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Abstract  

This study determined the effect of size of company on debt of consumer goods manufacturing 

companies in Nigeria. Ex-Post Facto research design was adopted. The population of the 

study consist eighteen (18) quoted consumer goods manufacturing companies that were 

continuously quoted on Nigerian Exchange Group. Data were sourced from annual reports 

and accounts of the sampled companies. The regression result shows that there is a 

significant positive effect between total debt and firm size of quoted consumer goods 

companies in Nigeria. Financial institutions and debt suppliers should assist enterprises by 

charging lower financing costs, according to the study. The lower cost of debt financing 

lowers the needed rate of return on the capital project being financed, increasing the 

company's size. 
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Introduction    

Financial managers have experimented with numerous capital structures in order to achieve 

their aim, which is mostly based on quantitative performance (Gweyi & Karanja, 2014). 

Decisions about a company's financial and capital structure play a significant role in its 

management. This is because firms' decisions on which forms of funding to use result in 

diverse capital structures, which can have varying effects on a firm's performance (Pandey & 

Sahu, 2019). As a result, funding decisions are one of the most important aspects of corporate 

management. As a result, the capital structure that a company chooses can have a variety of 

effects on its success. However, there are a variety of viewpoints on capital structure 

research, some of which support previous hypotheses (Modigliani and Miller, 1958). Other 

research focuses on the agency costs and pecking order theories, which suggest that 

businesses should balance their capital structures to achieve an ideal structure that will 

increase their performance (Ibrahim & Zulkafli, 2018).  

Because it aids in the assignment of debt and equity into the financing profile, capital 

structure is critical to a firm's financing decision. Debts are monies raised by borrowing 

(mostly from banks and the loan market), whereas equities are funds raised through stock 

sales (securities). The firm reserves the right to select between the two or to pursue a 

combination of debt and equity or hybrid instruments; the ultimate goal is to make decisions 

based on efficiency in terms of minimizing costs while simultaneously generating maximum 

returns (Adepoju, 2021). 

One of the main reasons capital structure is essential is because it has a number of 

ramifications for corporate performance, which is why numerous studies have been 

conducted. Modigliani and Miller (1958) emphasized that a firm's capital structure has no 

impact on its performance under perfect conditions and without bankruptcy expenses. 

Various studies, such as Cheng, Liu & Chien, (2010) and Myers (2001), corroborate 

Modigliani and Miller's theory of capital structure's irrelevance. These authors argue that a 

company's capital structure has no bearing on its success. However, recent research by Goh, 

Tai, Rasli, Tan & Zakuan (2018), Nenu et al. (2018), and Wu (2019) has shown that capital 

structure is important and effects company performance and value. According to these 

experts, combining finance in an unsuitable way might be difficult for managers and 

organizations' prospects. While the argument regarding the relevance of capital structure is 

inconclusive, some research, such as Vu, Phan & Le. (2018) believe that an argument about 

capital structure's relevance is useless unless it is done in conjunction with a firm's ownership 

structure.  

There is little research from underdeveloped countries that give evidence. In the research on 

financing decisions, the factors of capital structure of Ethiopian enterprises are still under-

explored. According to the researcher's access and knowledge, Maqbool, Basheer, and Munib 

(2017) performed research on the determinants of capital structure. Non-debt tax-shield, 

economic risk, profitability, growth, tangibility, and age all had a negative coefficient of 

connection with debt to equity ratio (Ashenafi, 2005). The determinants of capital structure: 

evidence from Jordanian service enterprises was researched by Omar and AL-Tahat (2020). 

Laura and Viorela-Ligia (2014) analyze the relative impact of five factors in determining the 

capital structure of Romanian companies listed on the Bucharest Stock Exchange. Mishelle 

(2021) demonstrated that owner-managers can raise business value more effectively with 

borrowed capital than non-owner managers. 

The results of empirical studies into the drivers of capital structure are inconclusive and 

conflicting, ranging from positive to negative statistically insignificant relationships and done 
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primarily in foreign countries. This makes studying the factors of capital structure of 

consumer products manufacturing enterprises in Nigeria more appealing. This study 

ascertains the effect of size of company on debt of consumer goods manufacturing companies 

in Nigeria. 

 

Literature Review 

Capital Structure 

Firms must continuously deconstruct their portfolios of debt, equity, and hybrid instruments 

to finance assets, operations, and future expansion due to the primacy of capital structure. 

However, in fact, capital structure can be extremely complicated, involving a variety of 

sources (conventional and unconventional). In terms of corporate finance behavior and 

practices, capital structure theories provide useful insight. As a result, a funding decision 

could have a significant impact on the achievement of organizational goals and objectives. 

For example, Ramadan and Ramadan (2015) discovered that the most profitable 

organizations borrow less to meet their financial demands, which invariably supports the 

pecking order theory, which establishes an inverse relationship between borrowing and 

corporate profitability. According to Lemma and Negash (2014), a more lucrative firm 

adjusts its capital structure more frequently than a less profitable one.  

The majority of businesses fail as a result of financial decisions made by management and 

owners. This is because the majority of businesses and organizations fail or perform badly as 

a result of the numerous hurdles that managers and owners confront when making financial 

decisions (Migliori, Maturo & Paolone, 2018). After the creation of Modigliani and Miller's 

(1958) capital structure, these phenomena drew a lot of attention from financial economists. 

The capital structure of a firm is characterized as a mix of diverse sources of money, such as 

equity capital, preference shares, and debt. Furthermore, capital structure refers to a 

company's overall financing structure, which includes a combination of specific retained 

earnings, short-term debt, long-term debt, equity capital, and preferred shares (Awais, Iqbal, 

Iqbal & Khursheed, 2016; Wu, 2019). 

Debt-Equity Ratio 

The debt-to-equity ratio is a measurement of the capital contributed by creditors versus the 

capital contributed by shareholders. It also demonstrates the extent to which a company's 

shareholders' equity can meet its creditors' obligations in the event of liquidation (Averkamp, 

2019). The debt-to-equity ratio is a long-term solvency statistic that assesses a company's 

long-term financial practices. The debt to equity ratio is also known as the "external-internal 

equity ratio" since it expresses the link between external equity (liabilities) and internal 

equity (stockholder's equity). This financial calculator estimates how much borrowed capital 

(debt) may be paid off with shareholder contributions in the event of a liquidation. It's used to 

measure a company's financial leverage and soundness, and it's usually generated using data 

from the previous fiscal year. A low debt-to-equity ratio is advantageous from an investment 

standpoint because it is less risky' in times of rising interest rates, attracting new cash for 

further investment and business expansion. Creditors like a low debt-to-equity ratio because a 

low ratio (less than 1) indicates that their money is better protected. However, stockholders 

prefer to benefit from funds provided by creditors, hence a high debt to equity ratio is 

desirable (Peterson 2009).  

Divide a company's total liabilities by its shareholder equity to get the debt-to-equity (D/E) 

ratio. These figures can be seen on a company's financial statements' statement of financial 

situation. The ratio is used to determine the financial leverage of a corporation. 
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Debt-to-equity (D/E) ratio =  __Total Liabilities __ 

                                                                               Shareholders’ equity  

Size of Company 

In capital structure study, size is one of the most frequently accepted variables. There is a 

skewed relationship between size and leverage. According to the Static trade-off approach, 

the larger the company is, the more likely it is to issue debt, resulting in a positive association 

between debt and size. One of the reasons for this is that the chance of bankruptcy is reduced 

the larger the company (Titman and Wessels, 1988).  

Rajan and Zingales (1995) hypothesized that this link could be negative under the Pecking 

order theory. Larger organizations have less asymmetrical information, which reduces the 

odds of the new stock issue being undervalued and encourages large enterprises to seek 

equity financing. This means that there is a negative relationship between size and leverage 

of the firm. 

Empirical Review 

Few empirical research have been conducted to investigate the factors that influence capital 

structure. Adepoju (2021) investigated the effects of capital structure on the performance of 

the Oil & Gas and Manufacturing sectors in the United States, as well as the disparities in 

their dynamics. The study uses secondary data from the New York Stock Exchange 

(NYSE)/NASDAQ for a ten-year period, from 2010 to 2019. The estimation findings were 

generated using E-View 9.0. The findings demonstrate that, while debt structure enhanced 

business performance, a significant rise in such leverage tends to lower firm performance for 

all of the firms studied. Between 2014 and 2018, Omar and AL-Tahat (2020) investigated 

capital structure determinants for service enterprises in Jordan. The panel regression method 

was used to evaluate secondary data from 45 organizations. The findings reveal that the 

independent variables, which are recommended as capital structure determinants, have an 

impact on service organizations' debt ratio. Profitability and company risk have a negative 

significant impact on the debt ratio, while size and non-debt tax shield have a positive 

significant impact. Fixed assets are not used as collateral in Jordanian service companies, and 

enterprises with larger collateral values tend to borrow less debt. Laura and Viorela-Ligia 

(2014) analyze the relative impact of five factors in capital structure decisions of Romanian 

companies listed on the Bucharest Stock Exchange and operating in the construction sector. 

The study is based on panel data estimations on a sample of 20 businesses during a three-year 

period (2009-2011). Simple and multiple linear regressions can be generated using the 

ordinary least squares approach and the fixed effects model. The findings reveal that 

profitability and liquidity measures have a negative impact on Romanian enterprises' overall 

debt ratio. From 2010 to 2012, Gweyi, Minoo, and Luyali (2013) examined the determinants 

of leverage in Kenyan Savings and Credit Co-operative Societies. A regression model was 

used to analyze the data, with the explanatory factors being business size, growth rate, 

liquidity profitability, and tangibility, and the explained variable being the leverage ratio. 

There were statistically significant connections for Saccos, according to the findings. The 

study's findings found that, at a 95% confidence level, company size has a significant 

association with leverage, whereas liquidity and tangibility have a significant relationship 

with leverage at a 95% confidence level. Ala'a (2013) looked at the link between financing 

and investment decisions, specifically the impact of financial constraints on a firm's 

investment decision. The study looked into how financial constraints affected different firms 

by looking at how firm variables such as size, age, dividend payout ratio, and market listing 

influenced the reliance on internal cash flow. Jordanian enterprises are financially 

constrained, according to the study, but these limitations do not appear to be tied to firm 
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characteristics. Furthermore, the findings revealed that Jordanian businesses financed their 

investments with debt rather than equity. The lawsuits revealed that Jordanian businesses 

adhered to the pecking order hypothesis, which states that profitability and liquidity have a 

detrimental impact on debt levels. Because indices of the financial health of the enterprises 

affect their capital structure, size and market to book value have a positive impact, supporting 

the assumption that there are considerable limits on debt financing. There's also evidence that 

ownership structure affects a company's ability to borrow money. A study published in 2013 

looked into the relationship between capital structure and shareholder for companies 

registered on the Nairobi Securities Exchange. The analysis included all 60 companies listed 

on the NSE.  The study included 40 companies that were stratified by time periods for a five-

year period between 2007 and 2011. The information gathered from the secondary source 

was quantitative. SPSS Version 20 was used to conduct the data analysis, which included 

inferential statistics and the use of a multiple regression model. The study employed an 

empirical model to examine the relationship between capital structure and shareholder value 

for companies listed on the Nairobi Securities Exchange. The study's findings indicated that 

leverage and the Market to Book ratio have a negative relationship. From 2008 to 2012, 

Goyal (2013) investigated the impact of capital structure on the profitability of public sector 

banks listed on the national stock exchange in India. The link between Return on Equity, 

Return on Assets, and EPS with capital structure was established using regression analysis. 

Short-term debt was found to have a positive association with profitability as assessed by 

ROE, ROA, and EPS. From 2005 to 2014, Rufus and Ofoegbu (2017) investigated the impact 

of capital structure on the financial performance of Nigerian listed construction and real 

estate enterprises. The study employed an Ex Post Facto research design, which entailed 

assembling a panel dataset from published annual financial statements of companies in the 

Construction and Estate Sector listed on the Nigerian Stock Exchange from 2005 to 2014. 

The data was analyzed using pooled ordinary least square regression to determine the 

connection between a dependent variable and one or more independent variables. The 

research found that capital structure has a positive and large impact on financial performance 

proxies such as Earnings Per Share, Return on Capital Employed, and Return on Equity, but 

has a negligible impact on Return on Assets. The study's findings show that the capital 

structure of firms in the Construction and Real Estate Sector listed on the Nigerian Stock 

Exchange has a considerable impact on their financial success, as measured by the following 

performance proxies (Earnings per Share). Return on Capital Employed and Return on Equity 

have a major impact on return on assets, but not on return on assets. It also includes new 

research on the capital structure and performance of Nigeria's construction and real estate 

industries. Amenawo and Ajaude (2017) examined the capital structure and performance of 

Nigerian quoted companies. The goal was to find a link between capital structure and key 

performance indicators including net profit margin, return on assets, and return on equity. 

The findings revealed that capital mix has a substantial association with earnings per share of 

Nigerian traded companies. In Nigeria, the debt equity ratio has a substantial positive impact 

on the return on assets of publicly traded companies, while the debt asset ratio has a 

significant negative association. In addition, the debt equity ratio has a strong inverse impact 

on the return on equity of quoted companies in Nigeria, whereas the debt asset ratio has a big 

positive impact. When there are good investment prospects, quoted firms in Nigeria should 

invest their revenues and pay cash dividends as soon as enough income is created. During the 

period 1978-2016, Ateyah (2018) sought to determine the influence of dividends, net income 

after taxes, and earnings per share on the market capitalization of companies listed on the 

Amman Stock Exchange in Jordan. The data was analyzed using the E-views tool, and the 

results revealed a statistically significant positive association between dividends and market 

capitalization. In addition, there is a positive association between net income after taxes and 
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the market capitalization of Amman Stock Exchange listed companies. The analysis 

discovered that there is no statistically significant relationship between earnings per share and 

market capitalization, implying that investors care about dividends and net income after taxes 

when they demand shares, but not earnings per share. Merugu, Bhanu, and Ravindar (2018) 

examined the impact of capital structure on created shareholder value in 77 Indian 

pharmaceutical firms listed on the BSE during a 9-year period from 2007 to 2015, using CSV 

as a shareholder value measure. The study demonstrated that in the absence of tax, factors 

such as debt—equity ratio, long-term debt ratio, and short-term debt ratio had positive 

correlations with CSV and are negatively connected to total debt ratio using balanced panel 

data and regression models. 

 

Methodology 

Research Design 

Ex-Post Facto research design was employed in this study, since the study sought to establish 

cause-effect relationship and the researcher has no control over the variables under study. 

This design is very appropriate where it is not possible for the researcher to directly 

manipulate the independent variable (Farrar, 2017). 

Population of the Study 

The population for this study consists of the twenty (20) consumer goods manufacturing 

companies quoted on the floor of Nigeria Stock Exchange as at 31
st
 December, 2020. 

Purposive sampling technique was adopted to select the sample size of this study. The sample 

size of this study consists of eighteen (18) quoted consumer goods manufacturing companies 

that were continuously quoted on Nigerian Exchange Group during the periods.   

Information was sourced from Nigeria Exchange Group annual reports and accounts of the 

sampled companies. These variables include; total debt as dependent variable, while 

company size is the independent variable. 

Model Specification  

This study adapted the model of Akintomide, Nwaobia and Ogundajo (2021); 

ROE = β0  + βITD  + β2LTDίt  + β3STDίt  + Eίt  -  - equ (i) 

Where: 

ROE = Return on Assets 

TD = Total Debt 

LTD = Long Term Debt 

STD = Short Term Debt 

 Thus, the researcher modified Akintomide, Nwaobia and Ogundajo (2021) model as follows:  

TDBTίt  = β0  + βIFSIZίt  + µίt  -  - - - - i   

Where: 

β0 = Intercept coefficient  

β1 – β3 = Coefficients of independent variables  

TDBTί,t = Total Debt of firm i at time t comprise of; Debt-to-Equity, Short term debt and 

Long term debt  

FSIZί,t = Size of company i at time t 

µί,t =   The error term which account for other possible factors that could influence Yit that are 

not captured in the model.  

i  stands for the ith firm (18 companies) 

t  stands for year t ( 2010-2019) (Ten Years) 

 

https://www.amazon.com/s/ref=dp_byline_sr_book_1?ie=UTF8&field-author=D.+E.+Farrar&text=D.+E.+Farrar&sort=relevancerank&search-alias=books
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Method of Data Analysis 

The analysis of data for this research was done based on the data collected from publications 

of the Nigerian Stock exchange and the annual reports of the quoted firms. Both the 

dependent and independent variable were computed from the data gotten from the Nigerian 

Stock Exchange from 2011 to 31
st
 December 2020. 

Descriptive statistics were employed to summarily describe the mean, median, standard 

deviation, kurtosis and skewness of the study variables. Inferential statistics was also utilized 

with the aid of E-Views 10 using: 

Panel Least Square (PLS) regression analysis: Regression analysis predicts the value the 

dependent variable based on the value of the independent variable and explains the impact or 

effect of changes in the values of the variables. 

Decision Rule 

Accept the alternative hypothesis, if the Probability value (P-value) of the test is less than 

0.05 (5%). Otherwise reject. 
 

Analysis of Data and Results 

Table 1: Descriptive Statistics 

 TDBT FSIZ 

 Mean  16820853  31570172 

 Median  16406020  28612530 

 Maximum  20117152  43172624 

 Minimum  14851894  27528040 

 Std. Dev.  1695839.  5624082. 

 Skewness  0.829767  1.295365 

 Kurtosis  2.592146  3.006873 

 Jarque-Bera  1.216833  2.796636 

 Probability  0.544212  0.247012 

 Sum  1.68E+08  3.16E+08 

 Sum Sq. Dev.  2.59E+13  2.85E+14 

 Observations  10  10 

Source: E-Views 9.0 Output, 2021 

Interpretation of Descriptive Statistics 

Table 1 reveals that the average total debt (TDBT) from the sampled observations is 

16820853.00; standard deviation of 1695839.00; a maximum TDBT observation of 

20117152.0 with a minimum value of 14851894.0. The mean value of firm size (FSIZ) stood 

at 31570172, a standard deviation of 5624082.0; maximum TDBT observation of 43172624.0 

with a minimum value of 27528040.0.  

 

Test of Hypothesis 

Ho1: Size of company has no significant effect on debt of consumer goods 

manufacturing companies in Nigeria  

 H1: Size of company has no significant effect on debt of consumer goods 

manufacturing companies in Nigeria. 
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Table 2: Panel Least Square Regression analysis testing the relationship between TDBT 

and FSIZ 
Dependent Variable: TDBT   

Method: Least Squares   

Date: 11/16/21   Time: 21:21   

Sample: 2011 2020   

Included observations: 10   
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C 8423805. 1607910. 5.238976 0.0008 

FSIZ 0.265980 0.050219 5.296391 0.0007 
     
     

R-squared 0.778097     Mean dependent var 16820853 

Adjusted R-squared 0.750359     S.D. dependent var 1695839. 

S.E. of regression 847310.4     Akaike info criterion 30.31438 

Sum squared resid 5.74E+12     Schwarz criterion 30.37490 

Log likelihood -149.5719     Hannan-Quinn criter. 30.24799 

F-statistic 28.05176     Durbin-Watson stat 1.706489 

Prob(F-statistic) 0.000732    
     
     

Source: E-Views 9.0 Regression Output, 2021 

Interpretation of Regression Analysis 

Table 2 shows that there is a significant positive relationship between total debt (TDBT) and 

company size (FSIZ) of quoted consumer goods on Nigeria Exchange Group. This can be 

observed from the beta coefficient (β1) of 0.265980 with p value of 0.001 which is significant 

at 5%.   

The drawn inference from this model shows that holding every other factors constant, one 

naira increase in firm size will exert 27% increase in total debt. The F-statistic of 28.05176 

with an associated Prob(F-statistic) of 0.000732  is statistically significant at 5%, which 

reveals that the model is well fitted, while the coefficient of determination R
2
 of 0.78, 

explains the individual variation of the dependent variable (TDBT) as a result of the changes 

in the independent variable size of company.  

Decision  

Since the P-value of the test = 0.000732 is less than 0.05 (5%), this study upholds that 

company size has a significant relationship with total debt of quoted consumer goods in 

Nigeria at 5% level of significance. Thus, Ho1 is Rejected and H1 Accepted. 
 

Discussion and Conclusion 

The regression result shows that there is a significant positive effect between total debt and 

firm size of quoted consumer goods companies in Nigeria. This can be observed from the 

beta coefficient (β1) of 0.265980 with p-value of 0.001 which is significant at 5%.  The drawn 

inference from the regression model shows that holding every other factors constant, one 

naira increase in total debt will exert 27% increase in company size; The findings of this 

study is in line with the findings of Adepoju (2021); Omar and AL-Tahat (2020); Amenawo 

and Ajaude (2017); Ezejiofor, Nwakoby and Okoye (2019). However, the study concludes 

that the company size forms an essential part of company’s capital structure. 

Financial institutions and debt suppliers should assist enterprises by charging lower financing 

costs, according to the study. The lower cost of debt financing lowers the needed rate of 

return on the capital project being financed, increasing the company's size. This means that 

the size of a firm is a key factor in determining the capital structure of any organization. 
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