will protect the shareholder’s interest.Capital structure decision is thusconsidered as one of the
effective tools of management to manage the cost of capital. A substantial part of wise corporate stewardship and
management attempts to find the appropriate capital structure in term of risks and return payoff or shareholders. The capital
structure of a firm consists of debt and equity. Debt is further classifiedinto short and long term. Accounting and finance
literature often discuss these componentsasratio of total assetsand of equity. Thecomponentsarediscussed hereunder.

2.2.1 TotalDebtto TotalAssets
The total debts to total assets measure the amount of the total funds provided by creditors in relation to the total assets of a
firm. Generally, creditors would prefer low ratio for all debts because the lower the ratio the greater is the cushion against
creditors losses inthe event of liquidation. Total debt to total assets is a debt ratio that defines the total amountof debt relative
to assets. This enables comparison of debt to be made across differentcompanies. The higher the ratio the better degree of
debt and consequently financial risk.This is a broad ratio that includes long term debt and short-term debt (borrowings
maturity within one year) as well as all tangible and in tangible assets (Akinsulire, 2014).
Debt ratio is a solvency ratio that measures firm’s total liabilities as percentage ofits total assets. In a sense, the debt ratio
shows a company’s ability to pay off its liabilities with its assets. In other words, this shows how many assets the company
must sell in order to pay off all of its liabilities. This ratio also measures the financial debt of a company.Companies with
higher levels of liabilities compared with assets are considered highlyindebted and riskier for lenders.It helps investors
andcreditors analyses the overalldebt burden on the company as well as a firm’s ability to pay off its debt in the
futureespecially during uncertain economic times. The debt ratio is calculated by dividing totalliabilities by total assets.
Both numbers can easily be found in the balance sheet. Alower debt ratio usually implies a more stable business withthe
potential of longevitybecause a company with lower ratio also has an overall debt posture. Each industry has
itsownbenchmarks fordebt, but0.5 isreasonable ratio(Ojo, 2012)
The debt ratio is a fundamental solvency ratio because creditors a real ways concerned about being repaid. When companies
borrow more money, their ratio increasesand creditors will no longer loan them money. Companies with higher debt ratios
are better off looking to equity financing to grow their operations. Debt ratios measure a firm’s ability to repay long term
debt. It is a financial ratio that indicates the percentage of a company’sassets that are provided via debt. It is the ratio total
debt, the sum of current liabilities andlong-term liabilitiesandtotalassetsaswellasthesumofcurrentasset, fixed assets and
other assets such as goodwill (Semiu & Collins, 2011).

2.2.2 TotalDebttoTotalEquity
Total debt to total equity ratios measures the proportion of creditorsfund in relationto shareholders’ fund. Creditowould like
this ratio to be lower, because the lower the ratiothe higher the level a of firm’s financing that is being provided by
shareholders and thelarger the cushion (margin of protection) in the event of shrinking asset values or
outrightlosses. Thisameasureofhowmuchsuppliers,lenders,creditorsandobligorshavecommitted to the company versus what
shareholders have committed (Kurfi, 2003). Totaldebt to total equity refers to the ratio of debt to equity capital of a company.
As a result ofthe payment of interest and repayment of principal amount of the debt, a large part of the firm’s cash flow
would decrease (Magpayo, 2011).
The debt-to-equity ratio shows the percentage of a company’s financing that comesfrom creditors and investors. A higher
debt to equity ratio indicates that more creditorsfinancing (bank loans) is used than investors financing (shareholders). The
debt-to-equityratio is considered a balance sheet because all of the elements are reported on the statementof financial
position. Each industry has different debt to equity ratio benchmarks, as someindustries tend to use more debt financing
than others. A debt ratio of 0.5 means that there are half as many liabilities as there is equity. In order words, the assets of
the company are funded 2 to 1 by investors to creditors. This means that investors own 66.6 cents on thedollar (Erasmus,
2008).
Companies with a higher debt to equity ratio are considered riskier to creditorsand investors than companies with a lower
ratio. Unlike equity financing, debt must berepaid to the lenders. Since debt financing also requires debt servicing or regular
interestpayments, debt can be a far cheaper form of financing than equity financing. Creditors viewa higher debt to equity
ratio as risky because it shows that investors have not funded theoperations as much as creditors have. In other words,
investors do not have as much skin inthe game as thecreditors do. Thiscouldmeanthat investors do notwanttofund
thebusinessoperations because the company isnotperforming well.Lackof performancemight also be the reason why the
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company is seeking for extra debt financing (Stanford,2009).

2.2.3 ShortTermDebt toTotalAssets

This measures how relative short-term debts to total asset of a firm are to be repaidwithin an accounting period. Some
scholars argued that the shorter the debt the better thefirm is in improving its performance. The short term debt to total assets
ratio is a measure ofthe financial leverage of the company. It tells what percentage of the assets is financed byshort term
debt. Short term debt is debt due for repayment within or less than 12 months andis not included in the long-term liabilities
figure on the statement of financial position. Itincludes creditors and accruals (Akinyomi, 2013). Short term debt to total
assets ratio is the ratio that represents the financial position of the company’s ability to meet its current financial
requirements. It shows the percentage of company assets that are financed with loans and other financial obligations that
last over a year. The short-term debt ratio is calculated by dividing current liabilities by total assets.Both of these numbers
can easily be found in the balance sheet. A lower debt ratio usually implies a more stable business with the potentially of
longevity because a company with lower ratio also has short term debt.

2.2.4 LongTermDebttoTotal Assets

Long-term debt to total assets measures the relative weight of long-term debt to thecapital structure (long-term financing)
of a firm’s long-term debt to- total assets. Long termdebt to total assets ratio is the ratio that represents the financial position
of the company’sability to meet its financial requirements. As this ratio is calculated yearly, decrease in theratio would
denote that the company is faring well, and is less dependent on debts for their business needs (Kurfi,
2003).Thehighertheleveloflong-termdebt,themoreimportantitis for a company to have positive revenue and steady cash
flow. It is very helpful for management to check its debt structure and determine its debt capacity (Akinsulire, 2014).The
long-term debt to total assets ratio is a measure of the financial leverage of acompany.Long term debt is debt due for
repayment in over 12 months and is not includedin the current liabilities figure on the balance sheet. It includes mortgages
and long-termleases, but not general trading liabilities (Akinyomi, 2013). A high ratio usually indicates a higher degree of
business risk because the company must meet principal and interest obligations. Potential creditors are reluctant to give
financing to a company with a high debt position. However, the magnitude of debt depends on the type of business. For
example, a bank may have a high debt ratio, but its assets are generally liquid. A utility can afford ahigher ratio
thanamanufacturer because its earnings are more stable (Khalaf, 2013).

2.2.5 Equity

Equity is the difference between the values of the assets/interest and the cost of the liabilities of something owned. In
accounting context, shareholders’ equity (stockholdersequity, shareholders’ funds, shareholders capital or similar terms)
represents the equity of acompany is divided among individual shareholders of common or preferred stock (Kurfi,2003).
Accounting shareholders are the cheapest risk bearers as they deal with the public. In financial accounting, owners equity
consists of the net asset which is the difference between the total assets of the entity and all its liabilities. Equity usually
appears on thestatement of financial position which is one of the four primary financial statements. Theassets of an entity
can be in tangible and intangible items. Intangible assets include itemssuch as brand names, copy rights or goodwill.
Tangible assets include land, equipment and cash (Akinsulire, 2014).

Equity is there residual interest in the assets of the entity after deducting all the liabilities (IASB framework). Equity is what
the owners of an entity have invested in anenterprise. It represents what the business owes to its owners. It is also a reflection
of thecapital left in the business after assets of the entity are used to pay off any outstanding liabilities. This is what the
owners take home in the event of liquidation of the entity (Erasmus, 2008). Equity is the owners® value in an asset or group
of assets. It is also refersto the value of the assets contributed by the owners. This is added to the total income earned and
retained by the company to give the company’s total equity value. This description of equity is correct but very simplistic.
A more profound description is really that usedbyhomeowner, that is, owners™ value in an asset or group of assets.It is
calculated by totalassetsminus total liabilities.

2.3 Financial Performance

A firm’s financial performance is of importance to investors, stakeholders, and theeconomy at large. Investors are interested
in the returns for their investment. A business thatisperformingwellcanbringbetterrewardtotheirinvestors.Financial
performance of a firm can increase the income of its staff, rendering quality product or services to its customers and creating
more goodwill in the environment it operates. A company that hasgood performance can generate more returns which can
lead to future opportunities that canin turn create employment and increase the wealth of people. Firm’s performance is
theability of a firm to achieve its objectives resources. According to Rahul (1997) a company’s performance in its ability to
achieve its target objectives from its available resources. Suleiman (2013) viewed a firm’s performance as the result of a
company’s assessment or strategy on how well a company accomplished its goals and objectives. Financial performance
provides a deductive measure of how well a company can use assets frombusiness operations to generate revenue. Van Horn
(2005) defined financial performance asa subjective measure of how well a firm can use assets from its primary mode of
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business and generate revenues. This term according to Pandey (2001) is used as a general measure of the overall financial
health of a business. Research on the firm’s financial performance emanates from organizations theory and strategic
management. The notion of financial performance is used to describe performance of an entity with the legal status of a
company. The concept of financial performance is a controversial issue in finance due to its multidimensional meaning. In
analyzing a firm’s financial performance, emphasis should be made in formulating an adequate description of the concept
of a financial performance. Measuring of firms’ financial performance is one of the management strategic functions aimed
at satisfying the interest of shareholders and other stakeholders in a company. Firm’s performance appraisal involves a
periodic and systematic evaluation of itsoperations to determine the achievements of the firm’s objectives. Evaluation of a
firm’sperformance requires the use of certain principles that may be either internal or external. Internal principles are the
ability of a company to achieve its stated objectives, while external principles refer to the comparison of a company with its
competitors in the industryin order to develop a good business strategy that will enable the firm to compete favourably in
the market. The existing research on the relationship between capital structure and financialperformance used different
methods of measuring firms* financial performance. Most of the previous studies on firm in financial performance measured
firm performance from the accounting based or market-based methods of measuring company’s financial performance.
Methodology

3.1 Research Design
Correlation research design was adopted based on positivism paradigm. This is because the study attempts to measure the
relationship between capital structure and financial performance of listed manufacturing firms in Nigeria. Correlation design
does not only establish relationship between variables but show cause and effect relationship between dependent and
independent variables.

3.2 Population and Sampling Procedure of the Study
The population of this study consists of the 102 manufacturing firms listed on the Nigerian Exchange Limited as at December
2023. The firms are classified into eight (8) sub-subsectors. For the purpose of this study, stratified and random sampling
techniques are used considering the sectorial grouping of firms in the stock market. The sample size of thestudy is thirty-
one (31) manufacturing firms drawn from the defined population and it is arrived at by using Yamane sample size formula,
which is represented thus:

n=N/ (1 +Ne”2)
Where, n =Number of samples

N=Total population e=Error
tolerance
Hence:n=102/1 +100 (0.15)? =31

3.3 Sources and Method of Data Collection

This study used secondary sources of data. The data were obtained from the annual reports and accounts of the sampled
manufacturing firms and Nigerian Exchange Limited FactBook. Secondary data were used due to the nature of the variables
under study. Cross-sectional/time series data were extracted from the annual reports and accounts of the firmsfor the purpose
of assessing the relationship between the variables of the study. Panel datawere used in the study in order to detect and
measure effect that cannot be simply observedby pure cross section or pure time series data. The data also suited the study
dynamics of change and complicated behavioral pattern (Gujarati &Porter, 2009).

3.4 Techniqueof DataAnalysis

Panel multiple regression was used to analyze the data in order to establish relationship between the variables. Multiple
regression was considered appropriate in view of the fact that it helps in not only establishing relationship between variables
but shows theeffect cause and effect relationship. In order to achieve reliability of the result, robustness tests that include
multicollinearity test, Hausmantest and heteroskedasticity test were conducted.

3.5 VariablesMeasurement

The variables of the study consist of dependent variable, financial performance measured by return on assets (ROA), and
independent variable, capital structure proxied bytotal debt to total assets (TDTA), total debt to total equity (TDTE), short-
term debt to totalassets (STTA) and long-term debt to total assets (LTTA).

3.6 Model Specification
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The model that was used in testing the hypotheses of the study is presented below:
ROAi= BotBiTDTAr+B2TDTEirt+BsSTTAir+-BaL T T Air+Eit

Where:

ROA=Return on asset

BoB1Pa=parameters tobeestimated TDTA = Total-
debt to total assetsTDTE = Total-debt to total
equitySTTA = Short-debt to total assetsLTTA =
Long-debttototal assets

&E=error term signifying other variables not captured in the study

3.7 Diagnosticand RobustnessTests

The following robustness tests were conducted in order to improve thevalidity oftheresults:

() Multicollinearity Test: The study adopted multiple regression models to ascertain the association
between the independent and dependent variables. Where the association is highly correlated,
multicollinearity exists. For that thestudy tested for it, to see the possibility of its existence or otherwise.
This was done using variance inflation factor (VIF) and tolerance value.

(if)  Heteroskedasticity Test: The study deals with observations that constitute different sizes, some are in
decimal while others in units, and that heteroskedasticity sometimes occurs when there is a large
difference among thesizes of observations. For that, the study had to run a heteroskedasticity test inorder
to see its existence or otherwise. It was done using Breusch-pagan/cook-weisberg test for
heteroskedasticity.

(iif)  Hausman Test: In view of the fact that both fixed and random effect tests wereconducted, Hausman test
was used to decide the best out of the two results. Thetest enabled the researcher to choose the most
appropriate between the fixed andrandomeffect models.

Data Analysis and Interpretation
4.1 Data Presentation
This chapter analyses and interprets the results obtained for the study. The chapter begins with descriptive statistics and

correlation matrix. It then presents the regressionresults and discusses the findings in light of previous studies. The chapter
concludes withhighlightof thepolicyimplications of thefindings.

4.2 DescriptiveStatistics
The summary of the descriptive statistics of the variables are presented in table4.1.

Tabled.1 DescriptiveStatistics

Variables Min. Max. Mean Std.Dev.
ROA -5.265 14.573 0.2364194 1.268423
TDTA 0.043 19.6572 6.987807 7.151588
TDTE 0.030 72.755 8.203064 10.15754
LTTA 0.000 30.648 0.8527 2.607513
STTA 0.110 56.932 1.747409 6.034367

SOURCE: Extract from STATA Output, 2025

Table 4.1presents the descriptive statistics for the dependent and explanatory variables. From the table, return on assets has
minimum and maximum valuesof-5.265and 14.573 respectively and the mean value of 0.2364 as well as the standard
deviation value 0f1.2684. The standard deviation of 1.2684 signifies that the data deviate from the mean valuefrom both
sides by 1.2684 implying that there is a wide dispersion of the data from the mean because standard deviation is higher than
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the mean value. The table also shows that the mean of the total debt to total assets of the sampled firms is6.9878with standard
deviationof7.1516,and minimum and maximum values of 0.043 and 19.6572 respectively. This implies that the performance
of the firms in terms oftotal debt to total assets is on average 6.9878, and the standard deviation value indicates thatthe total
debt to total assets of the sampled firms deviates from the mean value from both sides by 7.1516, implying that there is
significant dispersion of the data from the mean because the standard deviation is higher. Moreover, the table shows that the
mean of the total debt to total equity of the firmsis 8.2031 with standard deviation of 10.1575. The minimum and maximum
values are 0.030and 72.755 respectively. This implies that total debt to total equity of thesampled firms ison average 8.2031,
and the standard deviation value indicates that the value deviates from the mean from bothsidesby10.1575, implying that
there is significant dispersion of the data from the mean because the standard deviation is larger.

Furthermore, the table shows that the mean of the long-term debt to total assets ofthe firms is 0.8527 with standard deviation
of 2.6075. The minimum and maximum values are of 0.000 and 30.648 respectively. This implies that long term debt to
total assets of thefirms is on average 0.8527.The standard deviation indicates that the value of the firms*“long term debt to
total assets deviates from the mean value from both sides by 2.6075. Thisimplies that there is significant dispersion of the
data from the mean because the standard deviation is higher. Finally, the table portrays that the short-term debt to total assets
has an average valueofl.7474 with standard deviationof6.0344.The minimum and maximum valuesare0.011 and 56.932
respectively. The standard deviation indicates that the value of short-term debt tototal assets of the firms deviates from the
mean value from both sides by 6.0344. Thisfurther implies that there is widely dispersed data from the mean because the
standarddeviationis large.

4.3 CorrelationMatrix

The correlation matrix explains the degree of relationship between the dependent and independent variables of the study as
well as the independent variables among themselves. The summary of the associations among the variables of the study is
presented in table 4.2, while the full result is attached as appendix (11B)

Table4.2 Correlation Matrix

Variables ROA TDTA TDTE LTTA STTA
ROA 1
TDTA 0.0191 1
(0.7958)
TDTE 0.2323%** -0.2766%*** 1
(0.0014) (0.0001)
LTTA 0.0770 0.0350 0.4854*** 1
(0.2961) (0.6351) (0.0000)
STTA 0.5110%** 0.2065*** 0.5706%** 0.4732%** 1
(0.0000) (0.0047) (0.0000) (0.0000)

SOURCE:STATAOutput,2025

Table 4.2 reveals that total debt to total equity and short-term debt to total assets of thefirms are positively and strongly
correlated with return on assets. The values of 0.2323 and0.5110 of the variables indicated p-values of 0.0014 and 0.0000
that are all significant at 1%respectively. In contrast, total debt to total assets and long-term debt to total assets respectively
have positive relationship with return on assets that is not statistically significant. The relationship of the independent
variables among themselves indicates that totaldebt to total equity and total debt to total assets are negatively correlated
among themselves.On the other hand, the relationship between short term debt to total assets and total debt tototal assets,
long term debt to total assets and total debt to total equity, short term debt tototal assets and total debt to total equity, and
short-term debt to total assets and long termdebt to total assets are positively related among themselves. Although some of
the variables exhibited strong association, the overall relationship for the independent variables among themselves is not
significant, though this may not been ought to surmise that multicollinearity exists among the explanatory or exogenous
variables of the study unless the variance inflation factor and tolerance values are comparatively beyond the establishedrule
of thumb. Thus, the tolerance value and variance inflation factor (VIF) are advancedmeasures for assessing harmful
multicollinearity among explanatory variables. The varianceinflation factor and tolerance values are determined with the
use of STATA 10 and werefound to be concurrently smaller than ten and one respectively, indicating the absence ofharmful
multicollinearity. This therefore, indicates the adequacy of fitting the model of thestudywith fourindependent variables.

4.4 Analysis of Regression Results and Discussion of Findings

In view of the nature of the data, both fixed effect and random effect models weretested. Hausman specification test was
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then used to decide between the two results. Theresult from the Hausman test revealed a Chi2 value of 34.34 with p-value
of 0.000 that isstatistically significant at 1%. This implies that the test considered the fixed effect as the most appropriate
estimator. The full results of the fixed and random effect as well as Hausman test. In view of this, the fixed effect model
was used for analysis.

Table4.3 presents the summary of the fixed effect multiple regression results obtained

Table4.3RegressionResults

Variables Coefficient T-Values P-Values Tolerance VIF
Constant 0.5994104 2.58 0.011

TDTA -0.0550336 -2.19 0.030 0.721016 1.39
TDTE -0.0206729 -0.94 0.348 0.465383 2.15
LTTA -0.1892773 -5.42 0.000 0.701805 1.42
STTA 0.2017568 7.89 0.000 0.507822 1.97
R2 0.4995

Wald Chi? 37.67

Prob.Chi? 0.0000

Source:STATA Output,2025

Table4.3showsthatthefunctionalrelationshipbetweenthedependentandindependentvariablesis:
ROA=0.5994 -0.0550TDTA -0.0207TDTE-0.1893LTTA + 0.2018STTA

The table showed that total debt to total assets has negative significant impact on thefinancial performance of listed
manufacturing firms in Nigeria. This can be observed fromthe value of beta the coefficient of -0.0550336 with p-value of
0.030 indicating that the p-value is statistically significantat 5%. This implies that total debt to total assets as one of the
proxies of capital structure that significantly affect the financial performance of listed manufacturing firms in Nigeria. The
results serve as a basis for rejecting the first hypothesis, which states that total debt to total assets has no significant impact
on thefinancial performance of listed manufacturing firms in Nigeria. The result supports? The findings of Song (2006),
Fosberg and Ghosh (2006), Zaitun and Tain (2007), Ebaid (2009),Mramor and Cringoji (2009), Heydar et al (2012) and
Abolfazl et al (2013) who found that total debt to total assets is negatively and significantly associated with performance of
firms and the findings of Jude (2013) and Mathanikaetal (2015) who found a positive insignificant relationship between
total debt to total assets and financial performance. The table also revealed that total debt to total equity has negative
insignificant impact on the financial performance of listed manufacturing firms in Nigeria. This can beseen from the value
of the beta coefficient of -0.0206729 with p-value of 0.348 indicatingthat the p-value is not statistically significant. This
implies that total debt to total equity doesnot have significant effect on the financial performance of the firms. The result
could notprovide sufficient evidence to reject the second hypothesis, which states that total debt tototal equity has no
significant impact on the financial performance of listed manufacturingfirms in Nigeria. This is in line with the findings of
Cengiz, Yunus and Sukriye (2013) who reported negative insignificant relationship between total debt to total equity and
firms*“financialperformance. TheresultishoweverincontrastwiththefindingsofGholamregetal (2013), Sulieman (2013),
Amara and Bilal (2014) and Maina and Ishmail (2014)who found that total debt to total equity is negatively and significantly
associated with performance of firms and the findings of Heydar (2012), Karadeniz et al (2012), Simon and Afolabi (2012),
Khalaf (2013) and Idodeet al (2014) who found a positive significant relationship between total debt to total equity and
financial performance. Furthermore, the result showed that long term debt to total assets is negatively andsignificantly
correlated with the financial performance of listed manufacturing firms inNigeria. The beta coefficient of the variable is -
0.1892773 and the p-value is 0.000 which issignificant at 1% level of significance. This indicates that long term debt to total
assets hasnegative significant impact on the financial performance of firms. The implication of thisfinding is that the lower
the long-term debt to total assets ratio of a firm the better thequantum of profit to be reported by the firm. The result provided
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a basis for rejecting thethird hypothesis, which states that long-term debt to total assets has significant effect on the
performance of listed manufacturing firms in Nigeria. This is in line with the findings of Zaitun and Tian (2007), Ngoc and
Jeremy (2011), Muhammad et al (2012) and Rasa and Jurgita (2012) who found negative significant relationship between
long-term debt to totalassets ratio and financial performance and findings of Rafiu, Taiwo and Dauda (2012) whoreported
positive significant relationship between long-term debt to total asset and firms financial performance. The result is however
in contrast with the findings of Karadeniz et al (2012), Khalaf (2013) and Amara and Bilal (2014) who found that total debt
to total assets is positively and insignificantly associated with performance of firms. Finally, the table revealed a value of
beta coefficient of 0.2017568with p-value of 0.000 for short term debt to total assets ratio. This signifies that short term debt
to total assets has strong positive influence on the financial performance of listed manufacturingfirms in Nigeria at 1% level
of significance. The result implies that short term debt to totalassets increase the financial performance of the firms. The
result provides evidence of rejecting the fourth hypothesis that assumed short-term debt to total assets has no significant
impactontheperformanceoflistedmanufacturingfirmsinNigeria. Theresultisinlinewith the findings of Akinyomi (2013),
Maina and Kondongo (2013) and Abdullah (2014)who reported positive significant relationship between short-term debt to
total assets ratioand firms™ financial performance. The result is contrary to the findings of Abdul (2010),Lorpev and
Kwanum (2012) and Khalaf (2013) who found that short-term debt to total assets is negatively and insignificantly associated
with performance of firms. The combined and overall effect of the predictor variables on the explained variable showed that
the model is adequate and free frommisspecification.TheWaldChi?value of 37.67 with Prob. Chi? of 0.0000 which is
significant at 1% level of significance shows thatthe model is well fitted with the variables of the study. Furthermore, the
coefficient ofdetermination R? which stands at 50% indicates the proportion of the total variation independent variable
(return on assets) that is explained by the independent variables. Thissignifies that 50% of the total variation in financial
performance of listed manufacturingfirms in Nigeria is caused by the combined effect of the ratios of total debt to total
assets, total debt to total equity, long term debt to total asset and short term debt to total assets; while there maining50% is
caused by other factors not captured in the model of the study. To enable comparison of the three results, table 4.4 presents
summary of the Pooled OLS, Fixed and Random effects models.

Table4.4Summaryof PooledOLS,FixedandRandomeffectsModels

Variables PooledOLS Fixed Random
TDTA -0.0266** -0.0550** -0.0340**
TDTE -0.0142 -0.2067 -0.0158
LTTA -0.0938*** -0.1893*** -0.1469***
STTA 0.1468*** 0.2018*** 0.1724***
CONS 0.3624** 0.5994** 0.4269**
CHI? 119.2213
N 186 186 186

R? 0.3126 0.4994

Source:STATA Output,2025

From table 4.4 both LTTA and STTA turned a p-value that is statistically significantat 1% for all the three models. In
addition, the models returned p-values that are significantat 1% with respect to TDTA. This implies that though the R?
values of pooled OLS andfixed model are different, in terms of level of significance of the p-values, the models
areverysimilar.
4.5Policy Implications of the Research Findings
The study has a number of theoretical, practical and regulatory implications. Onemajor implication is that manufacturing
firms are the main source of raw materials, goodsand services needed by individuals to build their personal houses, corporate
entities toexpand their branch network and government to provide the needed infrastructural facilitiesfor its citizens. The
outcome of this study could be used by manufacturing firms on sourcesof capital decision, as well as proper utilization of
its capital. Based on the result the firms would understand the need to focus more attention on capital structure decision
regarding how to finance their assets by debtor by equity as such decision would affect relationship with the final result for
any given periods influences the returns and risks of shareholders and consequently the market value of the shares. The
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results of this study could also be used by the regulatory authorities in deciding on the most appropriate ways ofincreasing
their assets and expanding the scope of their operations in order to maintainoptimal levels of total debt, long-term debt and
short-term debt in view of the directions of association that exist between the ratios of these three types of debt and financial
performance. Theoretically, the study has implication on the understanding of both researchers and practitioners about the
nature and extent of the relationship that exist between capital structure and performance. This will go a long way in
contributing to existing literature on the subject matter and providing frontier for further studies.

Conclusions and Recommendations

5.1 Conclusion

As a corollary of the discussion and analysis in the preceding chapter, the study concludes as follows: Firstly, the study
found a negative significant association between total debt to totalassets ratio and financial performance. It is therefore
concluded that total debt to total asset is one of the variables of capital structure that contribute in influencing financial
performance of listed manufacturing firms in Nigeria.
In addition, the study found a negative insignificant association between total debt tototal equity ratio and financial
performance of listed manufacturing firms in Nigeria. Thus, the study concluded that total debt to total equity is not one of
the factors that influence the financial performance of listed manufacturing firms in Nigeria. Furthermore, long-term debt
to total assets ratio was found to have negative significant impact on financial performance of listed manufacturing firms in
Nigeria. Thestudy, therefore, concluded that long-term debt to total assets ratio is one of the strong determinants of the
financial performance of listed manufacturing firms in Nigeria. More so, the study found a positive significant relationship
between the ratio ofshort-term debt to total assets and the financial performance of listed manufacturing firms in Nigeria.
Thus, the study concluded that short-term debt to total asset is amongst the determinants of the financial performance of
listed manufacturing firms in Nigeria.

5.2  Recommendations

In line with the findings of the study, the following recommendations are made:
The management of Nigerian listed manufacturing firms should work very hard to optimize the capital structure of their
listed manufacturing firms in order to increase thefinancial performance.They can do that through ensuring that their capital
structure is optimal.
The Management of Nigerian listed manufacturing firms should increase their commitments into short term debt to total
asset in order to improve financial performancefrom their business operation. This is in line with the findings of this study
that the short-term debt of listed manufacturing firms in Nigeria influences their financial performancepositively.
The Management of Nigerian listed manufacturing firms should be concerned aboutthe level of their total debt to total
equity, for better financial performance. This is becausethe findings of this study revealed a negative insignificant
relationship the variables andfinancialperformance.
Stakeholders of listed Manufacturing firms in Nigeria should also reduce the level of total debt to total assets and long-term
debt of any firm in order to improve financial performance. This is in line with the findings of this study that revealed a
negative significant impact of total debt and long-term debt on financial performance of listed manufacturing firms in
Nigeria.
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