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Abstract
Capital structure decisions play a fundamental role in shaping firm performance, financial stability, and long-term competitiveness. Among these decisions, the choice between debt financing and equity financing remains a central issue in corporate finance theory and practice. Despite extensive theoretical and empirical research, existing findings on the relationship between capital structure and profitability remain inconsistent and highly dependent on institutional and market conditions. This study investigates whether debt financing or equity financing is more effective in enhancing firm profitability, using evidence from listed non-financial companies in India, China, Japan, and South Korea.
The study adopts a quantitative, explanatory research design based on secondary panel data covering the period from 2019 to 2024. Financial data were collected from publicly available sources, including annual reports, stock exchange databases, and financial information platforms. Firm profitability was measured using Return on Assets (ROA), Return on Equity (ROE), and Net Profit Margin (NPM), while capital structure was captured through debt and equity ratios. Descriptive statistics, correlation analysis, and multiple regression models were employed to examine the impact of financing choices on firm performance across different institutional contexts.
The empirical findings reveal that excessive reliance on debt financing is generally associated with lower profitability, particularly among debt-dominant firms, due to increased financial risk and interest burdens. In contrast, equity financing demonstrates a more stable and positive association with profitability, especially in firms operating in volatile or high-risk environments. The results also indicate that firm size and asset tangibility significantly influence profitability outcomes, highlighting the importance of firm-specific characteristics in capital structure decisions.
This study contributes to the capital structure literature by providing comparative evidence across emerging and developed Asian economies. The findings offer practical insights for managers, investors, and policymakers by emphasising the need for balanced and context-sensitive financing strategies.
Keywords: Capital structure, debt financing, equity financing, profitability, Asian economies
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[bookmark: _Toc220849608]Chapter 1: Introduction
[bookmark: _Toc220849609]1.1 Background of the Study
Capital structure decisions—specifically the choice between debt and equity financing—represent one of the most critical issues in corporate finance due to their implications for firm profitability, financial risk, and long-term sustainability. Since the seminal work of Modigliani and Miller (1958), scholars have sought to understand whether financing decisions influence firm performance or whether capital structure is irrelevant under certain conditions. While the original Modigliani–Miller proposition assumes perfect capital markets, subsequent research recognises that real-world imperfections such as taxes, bankruptcy costs, information asymmetry, and agency conflicts make capital structure decisions strategically important.
Debt financing offers potential advantages, including tax shields and improved managerial discipline through fixed repayment obligations. However, excessive reliance on debt increases interest burdens, financial distress risk, and agency conflicts between shareholders and creditors. Equity financing, by contrast, enhances financial flexibility and reduces bankruptcy risk but may involve higher costs of capital, ownership dilution, and weaker managerial discipline. The balance between these benefits and costs has been extensively examined through theories such as the Trade-off Theory, Pecking Order Theory, Agency Theory, and Market Timing Theory. Despite this extensive theoretical development, empirical evidence on the capital structure–profitability relationship remains inconclusive.
Asia provides a particularly relevant and diverse context for examining this issue. Emerging economies such as India and China are characterised by evolving financial systems, higher information asymmetry, and relatively weak institutional frameworks. In contrast, developed economies such as Japan and South Korea possess mature capital markets, strong regulatory environments, and efficient credit systems. These structural and institutional differences suggest that the effectiveness of debt and equity financing may vary significantly across countries, making a comparative analysis both necessary and timely.
[bookmark: _Toc220849610]1.2 Research Problem
Although a substantial body of empirical research has examined the relationship between capital structure and firm profitability, findings remain mixed and context-dependent. Some studies report a positive relationship between leverage and profitability, supporting the tax-shield and disciplinary role of debt, while others document negative effects due to financial distress and agency costs. Similarly, equity financing has been associated with improved stability and long-term performance in some studies, but concerns remain regarding dilution effects and higher financing costs.
A key limitation of existing research is its focus on single-country analyses or limited regional comparisons. Few studies systematically compare emerging and developed Asian economies using multiple profitability measures and a consistent methodological framework. As a result, it remains unclear whether debt financing or equity financing is more effective in enhancing profitability across different institutional environments in Asia.
This study addresses this gap by examining listed non-financial firms in India, China, Japan, and South Korea, using multiple indicators of profitability and a comparative empirical approach.
[bookmark: _Toc220849611]1.3 Research Aim and Objectives
The primary aim of this study is to examine the impact of debt and equity financing on firm profitability among listed companies in selected Asian economies.
The specific objectives are to:
1. Evaluate the relationship between debt financing and firm profitability.
2. Examine the effect of equity financing on firm profitability.
3. Compare the impact of capital structure on profitability across emerging and developed Asian economies.
4. Assess whether debt or equity financing is more effective in enhancing firm profitability.
5. Analyse the role of firm size and asset tangibility in shaping profitability outcomes.
[bookmark: _Toc220849612]1.4 Research Questions
To achieve these objectives, the study addresses the following research questions:
1. How does debt financing influence firm profitability in India, China, Japan, and South Korea?
2. What is the effect of equity financing on firm profitability in these countries?
3. Does the relationship between capital structure and profitability differ between emerging and developed Asian economies?
4. Which financing method—debt or equity—is more effective in enhancing profitability?
[bookmark: _Toc220849613]1.5 Significance of the Study
This study makes several important contributions. Academically, it extends the capital structure literature by providing a comparative analysis across both emerging and developed Asian economies, thereby highlighting the role of institutional and market differences in shaping financing outcomes. By employing multiple profitability measures—Return on Assets, Return on Equity, and Net Profit Margin—the study captures different dimensions of firm performance and enhances the robustness of its findings.
Practically, the findings offer valuable insights for corporate managers seeking to optimise financing strategies while managing financial risk. Investors and policymakers may also benefit from understanding how institutional environments influence the effectiveness of debt and equity financing.
[bookmark: _Toc220849614]1.6 Structure of the Dissertation
The remainder of this dissertation is structured as follows. Chapter 2 reviews the theoretical foundations and empirical literature on capital structure and firm profitability. Chapter 3 outlines the research methodology and data analysis techniques. Chapter 4 presents the empirical results. Chapter 5 discusses the findings in relation to theory and prior research. Chapter 6 concludes the study and provides recommendations for future research.
[bookmark: _Toc220849615]Chapter 2 : Literature Review
[bookmark: _Toc220849616]2.1 Introduction
Capital structure remains one of the most extensively debated subjects in corporate finance due to its direct implications for firm profitability, value creation, and long-term sustainability. The choice between debt and equity financing influences a firm’s cost of capital, financial risk, operational efficiency, and strategic flexibility. While early theories proposed universal principles governing capital structure decisions, contemporary research increasingly recognises that no single optimal structure applies uniformly across all markets or economies. The relationship between leverage and profitability is shaped by institutional environments, market development, governance systems, industry characteristics, and macroeconomic conditions.
Asian economies offer a particularly compelling context for examining these issues because they exhibit significant heterogeneity. India and China, as emerging markets, possess evolving financial systems, higher information asymmetry, and fluctuating economic conditions. In contrast, Japan and South Korea are mature, industrialised economies with sophisticated credit markets, robust regulatory frameworks, and competitive corporate sectors.
Existing studies reveal mixed findings on whether debt or equity financing enhances profitability, with relationships differing not only between countries but also between industries and firm sizes. Some studies suggest that debt financing boosts profitability due to tax-shield benefits and managerial discipline, while others argue that debt undermines profitability through increased financial risk and distress costs. Likewise, equity financing can promote long-term growth and innovation but may also cause dilution effects and agency conflicts. This review critically evaluates the theoretical foundations and empirical evidence relating to capital structure and profitability, with a focus on the selected Asian economies.
[bookmark: _Toc220849617]2.2 Theoretical Foundations of Capital Structure
2.2.1 Modigliani and Miller’s Capital Structure Irrelevance Theory
Modigliani and Miller (1958) argue that under perfect market conditions, a firm’s value is independent of its capital structure, meaning that debt and equity choices do not influence profitability or firm valuation. Their assumptions include no taxes, no transaction costs, identical borrowing costs for firms and individuals, and full information symmetry. While foundational, this theory has limited real-world applicability because capital markets are inherently imperfect. The subsequent revision by Modigliani and Miller (1963) incorporates corporate income tax, acknowledging that debt provides a tax advantage through interest deductibility, thereby increasing firm value. This modification stimulated further theoretical developments by highlighting the financial benefits of debt but also underscoring the need to account for additional real-world complexities.
2.2.2 Trade-off Theory
The Trade-off Theory posits that firms determine their optimal capital structure by balancing tax benefits of debt against potential costs of financial distress and bankruptcy (Kraus & Litzenberger, 1973). High leverage can improve profitability through tax shields but may also increase the probability of default, raising the expected cost of financial distress. In mature markets—such as Japan and South Korea—the balance between these forces tends to be more stable due to well-developed legal, regulatory, and financial systems. Conversely, in emerging economies, financial distress costs may be higher due to institutional weaknesses, inefficient bankruptcy procedures, and volatile interest rates, meaning firms might benefit less from debt financing. This theoretical perspective provides a strong foundation for understanding why the impact of debt on profitability is not uniform across countries.
2.2.3 Pecking Order Theory
Myers and Majluf (1984) propose that firms follow a preference hierarchy when selecting financing sources: internal financing is preferred first, followed by debt, and equity as a last resort. This hierarchy arises because information asymmetry makes external financing more expensive. Debt is preferred over equity because it conveys less negative signalling to investors. In emerging markets like India and China, where information asymmetry is high due to weaker disclosure standards and regulatory oversight, firms may rely disproportionately on internal funds and debt. However, this may lead to suboptimal capital structures if firms over-borrow due to limited equity market development. In developed markets, the availability of reliable financial information reduces asymmetry, enabling more balanced financing choices.
2.2.4 Agency Theory
Agency Theory, introduced by Jensen and Meckling (1976), asserts that conflicts of interest between managers, shareholders, and creditors influence capital structure decisions. Debt can mitigate agency problems by imposing mandatory interest payments, reducing free cash flow available for managerial misuse, and improving operational efficiency. However, debt may introduce new agency conflicts between shareholders and creditors, especially when firms undertake riskier projects to maximise shareholder value. These conflicts are more severe in markets with weak governance mechanisms. Studies such as Margaritis and Psillaki (2010) suggest that, under strong governance conditions, leverage can enhance firm performance by improving managerial discipline. Conversely, in environments characterised by poor governance, debt may lead to risk-shifting behaviour and financial instability.
2.2.5 Market Timing Theory
Market Timing Theory argues that firms adjust their capital structures based on current market conditions, issuing equity when stock prices are high and relying on debt when equity valuations are low (Baker & Wurgler, 2002). Firms in developed capital markets typically have greater ability to engage in market timing due to liquid equity markets and high investor participation. In contrast, emerging market firms may find it more difficult to time markets due to volatility, regulatory hurdles, or limited demand for new equity. This theory underscores that capital structure decisions are dynamic and influenced by market sentiment, which varies considerably across Asian economies.
2.2.6 Dynamic Capital Structure and Adjustment Costs
Modern capital structure theories argue that firms adjust leverage gradually due to adjustment costs, including transaction costs, market conditions, and financial constraints. Dang, Kim and Shin (2012) demonstrate that firms when above their target leverage adjust more slowly due to financial distress risks. This is especially relevant in emerging markets where capital market volatility and institutional constraints can slow adjustments. These theories contribute to understanding why firms in different countries may exhibit persistent variations in leverage, affecting profitability outcomes.
[bookmark: _Toc220849618]2.3 Empirical Evidence on Debt Financing and Profitability
2.3.1 Empirical Findings in Emerging Markets
A substantial body of literature has examined the impact of debt financing on firm performance in emerging economies, with many studies reporting negative or insignificant effects.
Abor (2005), studying listed firms in Ghana, found that short-term debt is positively associated with profitability, while long-term debt negatively influences performance. This reflects the heavy reliance on short-term borrowing in developing economies due to limited long-term credit availability.
In India, multiple studies have documented negative effects of leverage on profitability. Pandey and Sahu (2019) reveal that high debt levels reduce performance due to increased agency costs and financial distress. Chakraborty (2010) finds similar results, noting that Indian firms often face high interest burdens and inefficiencies in debt management, reducing the potential benefits of tax shields.
Researchers have also identified institutional influences in China. Chen (2004) reports that leverage is shaped by government involvement, state ownership, and regulatory constraints rather than market forces, diminishing the effectiveness of debt. Tian, Wang and Kohar (2024) demonstrate a U-shaped relationship between leverage and performance, suggesting that moderate debt enhances profitability but excessive leverage reduces innovation and increases financial risk.
Studies in other emerging markets echo these findings. Zeitun and Tian (2007) found negative relationships between both short-term and long-term debt and profitability in Jordanian firms. Similarly, Acaravci (2015) reports that in European emerging markets, debt is often negatively correlated with profitability due to high borrowing costs and macroeconomic instability.
2.3.2 Evidence from Developed Asian Economies
In contrast, developed Asian economies often display more favourable relationships between debt and profitability due to stronger financial systems, efficient regulatory frameworks, and lower distress costs.
Hirota (1999) finds that Japanese firms benefit from leverage due to close relationships with banks through the keiretsu system, which reduces information asymmetry and provides access to stable financing. Bank-based financial systems in Japan allow firms to borrow at favourable rates, enhancing profitability.
South Korea exhibits similar characteristics. Kim and Lee (2008) show that chaebol-affiliated firms effectively use debt to finance growth due to strong relationships with lenders, government support, and diversified business structures that reduce risk. Zhao and Fang (2023) further demonstrate that debt financing influences strategic behaviour such as pricing and product differentiation, supporting profitability in competitive markets.
Hovakimian, Opler and Titman (2001) provide international evidence that profitable firms tend to use debt strategically to adjust toward optimal leverage levels, which is more achievable in developed markets with stable credit environments.
2.3.3 Cross-Regional Insights
Comparative studies reveal that institutional quality, creditor rights, tax regimes, and financial development play critical roles in determining whether debt financing enhances or reduces profitability.
Booth et al. (2001), comparing developing and developed countries, find that firms in emerging markets rely less on long-term debt due to underdeveloped financial systems. Fan, Titman and Twite (2012) emphasise that creditor protection and governance shape capital structure decisions more strongly than firm-specific factors alone. Rajan and Zingales (1995), studying G7 countries, show that profitability, size, and tangibility influence leverage differently depending on institutional environments.
Collectively, the evidence suggests that debt financing may enhance profitability in environments where borrowing costs are low, governance is strong, and bankruptcy procedures are efficient. Conversely, debt may impede profitability when financial systems are weak or volatile.
[bookmark: _Toc220849619]2.4 Empirical Evidence on Equity Financing and Profitability
2.4.1 Conceptual Overview of Equity Financing
Equity financing provides firms with long-term capital without imposing mandatory interest payments. It enhances financial flexibility, supports investment in innovation, and reduces bankruptcy risk. However, equity issuance can dilute ownership and reduce earnings per share. The effectiveness of equity financing therefore depends on market conditions, investor sentiment, governance structures, and firm-specific factors.
2.4.2 Equity Financing in Emerging Markets
Equity financing can be particularly advantageous in emerging economies where debt markets are underdeveloped or interest rates are high. Almanaseer (2024) finds that equity financing significantly improves performance in Jordan by reducing financial distress and supporting reinvestment.
In India, the expansion of equity markets and regulatory reforms have enabled firms to raise capital more efficiently. However, information asymmetry and moderate investor protection may limit the degree to which equity can replace debt (Chakraborty, 2010). Firms often rely on retained earnings or equity issuance for growth, especially in technology and service sectors where intangible assets reduce access to traditional lending.
In China, state-owned enterprises (SOEs) often rely heavily on equity financing due to government policies, stock market characteristics, and limited dependence on private credit markets (Chen, 2004). While equity supports long-term investment, market volatility and regulatory intervention weaken its overall effectiveness.
2.4.3 Equity Financing in Developed Asian Markets
Developed markets such as Japan and South Korea have deep, liquid equity markets that allow firms to raise capital efficiently. Firms often use equity to finance strategic initiatives, mergers, acquisitions, and global expansion.
In Japan, equity markets are mature, and investor confidence is high, enabling firms to raise long-term capital with minimal signalling issues. Firms in South Korea, particularly large chaebols, issue equity to fund international expansion and diversification, contributing positively to profitability.
2.4.4 Comparative Evidence on Equity vs Debt
Evidence from multiple studies indicates that the effectiveness of financing decisions depends heavily on the broader economic and institutional environment in which firms operate. Debt financing tends to enhance firm performance in stable environments characterised by strong financial systems, efficient credit markets, and robust institutional frameworks, as demonstrated in Japan and South Korea (Hirota, 1999; Kim & Lee, 2008). Conversely, equity financing appears more advantageous in volatile environments or in firms pursuing high-growth opportunities, where flexibility and reduced financial risk are essential for sustaining long-term performance (Almanaseer, 2024; Chen, 2004). Ultimately, factors such as the cost of debt, the quality of corporate governance, and the maturity of financial markets play central roles in determining whether debt or equity financing contributes more effectively to profitability. Thus, the relationship between financing decisions and firm performance is not universal but shaped by the specific economic, institutional, and strategic context in which firms operate.
[bookmark: _Toc220849620]Chapter 3: Research Methodology
[bookmark: _Toc220849621]3.1 Introduction
This chapter outlines the research methodology adopted to examine the relative effectiveness of debt financing and equity financing in enhancing firm profitability. The methodological framework is designed to ensure that the research objectives and questions outlined in earlier chapters are addressed systematically, transparently, and rigorously. In line with the study’s empirical focus, a quantitative research approach is employed, using secondary panel data from listed companies in India, China, Japan, and South Korea.
The chapter explains the research philosophy, research design, data sources, sample selection, variable measurement, and analytical techniques used in the study. It also details the step-by-step procedure followed for data collection and analysis, ensuring replicability and methodological consistency. Finally, ethical considerations and methodological limitations are discussed.
[bookmark: _Toc220849622]3.2 Research Philosophy and Approach
3.2.1 Research Philosophy
This study is grounded in a positivist research philosophy, which assumes that economic and financial relationships can be objectively measured and analysed using empirical data. Positivism is particularly appropriate for finance research, as it emphasizes observable facts, quantifiable variables, and statistical testing. The relationship between capital structure and profitability is examined using numerical indicators derived from firms’ financial statements, allowing hypotheses to be tested using econometric techniques.
The positivist stance enables the researcher to remain independent from the subject of study, reducing bias and increasing the reliability of findings. Since the study seeks to explain causal relationships between financing structure and firm performance, rather than explore subjective perceptions, positivism provides an appropriate philosophical foundation.
3.2.2 Research Approach
A deductive research approach is adopted in this study. Deductive reasoning begins with established theories—such as the Modigliani and Miller propositions, Trade-off Theory, Pecking Order Theory, and Agency Theory—and tests their applicability using empirical data. Hypotheses regarding the impact of debt and equity financing on profitability are derived from these theories and evaluated using regression analysis.
The deductive approach is suitable because the relationship between capital structure and profitability has been widely theorised and empirically tested in prior studies. This research extends existing knowledge by testing these theoretical predictions within a comparative Asian context.
[bookmark: _Toc220849623]3.3 Research Design
3.3.1 Quantitative and Explanatory Design
The study employs a quantitative, explanatory research design. Quantitative methods allow financial variables such as leverage ratios and profitability indicators to be measured objectively and analysed statistically. The explanatory nature of the research focuses on identifying and explaining causal relationships between capital structure variables (debt and equity financing) and firm profitability.
This design is appropriate because the research questions seek to determine how and to what extent debt and equity financing influence profitability, rather than merely describing patterns. By applying regression analysis, the study assesses both the direction and magnitude of these effects.
3.3.2 Comparative Cross-Country Design
A comparative research design is incorporated to examine differences in capital structure effects across four Asian economies: India, China, Japan, and South Korea. These countries were selected because they represent both emerging markets (India and China) and developed markets (Japan and South Korea), allowing the study to explore how institutional maturity and market development influence financing decisions and profitability.
The comparative approach enhances the external validity of the study and allows conclusions to be drawn about the context-dependent nature of capital structure decisions.
[bookmark: _Toc220849624]3.4 Data Collection
3.4.1 Type and Source of Data
The study relies solely on secondary data, which is well suited to the financial nature of the research. These data were sourced from reputable and publicly available platforms such as Yahoo Finance, annual reports published on company websites, and official stock exchange portals including the NSE, SSE, TSE, and KRX. Using secondary data provides access to standardized and audited financial information, thereby enhancing the accuracy and reliability of the analysis. Moreover, reliance on publicly available sources ensures transparency and adherence to ethical research standards.
3.4.2 Time Period
The study covers a six-year period from 2019 to 2024. This period captures both stable economic conditions and periods of heightened uncertainty, including the COVID-19 pandemic and post-pandemic recovery. Analysing this timeframe allows the study to observe how capital structure decisions perform under varying macroeconomic conditions.
3.4.3 Sample Selection
The sample comprises approximately 20 listed non-financial firms, with about 50 firms selected from each country. Financial institutions, including banks and insurance companies, were excluded because their distinct regulatory environments and capital structure characteristics differ substantially from those of non-financial firms. Firms were selected based on specific criteria: they had to be publicly listed, operate within non-financial sectors, and possess complete financial data for the entire study period. This sampling approach enhances cross-country and cross-firm comparability while ensuring consistency and reliability of the data used in the analysis.
[bookmark: _Toc220849625]3.5 Step-by-Step Data Collection and Analysis Procedure
This study follows a structured, multi-stage procedure for data collection and analysis, as outlined in the researcher’s methodological notes.
3.5.1 Step 1: Measuring Capital Structure
The first step of the analysis involved assessing the extent to which firms are financed through debt and equity. This was done by calculating standard capital structure ratios for each firm across the study period, including the debt-to-assets ratio, equity-to-assets ratio, and debt-to-equity ratio. Together, these measures provide a clear and comparable indication of firms’ reliance on debt versus equity financing. Employing multiple ratios enhances the robustness of the analysis and helps reduce potential measurement bias.
3.5.2 Step 2: Classification by Financing Structure
Based on the calculated ratios, firms were grouped according to their dominant financing structure—debt-oriented or equity-oriented. This classification enabled a more nuanced analysis by allowing profitability patterns to be examined separately for firms relying primarily on debt versus those relying more heavily on equity.
Correlation analysis was initially conducted to examine the association between financing structure and profitability indicators. This exploratory step provided preliminary insights and informed the subsequent regression analysis.
3.5.3 Step 3: Regression Analysis
Multiple linear regression analysis was subsequently employed to examine the impact of capital structure on firm profitability. Separate regression models were estimated for the overall sample, as well as for subsamples of debt-financed firms and equity-financed firms. This approach enabled the study to assess not only whether capital structure influences profitability, but also whether the nature and magnitude of this effect vary according to the dominant mode of financing.
3.5.4 Step 4: Comparative Interpretation
The results were compared across the different models by examining the direction of the coefficients, the magnitude of the estimated effects, and their statistical significance. This comparative analysis allowed the researcher to identify which financing method—debt or equity—exerts a stronger and more consistent influence on firm profitability.
3.5.5 Step 5: Interpretation and Discussion
Finally, the empirical findings were interpreted in light of established theories and prior empirical studies. This step linked the results to the broader academic debate on capital structure and provided the foundation for the discussion and conclusion chapters.
[bookmark: _Toc220849626]3.6 Variable Measurement
3.6.1 Dependent Variables: Profitability Measures
Firm profitability was measured using three widely accepted financial indicators:
1. Return on Assets (ROA)

2. Return on Equity (ROE)

3. Net Profit Margin (NPM)

Using multiple profitability measures enhances robustness and allows different dimensions of performance to be captured.
3.6.2 Independent Variables
· Debt Ratio = Total Debt / Total Assets
· Equity Ratio = Total Equity / Total Assets
These variables capture firms’ reliance on debt and equity financing, respectively.
3.6.3 Control Variables
To isolate the effect of capital structure on profitability, several control variables were included:
· Firm Size: Natural logarithm of total assets
· Asset Tangibility: Fixed assets / Total assets
These controls are widely used in capital structure literature and help reduce omitted variable bias.
[bookmark: _Toc220849627]3.7 Data Analysis Techniques
3.7.1 Descriptive Statistics
Descriptive statistics were used to summarise the data and provide insights into the distribution, central tendency, and variability of the variables.
3.7.2 Correlation Analysis
Correlation analysis was conducted to examine the strength and direction of relationships between capital structure variables and profitability indicators. This step helped identify potential multicollinearity and informed regression modelling.
3.7.3 Regression Modelling
Multiple linear regression models were estimated using SPSS. The general model specification is:

Separate models were estimated for debt and equity financing to enable direct comparison.
[bookmark: _Toc220849628]3.8 Ethical Considerations
The study adheres strictly to ethical research standards. Only publicly available secondary data were used, eliminating issues related to confidentiality or informed consent. All sources were properly cited, and data were analysed objectively without manipulation.
[bookmark: _Toc220849629]3.9 Methodological Limitations
Despite its rigor, the methodology has limitations. The relatively small sample size may limit generalisability. Differences in accounting standards across countries may affect comparability. Additionally, the study does not explicitly control for industry-specific effects or macroeconomic shocks.
[bookmark: _Toc220849630]3.10 Chapter Summary
This chapter has outlined the methodological framework used to examine the impact of debt and equity financing on firm profitability across selected Asian economies. By employing a quantitative, comparative approach and following a clear step-by-step analytical procedure, the study ensures methodological transparency and robustness. The next chapter presents and analyses the empirical findings derived from this methodology.
[bookmark: _Toc220849631]Chapter 4: Data Analysis
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[bookmark: _Toc220849633]4.1. Descriptive statistic
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[bookmark: _Toc220849654]Table 1: Descriptive statistic table of Equity Finance Firms
Table 1 presents the descriptive statistics for the key variables used in this study, including measures of profitability, firm characteristics, and capital structure, based on 48 firm-year observations. The statistics provide an overview of the central tendency, dispersion, and range of the data, offering initial insights into the financial performance and financing behaviour of listed firms in the selected Asian economies.
Regarding profitability indicators, the mean Return on Assets (ROA) is 0.1089, indicating that, on average, firms generate approximately 10.9% profit from their total assets. The relatively low standard deviation (0.0616) suggests moderate variability in asset efficiency across firms. Return on Equity (ROE) has a higher mean value of 0.1429, implying that shareholders earn an average return of 14.3% on their invested capital. However, the higher dispersion (standard deviation of 0.0846) indicates greater differences in shareholder returns, potentially driven by variations in leverage levels. Net Profit Margin (NPM) records a mean of 0.1374, showing that firms retain around 13.7% of revenue as net profit, with a wide range between the minimum (0.009) and maximum (0.391), reflecting heterogeneity in cost efficiency and pricing power.
Firm size, measured by the natural logarithm of total assets (Ln(TA)), has a mean of 14.05, suggesting that the sample largely consists of medium to large firms. The wide range (9.69 to 20.06) indicates substantial variation in firm scale, which justifies its inclusion as a control variable in regression analysis. Tangibility, measured as tangible assets to total assets, has a relatively low mean of 0.1776, implying that most firms rely more on intangible or current assets. This may limit collateral availability and influence firms’ ability to access debt financing.
With respect to capital structure, the mean debt ratio is 0.3490, indicating that debt finances approximately 35% of total assets, suggesting a moderate reliance on debt. The equity ratio shows a high mean value of 0.8980, reflecting strong equity financing and retained earnings across firms. The mean debt-to-equity ratio of 0.5036 further confirms that equity dominates the capital structure in the sample. However, the wide variation in equity and debt ratios suggests that firms adopt diverse financing strategies depending on market conditions and institutional environments.
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Table 2 presents the Pearson correlation coefficients among profitability measures, firm characteristics, and capital structure variables. The correlation analysis provides preliminary insights into the direction and strength of relationships between variables and helps identify potential multicollinearity issues prior to regression analysis.
Among the profitability indicators, Return on Assets (ROA) shows a strong positive correlation with Return on Equity (ROE) (r = 0.707), indicating that firms with higher asset efficiency tend to generate higher returns for shareholders. Similarly, ROA exhibits a strong positive relationship with Net Profit Margin (NPM) (r = 0.794), suggesting that firms that manage assets efficiently also achieve superior profit margins. The correlation between ROE and NPM is positive but moderate (r = 0.329), reflecting that shareholder returns are influenced not only by operational profitability but also by leverage decisions.
Firm size, measured by the natural logarithm of total assets (LnTA), displays a negative correlation with ROA (r = –0.338) and ROE (r = –0.590), implying that larger firms in the sample tend to exhibit lower profitability ratios. This may be attributed to operational inefficiencies, higher agency costs, or diminishing marginal returns associated with firm expansion. However, LnTA shows an almost zero correlation with NPM (r = 0.003), indicating that firm size does not significantly affect profit margins.
Asset tangibility (Tangible/TA) is negatively correlated with all profitability measures, though the relationships are weak. This suggests that firms with a higher proportion of tangible assets may experience slightly lower profitability, potentially due to capital-intensive operations and higher depreciation costs. Tangibility is positively correlated with firm size (r = 0.329), indicating that larger firms tend to hold more tangible assets.
Regarding capital structure, the debt ratio is negatively correlated with ROA (r = –0.247), ROE (r = –0.143), and NPM (r = –0.302), suggesting that higher leverage is associated with lower profitability. This supports the argument that excessive reliance on debt may increase financial risk and interest burden, thereby reducing firm performance. In contrast, the equity ratio exhibits positive correlations with ROA (r = 0.348) and NPM (r = 0.499), indicating that equity financing is associated with stronger profitability, particularly in terms of profit margins.
The debt-to-equity ratio shows a strong negative correlation with ROA (r = –0.445) and NPM (r = –0.585), reinforcing the adverse effect of high leverage on profitability. As expected, it is strongly positively correlated with the debt ratio (r = 0.752) and strongly negatively correlated with the equity ratio (r = –0.711), confirming consistency among capital structure measures.
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The regression analysis presented examines how three independent variables—Ln(Total Assets), Tangible Assets to Total Assets, and Debt Ratio—affect the dependent variable in the study. The model summary shows an R Square of 0.184, meaning that only 18.4% of the variation in the dependent variable is explained by the predictors. This indicates a relatively weak model, suggesting that many other factors outside the model contribute to the outcome. The Adjusted R Square, which accounts for the number of variables and sample size, is slightly lower at 0.128. This supports the conclusion that the model offers only modest explanatory power and that additional variables could improve prediction accuracy.
Despite the low R-square, the ANOVA table shows that the regression model is statistically meaningful. The F-statistic is 3.311, and the Significance F is 0.028, which is below the common significance threshold of 0.05. This means the overall regression is significant, and collectively, the independent variables have an effect on the dependent variable. In other words, even though the model does not explain a large portion of the variance, it performs better than random guessing and identifies statistically relevant relationships.
Examining the coefficients helps to understand the role of each independent variable. The intercept is significant, but it mainly provides a baseline value when all predictors equal zero. The coefficient for Ln(Total Assets) is extremely small and statistically insignificant (p-value ≈ 0.997). This indicates that firm size, as measured by the logarithm of total assets, does not have a meaningful impact on the dependent variable. This could be due to limited size variation in the sample or because firm size is not a strong determinant of the outcome being studied.
The variable Tangible Assets/Total Assets has a statistically significant negative coefficient (p-value ≈ 0.036). This suggests that firms with a higher proportion of tangible assets tend to have lower values of the dependent variable. One possible interpretation is that firms with large tangible asset bases may operate in traditional or capital-intensive industries that grow more slowly or experience higher operating costs. The result may also indicate reduced flexibility due to fixed capital commitments, which can hinder performance.
The Debt Ratio also shows a significant negative effect (p-value ≈ 0.008). This means that firms with higher leverage tend to perform worse or experience lower values of the dependent variable. High levels of debt can increase financial risk, reduce financial stability, and elevate interest expenses, all of which can negatively affect firm performance. This finding aligns with established financial theories that warn against excessive reliance on debt financing.
4.3.2 NPM Vs Equity Ratio
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The regression output evaluates the impact of three independent variables—Ln(Total Assets), Tangible Assets/Total Assets, and Equity Ratio—on the dependent variable. The model summary indicates a Multiple R of 0.531, showing a moderate relationship between the predictors and the dependent variable. The R Square value of 0.282 means that approximately 28.2% of the variation in the dependent variable is explained by the model. Although this is not a very high percentage, it is substantially better than models with extremely low explanatory power. The Adjusted R Square (0.233) is slightly lower but still indicates that the model performs reasonably well after adjusting for the number of predictors. The Standard Error of 0.063 suggests the average distance between actual and predicted values is relatively small, improving confidence in the model’s accuracy.
The ANOVA table strengthens the model’s validity. The F-statistic of 5.77 and a Significance F of 0.002 indicate that the overall regression is statistically significant at the 1% level. This means the predictors, when considered together, meaningfully explain variation in the dependent variable. In simple terms, the model performs significantly better than chance and confirms that at least one of the independent variables contributes to predicting the dependent variable.
The coefficient table provides deeper insight into the influence of each variable. The intercept (0.1336) is statistically significant (p = 0.0026), indicating that when all independent variables equal zero, the dependent variable would have this baseline value. While the intercept is not typically the main focus in financial models, its significance confirms that the regression line does not pass through zero and that a meaningful constant is required for accurate predictions.
The coefficient for Ln(Total Assets) is negative (–0.00199), but with a high p-value of 0.535, making it statistically insignificant. This result suggests that firm size, measured through the natural logarithm of total assets, has no meaningful effect on the dependent variable within this dataset. This may occur for several reasons: the firms in the sample may be similar in size, or size may not be a relevant predictor of performance for the sector under study. Additionally, certain industries do not benefit simply from being large; instead, strategic capabilities and market conditions may play more important roles.
The variable Tangible Assets/Total Assets also shows an insignificant result. Its coefficient (–0.0948) suggests a negative relationship, but the high p-value (0.332) means the effect is not statistically valid. This implies that the proportion of tangible assets does not strongly influence the dependent variable. In many modern industries, especially service-based or technology-driven sectors, tangible assets may not determine performance. Firms relying heavily on intangible assets—such as intellectual property, innovation, or human capital—may outperform others regardless of their tangible asset structure.
The most important variable in the model is the Equity Ratio, which has a positive and highly significant coefficient (0.05423) with a p-value of 0.00036. This strong significance indicates that firms with higher equity ratios tend to have better outcomes for the dependent variable. A higher equity ratio reflects stronger capital structure, lower reliance on debt, and greater financial stability. This reduces financial risk, lowers interest costs, and increases investor confidence. As a result, firms with higher equity financing are typically more resilient and capable of sustaining growth, which may explain the strong positive relationship.
4.3.3 ROE Vs Debt Ratio 
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The regression output presented analyzes the effects of three independent variables—Ln(TA) (natural logarithm of total assets), Tangible Assets to Total Assets, and Debt Ratio—on the dependent variable. Beginning with the model summary, the Multiple R value of 0.6713 indicates a moderately strong correlation between the predicted and actual values. The R Square value of 0.4507 shows that approximately 45.1% of the variation in the dependent variable is explained by the model. This represents a noticeable improvement in explanatory power compared to typical financial regression models. The Adjusted R Square of 0.4132 confirms the model’s overall effectiveness even after adjusting for the number of predictors. The Standard Error of 0.0647 suggests a relatively small average prediction error, improving confidence in the reliability of the model outcomes.
Support for the model’s overall validity is further strengthened by the ANOVA results. The F-statistic of 12.03 with a remarkably low Significance F (7.00 × 10⁻⁶) demonstrates that the regression is highly statistically significant. This means that the combined effect of the independent variables is meaningful and not the result of random chance. In other words, the model as a whole is capable of explaining a substantial portion of the dependent variable’s behavior.
Turning to the coefficients, the intercept (0.548) is positive and highly significant, as indicated by the extremely small p-value (1.04 × 10⁻⁸). This suggests that when all independent variables are equal to zero, the dependent variable would take on this baseline value. Although the intercept is not the main focus of interpretation, its significance indicates that a constant term is essential for accurately modeling the relationship.
The variable Ln(TA) displays a coefficient of –0.01737 and a highly significant p-value (≈ 2.03 × 10⁻⁶). This negative and significant coefficient suggests a strong inverse relationship between firm size and the dependent variable. In practical terms, as firm size increases, the dependent variable tends to decrease. This result may arise for various reasons: larger firms often face bureaucratic inefficiencies, increased operational complexity, or higher levels of regulation. Additionally, in some sectors, smaller firms may be more agile and innovative, giving them an advantage that larger firms cannot easily replicate.
The coefficient for Tangible Assets/Total Assets is –0.06243, but it is not statistically significant (p = 0.542). This means that the proportion of tangible assets does not have a measurable effect on the dependent variable within this sample. One reason for this insignificance may be the increasing importance of intangible assets—such as knowledge, innovation, and technology—in modern industries. Firms with similar tangible asset proportions may differ substantially in intangible capabilities, weakening the predictive power of tangible asset ratios.
The Debt Ratio, however, shows a significant negative coefficient of –0.4299 with a p-value of about 0.0065. This indicates a strong negative effect of financial leverage on the dependent variable. Higher debt levels increase interest obligations, financial risk, and potential distress costs, which can harm firm performance and reduce financial stability. This aligns with well-established financial theories stating that although debt can offer tax benefits, excessive debt reduces flexibility and exposes firms to higher risk during economic downturns.
4.3.4 ROE Vs Equity Ratio
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The regression output examines the relationship between three independent variables—Ln(TA) (natural logarithm of total assets), Tangible Assets to Total Assets, and Equity Ratio—and the dependent variable. The model summary shows a Multiple R of 0.6209, indicating a moderately strong correlation between the predicted values and the actual values of the dependent variable. The R Square value of 0.3856 means that the model explains about 38.6% of the variation in the dependent variable. This level of explanatory power is reasonable for financial and economic data, which often involve many influencing factors not included in the model. The Adjusted R Square of 0.3437 confirms that even after adjusting for the number of predictors, the model remains strong and meaningful. The Standard Error of 0.0685 suggests that the average deviation between actual and predicted values is relatively small, indicating a good model fit.
The ANOVA section further reinforces the model’s validity. The F-statistic of 9.205 and the extremely small Significance F of 7.66 × 10⁻⁵ indicate that the regression model is highly statistically significant. This means that the independent variables collectively explain the dependent variable far better than random chance. Such a low Significance F strongly suggests that the model provides valuable insight into the relationships under study.
Turning to the coefficients, the intercept (0.3649) is statistically significant with a very low p-value (3.04 × 10⁻¹⁰). This means the constant term plays an important role in fitting the regression line. While the intercept is not usually interpreted in a theoretical sense, it indicates the baseline value of the dependent variable when all predictors are equal to zero.
The variable Ln(TA) has a coefficient of –0.01414 and a p-value of 0.00018, making it highly significant. This strong negative coefficient indicates that firm size, measured by the natural logarithm of total assets, has a significant inverse relationship with the dependent variable. In practical terms, as firms become larger, the dependent variable tends to decrease. The reasons for this may vary: larger firms may experience increased bureaucracy, reduced operational flexibility, slower innovation, or higher compliance costs. Another interpretation is that smaller firms might be more adaptive and efficient, resulting in better performance in certain industries.
The coefficient for Tangible Assets/Total Assets is –0.0073, but with a high p-value (0.944), the variable is not statistically significant. This means the proportion of tangible assets does not meaningfully influence the dependent variable within this dataset. A likely explanation is that tangible assets no longer serve as a major driver of performance or financial outcomes in many modern sectors. Instead, intangible assets—such as brand value, human capital, technology, and innovation—play a greater role. When firms differ greatly in intangible capabilities, tangible asset proportions lose predictive power.
The Equity Ratio presents a coefficient of –0.0246 with a p-value of 0.112, making it insignificant at the 5% level but potentially meaningful at a 10% level. Although not statistically significant, the negative coefficient suggests that higher equity ratios may be associated with lower values of the dependent variable. This outcome may seem counterintuitive, but there are possible explanations. Firms with higher equity ratios often avoid debt, which may reduce financial leverage benefits such as tax shields. Additionally, firms with excessive equity financing may sacrifice potential returns from leveraging opportunities. However, because the result is statistically weak, no firm conclusion should be drawn.
4.3.5 ROA Vs Debt Ratio
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The regression analysis investigates the relationship between the dependent variable and three independent variables: Ln(Total Assets), Tangible Assets to Total Assets, and Debt Ratio. The objective is to understand how firm size, asset structure, and leverage influence the dependent variable. According to the model summary, the Multiple R value of 0.520 indicates a moderate correlation between the predicted and actual values of the dependent variable. The R Square value of 0.270 shows that approximately 27.0% of the variation in the dependent variable is explained by the independent variables. Although this is not a high level of explanatory power, it is acceptable in financial studies where firm outcomes are influenced by many unobserved factors. The Adjusted R Square (0.220) suggests that the model remains meaningful after accounting for the number of predictors. The Standard Error of 0.0544 indicates relatively small prediction errors.
The ANOVA results confirm the overall significance of the regression model. The F-statistic of 5.43 and Significance F of 0.0029 demonstrate that the model is statistically significant at the 1% level. This implies that the independent variables jointly explain the dependent variable better than chance. In other words, while the model does not capture all sources of variation, it provides statistically reliable insights into the relationship between the variables.
Turning to the coefficient estimates, the intercept has a value of 0.366 and is highly significant (p-value ≈ 1.32 × 10⁻⁶). This intercept represents the baseline level of the dependent variable when all independent variables are equal to zero. Although the intercept itself is not central to economic interpretation, its significance indicates that a constant term is necessary to accurately model the relationship.
The coefficient for Ln(Total Assets) is –0.00737, and it is statistically significant at the 1% level (p-value ≈ 0.0083). This negative coefficient suggests that firm size has a significant inverse relationship with the dependent variable. As firms grow larger, the dependent variable tends to decline. One possible explanation is that larger firms often experience bureaucratic inefficiencies, reduced operational flexibility, and slower decision-making processes. In contrast, smaller firms may be more agile, innovative, and better positioned to adapt to changing market conditions, which may result in better outcomes.
The variable Tangible Assets/Total Assets also has a negative coefficient (–0.1216), but it is not statistically significant (p-value ≈ 0.161). This indicates that the proportion of tangible assets does not significantly affect the dependent variable in this sample. A likely reason is that tangible assets alone do not determine firm outcomes in many industries today. Instead, intangible assets such as technology, brand value, managerial expertise, and human capital may play a more important role. Additionally, differences in tangible asset intensity across firms may not be large enough to generate a statistically significant effect.
The Debt Ratio shows a strong negative and statistically significant coefficient of –0.3790 with a p-value of approximately 0.0044. This result indicates that higher leverage is associated with lower values of the dependent variable. Firms with high debt ratios face higher interest obligations, increased financial risk, and greater vulnerability to economic downturns. Excessive debt can also limit managerial flexibility and restrict investment opportunities, thereby negatively affecting performance. This finding is consistent with financial theory, which suggests that while moderate debt can be beneficial, excessive leverage increases the likelihood of financial distress.




4.3.6 ROA Vs Equity Ratio
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The regression analysis evaluates the relationship between the dependent variable and three explanatory variables: Ln(Total Assets), Tangible Assets to Total Assets, and Equity Ratio. The objective is to understand how firm size, asset structure, and capital structure influence the dependent variable. The model summary indicates a Multiple R value of 0.565, suggesting a moderate correlation between the predicted and actual values. The R Square of 0.319 shows that approximately 31.9% of the variation in the dependent variable is explained by the independent variables. While this is not a high level of explanatory power, it is reasonable for firm-level financial data, where outcomes are often driven by many unobserved factors. The Adjusted R Square of 0.273 confirms that the model remains statistically meaningful after adjusting for the number of predictors. The Standard Error of 0.0525 suggests that the model’s predictions are fairly accurate.
The ANOVA results indicate that the regression model is statistically significant. The F-statistic of 6.88 and the Significance F of 0.00067 are well below the 5% threshold, confirming that the independent variables jointly explain the dependent variable better than random chance. This result supports the reliability of the regression model and indicates that at least one explanatory variable has a significant effect on the dependent variable.
Examining the coefficients, the intercept has a value of 0.196 and is highly significant (p-value ≈ 1.00 × 10⁻⁶). This intercept represents the expected value of the dependent variable when all independent variables are equal to zero. Although such a scenario is unlikely in practice, the significance of the intercept suggests that including a constant term improves the model’s overall fit.
The coefficient for Ln(Total Assets) is –0.00876 and is statistically significant at the 1% level (p-value ≈ 0.0019). This negative coefficient implies a significant inverse relationship between firm size and the dependent variable. As firm size increases, the dependent variable tends to decline. One possible reason is that larger firms often face higher levels of bureaucracy, slower decision-making, and increased operational complexity. These factors can reduce efficiency and performance compared to smaller, more flexible firms. Additionally, larger firms may operate in mature markets with limited growth opportunities, which could also explain the negative relationship.
The variable Tangible Assets/Total Assets has a small negative coefficient (–0.0105) but is not statistically significant (p-value ≈ 0.897). This suggests that the proportion of tangible assets does not have a meaningful effect on the dependent variable in this sample. A possible explanation is that tangible assets alone do not determine firm outcomes, especially in modern economies where intangible assets such as technology, innovation, and human capital play a more prominent role. Moreover, the limited variation in tangible asset ratios across firms may weaken its statistical impact.
The Equity Ratio has a positive and statistically significant coefficient of 0.0417 with a p-value of approximately 0.00085. This result indicates that firms with higher equity ratios tend to have better outcomes for the dependent variable. A higher equity ratio reflects stronger capitalization, lower reliance on debt, and reduced financial risk. Firms that rely more on equity financing typically face lower interest obligations and are less exposed to financial distress, which can enhance stability and performance. This finding is consistent with financial theory that emphasizes the benefits of conservative capital structures.
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Table 3 reports the descriptive statistics of the variables used in the empirical analysis based on 48 firm-year observations. The table summarizes profitability indicators, firm characteristics, and capital structure measures, providing an overview of the financial position and performance of firms in the sample.
With respect to profitability, the mean Return on Assets (ROA) is 0.0198, indicating that firms generate an average profit of approximately 2.0% from their total assets. The relatively low mean value, combined with a standard deviation of 0.0439, suggests weak asset efficiency and noticeable variability across firms. The negative minimum ROA (–0.1682) indicates that some firms experienced operating losses during the study period. Return on Equity (ROE) has a mean of 0.0458, implying that shareholders earn an average return of 4.6%. However, the large standard deviation (0.1600) and negative minimum value (–0.5398) reflect substantial volatility in shareholder returns, likely influenced by leverage and firm-specific risks. Net Profit Margin (NPM) records a mean of 0.0351, indicating that firms retain about 3.5% of revenue as net profit, with negative minimum values highlighting profitability challenges for certain firms.
Firm size, measured by the natural logarithm of total assets (LnTA), has a mean value of 16.45, suggesting that the sample consists primarily of large listed firms. The wide range of firm size supports its inclusion as a control variable, as size differences may significantly affect financing choices and profitability. Asset tangibility shows a mean of 0.1728, indicating that tangible assets account for approximately 17% of total assets. This relatively low level suggests a greater reliance on intangible or current assets, which may constrain firms’ borrowing capacity due to limited collateral.
Regarding capital structure, the mean debt ratio is relatively high at 0.6641, implying that debt finances about 66% of total assets. This indicates a strong reliance on debt financing within the sample. The equity ratio has a mean of 0.3373, showing that equity represents a smaller portion of total financing. The mean debt-to-equity ratio of 2.2913 further confirms the dominance of debt over equity. The wide dispersion in these ratios suggests heterogeneity in financing strategies and exposure to financial risk.
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Table 4 presents the Pearson correlation coefficients among profitability indicators, firm characteristics, and capital structure variables for the sample firms. The correlation analysis provides initial evidence on the direction and strength of relationships between variables and assists in identifying potential multicollinearity concerns prior to regression analysis.
The profitability measures—Return on Assets (ROA), Return on Equity (ROE), and Net Profit Margin (NPM)—exhibit very strong positive correlations with one another. ROA is highly correlated with ROE (r = 0.898) and NPM (r = 0.902), while ROE and NPM also show a strong positive relationship (r = 0.800). These results indicate consistency among profitability indicators and suggest that firms that efficiently utilize assets tend to generate higher shareholder returns and stronger profit margins.
Firm size, measured by the natural logarithm of total assets (LnTA), shows weak but positive correlations with all profitability measures, with coefficients ranging from 0.269 to 0.276. This suggests that larger firms in the sample may benefit from economies of scale, improved market power, or operational efficiencies that slightly enhance profitability. However, the modest magnitude of these correlations indicates that size alone does not strongly determine firm performance.
Asset tangibility (Tangible/TA) is negatively correlated with all profitability indicators, particularly ROE (r = –0.504) and NPM (r = –0.437). This implies that firms with a higher proportion of tangible assets tend to experience lower profitability. Such a pattern may reflect higher capital intensity, greater depreciation expenses, and reduced flexibility in adapting to market changes. Tangibility also shows a negative correlation with firm size (r = –0.253), suggesting that larger firms in the sample may rely relatively more on intangible assets.
With respect to capital structure, the debt ratio is negatively correlated with ROA (r = –0.340) and NPM (r = –0.286), indicating that higher leverage is associated with weaker profitability. This supports the view that excessive debt increases financial risk and interest obligations, which can erode firm performance. In contrast, the equity ratio exhibits positive correlations with ROA (r = 0.299) and NPM (r = 0.242), suggesting that equity financing is linked to improved profitability and financial stability.
The debt-to-equity ratio shows negative correlations with ROA (r = –0.199) and NPM (r = –0.229), reinforcing the adverse impact of high leverage on profitability. As expected, it is strongly positively correlated with the debt ratio (r = 0.913) and strongly negatively correlated with the equity ratio (r = –0.915), confirming internal consistency among capital structure measures.
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The regression analysis investigates the relationship between the dependent variable and three independent variables: Ln(Total Assets), Tangible Assets to Total Assets, and Debt Ratio, using a sample of 72 observations. The purpose of this model is to assess how firm size, asset structure, and financial leverage influence the dependent variable. According to the regression statistics, the Multiple R value of 0.573 indicates a moderate positive correlation between the predicted and actual values of the dependent variable. The R Square value of 0.329 suggests that approximately 32.9% of the variation in the dependent variable is explained by the independent variables. This level of explanatory power is reasonable in firm-level financial studies, where performance outcomes are affected by a wide range of internal and external factors. The Adjusted R Square of 0.299 confirms that the model remains robust even after adjusting for the number of predictors. The Standard Error of 0.044 indicates relatively small prediction errors, suggesting a good overall model fit.
The ANOVA results provide strong evidence that the regression model is statistically significant. The F-statistic of 11.10 and the extremely low Significance F (5.13 × 10⁻⁶) indicate that the independent variables jointly have a significant effect on the dependent variable. This means the model explains the dependent variable much better than random chance, confirming the reliability of the regression results.
Examining the coefficient estimates provides insight into the individual effects of each explanatory variable. The intercept has a positive coefficient of 0.179 and is statistically significant (p-value = 0.0053). This suggests that when all independent variables are equal to zero, the dependent variable has a positive baseline value. While the intercept is not usually interpreted in an economic sense, its significance indicates that including a constant term improves the accuracy of the regression model.
The coefficient for Ln(Total Assets) is 0.00141, but it is not statistically significant (p-value = 0.533). This implies that firm size does not have a meaningful impact on the dependent variable in this model. One possible reason for this insignificance is that the benefits of firm size, such as economies of scale and greater market power, may be offset by disadvantages like bureaucratic inefficiencies and reduced flexibility. Additionally, limited variation in firm size across the sample may weaken the statistical power of this variable.
The variable Tangible Assets/Total Assets shows a strong negative and statistically significant coefficient of –0.2921 with a p-value of 2.49 × 10⁻⁵. This result indicates that firms with a higher proportion of tangible assets tend to have lower values of the dependent variable. A plausible explanation is that firms with high tangible asset intensity are often capital-intensive and face higher fixed costs, including depreciation, maintenance, and financing expenses. These firms may also be less adaptable to technological change and market dynamics. In contrast, firms with a greater reliance on intangible assets—such as innovation, intellectual property, and human capital—are generally more flexible and better positioned to generate improved outcomes.
The Debt Ratio also has a negative and statistically significant coefficient of –0.1768 with a p-value of 0.00148. This suggests that higher levels of debt are associated with lower values of the dependent variable. Firms with high leverage face increased interest obligations and higher financial risk, which can reduce profitability and limit investment opportunities. Excessive debt may also increase the likelihood of financial distress, particularly during periods of economic uncertainty. This finding is consistent with financial theory, which argues that while debt can offer tax advantages, excessive leverage can harm firm performance.
4.7.2 NPM Vs Equity Ratio
[image: ]
[bookmark: _Toc220849665]Figure 8: Regression Analysis of NPM Vs Equity Ratio for Debt finance Firms
The regression analysis examines the impact of three independent variables—Ln(Total Assets), Tangible Assets to Total Assets, and Equity Ratio—on the dependent variable using a sample of 72 observations. The purpose of this model is to evaluate how firm size, asset structure, and capital structure influence the dependent variable. The regression statistics show a Multiple R value of 0.553, indicating a moderate correlation between the predicted and actual values of the dependent variable. The R Square of 0.305 suggests that approximately 30.5% of the variation in the dependent variable is explained by the independent variables. Although this level of explanatory power is not high, it is acceptable in firm-level financial research where outcomes are influenced by numerous unobserved factors. The Adjusted R Square of 0.275 confirms that the model remains statistically meaningful after accounting for the number of predictors. The Standard Error of 0.0449 indicates relatively low prediction error, suggesting a reasonably good model fit.
The ANOVA results demonstrate that the overall regression model is statistically significant. The F-statistic of 9.96 and the extremely small Significance F (1.59 × 10⁻⁵) indicate that the independent variables jointly explain the dependent variable significantly better than random chance. This confirms the reliability of the model and suggests that at least one explanatory variable has a meaningful impact on the dependent variable.
Examining the individual coefficients provides insight into how each independent variable affects the dependent variable. The intercept has a very small coefficient of 0.0036 and is statistically insignificant (p-value = 0.926). This indicates that when all independent variables are equal to zero, the dependent variable is not significantly different from zero. While the intercept itself is not typically of theoretical importance, its insignificance suggests that the baseline level of the dependent variable is not meaningful without explanatory factors.
The coefficient for Ln(Total Assets) is 0.00172, but it is not statistically significant (p-value = 0.455). This result implies that firm size does not have a significant impact on the dependent variable in this model. One possible explanation is that the advantages of firm size, such as economies of scale and access to resources, may be offset by disadvantages like bureaucratic inefficiencies and reduced operational flexibility. Additionally, limited variation in firm size across the sample may weaken the statistical significance of this variable.
The variable Tangible Assets/Total Assets shows a strong negative and statistically significant coefficient of –0.2887 with a p-value of 4.19 × 10⁻⁵. This indicates that firms with a higher proportion of tangible assets tend to have lower values of the dependent variable. A likely reason for this negative relationship is that firms with high tangible asset intensity are often capital-intensive and incur high fixed costs, including depreciation, maintenance, and financing expenses. Such firms may also be less adaptable to technological change and evolving market conditions. In contrast, firms that rely more on intangible assets—such as innovation, intellectual property, and human capital—are typically more flexible and better positioned to generate improved outcomes.
The Equity Ratio has a positive and statistically significant coefficient of 0.1558 with a p-value of 0.00523. This result suggests that firms with higher equity ratios tend to perform better in terms of the dependent variable. A higher equity ratio indicates lower reliance on debt financing, reduced financial risk, and greater financial stability. Firms with strong equity positions face fewer interest obligations and are better able to withstand economic downturns, which enhances their long-term performance. This finding aligns with capital structure theory, which emphasizes the benefits of lower leverage and stronger capitalization.
4.7.3 ROE Vs Debt Ratio 
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[bookmark: _Toc220849666]Figure 9: Regression Analysis of ROE Vs Debt Ratio for Debt finance Firms
The regression analysis examines how three independent variables—Ln(Total Assets), Tangible Assets to Total Assets, and Debt Ratio—influence the dependent variable, using a sample of 72 observations. The goal is to understand whether firm size, asset composition, and financial leverage play significant roles in determining the dependent variable. The regression statistics show a Multiple R value of 0.529, indicating a moderate correlation between the predicted and actual values of the dependent variable. The R Square of 0.280 suggests that approximately 28.0% of the variation in the dependent variable is explained by the model. Although this explanatory power is not very high, it is acceptable in firm-level financial research, where outcomes are often affected by many external and firm-specific factors not captured in a single model. The Adjusted R Square of 0.248 confirms that the model remains meaningful after accounting for the number of predictors. The Standard Error of 0.128 indicates moderate dispersion of residuals around the regression line.
The ANOVA results confirm the overall significance of the regression model. The F-statistic of 8.82 and the very low Significance F (5.09 × 10⁻⁵) indicate that the independent variables jointly have a statistically significant effect on the dependent variable. This implies that, taken together, firm size, asset structure, and leverage explain the dependent variable better than random chance, validating the reliability of the regression model.
Turning to the coefficient estimates, the intercept is positive (0.151) but statistically insignificant (p-value = 0.406). This suggests that when all independent variables are equal to zero, the dependent variable is not significantly different from zero. Although the intercept is not usually the focus of interpretation, its insignificance indicates that the baseline level of the dependent variable is weakly defined in the absence of explanatory variables.
The coefficient for Ln(Total Assets) is positive (0.00750), but it is not statistically significant (p-value = 0.255). This indicates that firm size does not have a meaningful impact on the dependent variable in this model. One possible explanation is that size alone may not be a key driver of firm outcomes. Larger firms often benefit from economies of scale, but they may also face bureaucratic inefficiencies and reduced flexibility. These opposing effects can offset each other, leading to an insignificant overall relationship. Additionally, limited variation in firm size across the sample may reduce the explanatory power of this variable.
The variable Tangible Assets/Total Assets shows a strong negative and statistically significant coefficient of –0.8264 with a p-value of 3.77 × 10⁻⁵. This suggests that firms with a higher proportion of tangible assets tend to have substantially lower values of the dependent variable. A likely reason is that firms heavily invested in tangible assets are often capital-intensive and face higher fixed costs, including depreciation, maintenance, and financing expenses. These firms may also be less adaptable to technological change and market fluctuations. In contrast, firms that rely more on intangible assets—such as innovation, intellectual property, and human capital—are often more flexible and capable of generating superior outcomes, especially in dynamic industries.
The Debt Ratio has a negative coefficient (–0.1017), but it is not statistically significant (p-value = 0.514). This indicates that leverage does not have a meaningful impact on the dependent variable in this sample. One possible explanation is that the firms may be operating within a moderate range of debt levels, where the benefits and costs of debt balance each other. Alternatively, the effect of debt may already be captured indirectly through other variables or may vary across industries, reducing its statistical significance in the pooled sample.






4.7.4 ROE Vs Equity Ratio
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[bookmark: _Toc220849667]Figure 10: Regression Analysis of ROE Vs Equity Ratio for Debt finance Firms

The regression analysis explores the relationship between the dependent variable and three independent variables—Ln(Total Assets), Tangible Assets to Total Assets, and Equity Ratio—using a sample of 72 observations. The purpose of the analysis is to assess how firm size, asset structure, and capital structure influence the dependent variable. According to the regression statistics, the Multiple R value of 0.527 indicates a moderate correlation between the predicted and actual values of the dependent variable. The R Square of 0.278 shows that approximately 27.8% of the variation in the dependent variable is explained by the independent variables. Although this level of explanatory power is not high, it is common in firm-level financial studies where performance is affected by numerous internal and external factors. The Adjusted R Square of 0.246 confirms that the model remains meaningful after adjusting for the number of predictors. The Standard Error of 0.128 indicates moderate variability of residuals around the regression line.
The ANOVA results indicate that the regression model is statistically significant. The F-statistic of 8.71 and the very small Significance F (5.74 × 10⁻⁵) suggest that the independent variables jointly have a significant effect on the dependent variable. This confirms that the regression model explains the dependent variable better than random chance and supports the overall validity of the analysis.
Turning to the coefficient estimates, the intercept is positive (0.0518) but statistically insignificant (p-value = 0.641). This suggests that when all independent variables are equal to zero, the dependent variable does not differ significantly from zero. While the intercept is not central to interpretation, its insignificance implies that the baseline level of the dependent variable is weakly defined without explanatory factors.
The coefficient for Ln(Total Assets) is 0.0080, but it is not statistically significant (p-value = 0.226). This indicates that firm size does not have a meaningful impact on the dependent variable in this model. One reason for this result may be that size alone does not determine firm outcomes. Although larger firms may benefit from economies of scale, they may also suffer from bureaucratic inefficiencies and reduced flexibility. These opposing forces can offset each other, leading to an insignificant net effect. Additionally, limited variation in firm size across the sample could weaken the statistical power of this variable.
The variable Tangible Assets/Total Assets shows a strong negative and statistically significant coefficient of –0.8169 with a p-value of 4.92 × 10⁻⁵. This suggests that firms with a higher proportion of tangible assets tend to have substantially lower values of the dependent variable. A plausible explanation is that firms with high tangible asset intensity are often capital-intensive and face high fixed costs such as depreciation, maintenance, and financing expenses. These firms may also be less adaptable to technological changes and shifts in market demand. In contrast, firms with greater reliance on intangible assets—such as innovation, intellectual property, and human capital—are typically more flexible and capable of generating better outcomes, particularly in dynamic or knowledge-based industries.
The Equity Ratio has a positive coefficient (0.0660) but is not statistically significant (p-value = 0.670). This indicates that the proportion of equity financing does not have a meaningful effect on the dependent variable in this model. One possible reason is that firms in the sample may operate within a relatively narrow range of equity ratios, reducing variation and weakening statistical significance. Another explanation is that the benefits of higher equity—such as reduced financial risk—may be offset by the higher cost of equity financing or the loss of tax advantages associated with debt.
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[bookmark: _Toc220849668]Figure 11: Regression Analysis of ROA Vs Debt Ratio for Debt finance Firms

The regression analysis examines the relationship between the dependent variable and three explanatory variables: Ln(Total Assets), Tangible Assets to Total Assets, and Debt Ratio, using a sample of 72 observations. The purpose of the analysis is to assess how firm size, asset structure, and leverage influence the dependent variable. According to the regression statistics, the Multiple R value of 0.572 indicates a moderate positive correlation between the predicted and actual values of the dependent variable. The R Square of 0.327 shows that approximately 32.7% of the variation in the dependent variable is explained by the independent variables. This level of explanatory power is acceptable in firm-level financial studies, where outcomes are often affected by numerous external and internal factors not included in the model. The Adjusted R Square of 0.298 confirms that the model remains robust after adjusting for the number of predictors. The Standard Error of 0.0317 suggests that prediction errors are relatively small, indicating good model precision.
The ANOVA results provide strong evidence that the overall regression model is statistically significant. The F-statistic of 11.03 and the extremely low Significance F (5.47 × 10⁻⁶) indicate that the independent variables jointly explain the dependent variable significantly better than random chance. This confirms the overall validity of the model and implies that at least one of the explanatory variables has a meaningful effect on the dependent variable.
Turning to the coefficient estimates, the intercept has a positive value of 0.1396 and is statistically significant (p-value = 0.0026). The intercept represents the expected value of the dependent variable when all independent variables are equal to zero. Although this situation is not economically realistic, the significance of the intercept indicates that a constant term is necessary for accurately fitting the regression line.
The coefficient for Ln(Total Assets) is 0.00083, and it is statistically insignificant (p-value = 0.608). This suggests that firm size does not have a meaningful impact on the dependent variable in this model. One possible reason for this result is that the firms in the sample may not differ substantially in size, limiting the explanatory power of this variable. Another explanation is that size alone does not determine firm outcomes; managerial efficiency, market position, and strategic decisions may be more important than sheer scale.
The variable Tangible Assets/Total Assets has a negative and highly significant coefficient of –0.1952 (p-value = 7.63 × 10⁻⁵). This indicates that firms with a higher proportion of tangible assets tend to have lower values of the dependent variable. A plausible explanation is that firms heavily invested in tangible assets are often more capital-intensive and less flexible. High fixed assets can increase depreciation and maintenance costs and reduce a firm’s ability to adapt quickly to market changes. In contrast, firms with a greater reliance on intangible assets such as technology, innovation, and human capital may achieve better outcomes, especially in knowledge-based or service-oriented industries.
The Debt Ratio also shows a negative and statistically significant effect on the dependent variable, with a coefficient of –0.1456 and a p-value of 0.00031. This result suggests that higher leverage is associated with poorer outcomes. Firms with high debt levels face greater interest obligations and higher financial risk, which can limit investment opportunities and increase vulnerability during economic downturns. Excessive debt may also restrict managerial flexibility and lead to financial distress, negatively affecting overall performance. This finding is consistent with financial theory, which argues that while debt can provide tax advantages, excessive leverage increases risk and reduces firm value.
4.7.6 ROA Vs Equity Ratio
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[bookmark: _Toc220849669]Figure 12: Regression Analysis of ROA Vs Equity Ratio for Debt finance Firms
The regression analysis evaluates the relationship between the dependent variable and three explanatory variables: Ln(Total Assets), Tangible Assets to Total Assets, and Equity Ratio, using a sample of 72 observations. The purpose of this analysis is to understand how firm size, asset structure, and capital structure influence the dependent variable. According to the regression statistics, the Multiple R value of 0.549 indicates a moderate positive correlation between the predicted and actual values of the dependent variable. The R Square of 0.302 suggests that approximately 30.2% of the variation in the dependent variable is explained by the independent variables. While this indicates moderate explanatory power, it is acceptable in financial and economic research where firm performance is influenced by many unobserved factors. The Adjusted R Square of 0.271 confirms that the model remains meaningful after accounting for the number of predictors. The Standard Error of 0.0323 suggests relatively accurate predictions with limited dispersion of residuals.
The ANOVA results provide strong evidence that the overall regression model is statistically significant. The F-statistic of 9.80 and the extremely small Significance F (1.87 × 10⁻⁵) indicate that the independent variables jointly explain the dependent variable significantly better than random chance. This confirms the validity of the regression model and suggests that at least one of the explanatory variables plays a meaningful role in determining the dependent variable.
Looking at the individual regression coefficients, the intercept is negative (–0.0052) and statistically insignificant (p-value = 0.853). This suggests that when all independent variables equal zero, the dependent variable does not differ significantly from zero. While the intercept is not of primary interest in financial analysis, its insignificance indicates that the baseline value of the dependent variable is not meaningfully different from zero in the absence of explanatory factors.
The coefficient for Ln(Total Assets) is 0.00105, but it is statistically insignificant (p-value = 0.525). This result indicates that firm size does not have a meaningful impact on the dependent variable in this model. One possible reason is that size alone does not determine firm outcomes; factors such as management quality, innovation, and competitive positioning may be more important. Additionally, limited variation in firm size across the sample may weaken the statistical effect of this variable.
The variable Tangible Assets/Total Assets has a negative and statistically significant coefficient of –0.1933 with a p-value of 0.00012. This suggests that firms with a higher proportion of tangible assets tend to have lower values of the dependent variable. A plausible explanation is that firms with high tangible asset intensity are often capital-intensive and less flexible. High fixed assets increase depreciation and maintenance costs and may reduce the firm’s ability to respond quickly to changing market conditions. In contrast, firms that rely more heavily on intangible assets such as technology, intellectual capital, and innovation may achieve better outcomes, particularly in knowledge-based industries.
The Equity Ratio shows a positive and statistically significant coefficient of 0.1312 with a p-value of 0.00012. This indicates that firms with higher equity ratios tend to have better outcomes for the dependent variable. A higher equity ratio reflects lower reliance on debt financing, reduced financial risk, and greater financial stability. Firms with strong equity positions are less exposed to interest rate fluctuations and economic downturns, allowing them to operate more efficiently and invest in growth opportunities. This finding aligns with capital structure theories that emphasize the benefits of lower leverage.
[bookmark: _Toc220849640]Chapter 5: Discussion and Findings
[bookmark: _Toc220849641]5.1 Introduction
This chapter discusses the empirical findings of the study by interpreting and synthesising the results in light of existing theories and empirical literature on capital structure and firm profitability. Unlike the data analysis chapter, which focuses on statistical outcomes, this discussion aims to explain why the observed relationships exist and how they relate to previous research. By integrating results across multiple profitability measures—Return on Assets (ROA), Return on Equity (ROE), and Net Profit Margin (NPM)—this chapter provides a comprehensive understanding of how capital structure decisions influence firm performance in the selected Asian economies.
The discussion is structured around four key themes: capital structure and profitability, debt financing, equity financing, asset tangibility, and firm size. These themes are examined across both emerging and developed Asian markets to highlight the role of institutional and economic contexts in shaping financing outcomes.
[bookmark: _Toc220849642]5.2 Capital Structure and Firm Profitability: A Synthesised Perspective
A central contribution of this study lies in its use of multiple profitability indicators, allowing for a robust assessment of firm performance. Across all models, the results reveal a consistent pattern: leverage, measured through debt ratios, generally exerts a negative effect on profitability, while equity financing is more frequently associated with positive performance outcomes. Although the magnitude and statistical significance of coefficients vary across ROA, ROE, and NPM models, the overall direction of relationships remains stable.
This consistency strengthens the reliability of the findings and suggests that capital structure decisions affect firm profitability regardless of how performance is measured. The results challenge the notion of a universally optimal capital structure and instead support the view that financing decisions are context-dependent, shaped by institutional quality, market development, and firm-specific characteristics. This conclusion aligns with earlier arguments that capital structure outcomes differ significantly across countries and economic environments.
[bookmark: _Toc220849643]5.3 Debt Financing and Profitability
5.3.1 Negative Effects of Leverage
The regression results consistently show that debt financing has a negative and often statistically significant effect on ROA, ROE, and NPM. This suggests that firms with higher leverage tend to experience weaker financial performance. Such findings support the trade-off theory, which argues that although debt provides tax benefits, excessive leverage increases expected costs of financial distress, bankruptcy risk, and agency problems.
In the context of Asian economies—particularly emerging markets such as India and China—these negative effects are especially pronounced. High interest rates, volatile credit markets, and weaker creditor protection increase borrowing costs and reduce the effectiveness of debt as a financing tool. Consequently, firms that rely heavily on debt face greater financial risk, which erodes profitability.
5.3.2 Institutional and Market Considerations
The findings also reflect institutional differences across markets. In emerging economies, underdeveloped financial systems and inefficient bankruptcy frameworks raise distress costs, making debt financing less beneficial. These results are consistent with prior empirical studies that document a negative relationship between leverage and firm performance in developing countries.
In contrast, developed Asian economies such as Japan and South Korea possess more stable financial systems, efficient regulatory frameworks, and strong banking relationships. While previous studies suggest that debt can enhance profitability in such environments, the present findings indicate that even in these markets, excessive leverage may still harm performance. This implies that while institutional quality can mitigate some risks associated with debt, it does not eliminate them entirely.
5.3.3 Implications for Capital Structure Theory
Overall, the negative relationship between debt and profitability observed in this study supports a conditional interpretation of the trade-off theory. Rather than maximising debt usage to exploit tax shields, firms appear constrained by rising financial distress costs, especially in volatile or institutionally weaker environments. These results also align with empirical evidence suggesting that the benefits of debt diminish beyond moderate leverage levels.
[bookmark: _Toc220849644]5.4 Equity Financing and Firm Performance
5.4.1 Positive Role of Equity Financing
In contrast to debt, equity financing demonstrates a generally positive association with firm profitability across several models, particularly when ROA and NPM are used as performance measures. This indicates that firms with higher equity ratios tend to perform better financially.
Equity financing enhances financial stability by reducing mandatory interest obligations and lowering bankruptcy risk. Firms with strong equity positions are better able to withstand economic shocks, invest in long-term projects, and maintain operational flexibility. These advantages are especially relevant in emerging markets, where access to affordable debt is limited and financial volatility is high.
5.4.2 Theoretical Interpretation
The positive effect of equity financing supports the pecking order theory, which posits that firms prefer internal financing and equity over external debt when information asymmetry and borrowing costs are high. In markets characterised by imperfect information and weak investor protection, reliance on equity reduces financing constraints and enhances performance.
Furthermore, equity financing mitigates agency conflicts between shareholders and creditors. By lowering leverage, firms reduce incentives for risk-shifting behaviour and avoid restrictive debt covenants that may limit strategic flexibility. This contributes to improved operational efficiency and profitability.
5.4.3 Differences Across Market Development Levels
The findings suggest that equity financing plays a particularly important role in emerging Asian economies, where firms face higher borrowing costs and greater financial uncertainty. In developed markets, while equity remains beneficial, firms may combine equity and moderate debt more effectively due to better access to capital markets. Nevertheless, the overall results indicate that strong equity positions are associated with improved firm performance across diverse institutional contexts.
[bookmark: _Toc220849645]5.5 Asset Tangibility and Profitability
5.5.1 Negative Impact of Tangible Assets
Asset tangibility shows a predominantly negative relationship with firm profitability across multiple regression models. Firms with higher proportions of tangible assets tend to experience lower ROA, ROE, and NPM. This suggests that capital-intensive firms face disadvantages that outweigh the potential benefits of physical asset ownership.
One explanation is that tangible assets increase fixed costs through depreciation, maintenance, and financing expenses. High capital intensity also reduces operational flexibility, making it more difficult for firms to adapt to changing market conditions. These constraints can reduce efficiency and profitability.
5.5.2 Shift Toward Intangible Assets
The negative effect of tangibility also reflects structural changes in modern economies. Increasingly, firm performance is driven by intangible assets such as technology, innovation, brand value, and human capital. Firms relying heavily on physical assets may struggle to compete in knowledge-based and service-oriented sectors, which dominate many Asian economies today.
Additionally, while tangible assets traditionally serve as collateral for borrowing, their value may be less relevant in environments where debt financing is costly or inefficient. As a result, high asset tangibility does not necessarily translate into improved access to capital or better performance.
[bookmark: _Toc220849646]5.6 Firm Size and Performance
5.6.1 Mixed Effects of Firm Size
The results reveal mixed and often negative effects of firm size on profitability. In several models, larger firms exhibit lower ROA and ROE, while in others, size appears insignificant. These findings suggest that firm size alone does not guarantee superior performance.
While larger firms may benefit from economies of scale, they also face disadvantages such as bureaucratic inefficiencies, slower decision-making, and higher agency costs. As firms grow, coordination and monitoring become more complex, potentially reducing efficiency and profitability.
5.6.2 Contextual Interpretation
The mixed size effects may also reflect differences in market maturity and competitive dynamics. In emerging markets, smaller firms may be more agile and innovative, enabling them to outperform larger competitors. In developed markets, intense competition and market saturation may limit the advantages of size.
Overall, the findings indicate that firm performance depends more on strategic and financial decisions than on scale alone.
[bookmark: _Toc220849647]5.7 Comparative Insights Across Profitability Measures
An important contribution of this study is its comparative analysis across ROA, ROE, and NPM. While individual coefficients vary, the overarching patterns remain consistent: debt financing negatively affects performance, equity financing enhances profitability, and high asset tangibility reduces efficiency.
ROA captures asset efficiency, ROE reflects shareholder returns, and NPM measures operational profitability. The consistency of results across these indicators suggests that capital structure decisions influence multiple dimensions of firm performance, reinforcing the robustness of the findings.
[bookmark: _Toc220849648]5.8 Implications for Theory and Practice
5.8.1 Theoretical Implications
The findings contribute to capital structure theory by demonstrating that no single theory fully explains financing behaviour across different institutional contexts. Instead, elements of trade-off theory, pecking order theory, and agency theory jointly explain observed outcomes. The results support a contingent view of capital structure, where optimal financing decisions depend on market conditions, governance quality, and firm characteristics.
5.8.2 Managerial Implications
For managers, the results highlight the risks associated with excessive debt and the benefits of maintaining strong equity positions. Firms operating in volatile or institutionally weak environments should prioritise financial stability over aggressive leverage. Managers should also recognise the limitations of asset-heavy strategies and consider investments in intangible capabilities to enhance performance.
5.8.3 Policy Implications
From a policy perspective, the findings underscore the importance of strengthening financial institutions, improving creditor rights, and enhancing capital market development. Such reforms can reduce financing costs and enable firms to make more efficient capital structure decisions, ultimately supporting economic growth.
[bookmark: _Toc220849649]5.9 Summary
This chapter has discussed and synthesised the empirical findings of the study by integrating them with established theories and prior empirical evidence. The results demonstrate that capital structure decisions play a critical role in shaping firm profitability, but their effects vary across institutional and economic contexts. Debt financing generally reduces profitability, while equity financing enhances performance, particularly in emerging markets. Asset tangibility and firm size exhibit complex and context-dependent effects.
[bookmark: _Toc220849650]Chapter 6: Conclusion and Recommendations
[bookmark: _Toc220849651]6.1 Recommendations
Based on the findings of this study, several important recommendations are proposed for corporate managers, policymakers, and other stakeholders.
6.1.1 Recommendations for Corporate Managers
First, corporate managers should adopt a cautious and balanced approach to debt financing. While moderate leverage may provide tax advantages, excessive reliance on debt can significantly reduce profitability by increasing financial risk and interest burdens. Managers should carefully assess their firm’s capacity to service debt, particularly during periods of economic uncertainty, and avoid aggressive leverage strategies that may compromise financial stability.
Second, the positive role of equity financing suggests that firms should prioritise strong equity positions and retained earnings, especially in emerging markets. Maintaining higher equity ratios can enhance resilience to economic shocks, improve creditworthiness, and support long-term strategic investments. Managers should view equity financing not merely as a last resort, but as a viable and potentially superior financing option in volatile environments.
Third, firms should reconsider asset-heavy financing and investment strategies. The negative relationship between asset tangibility and profitability indicates that excessive investment in physical assets may reduce efficiency and flexibility. Managers are encouraged to allocate resources toward intangible assets such as innovation, technology, research and development, and human capital, which are increasingly important drivers of competitive advantage and profitability in modern economies.
Fourth, firm size should not be relied upon as a primary strategy for improving performance. Larger firms often face bureaucratic inefficiencies and coordination challenges that can erode profitability. Managers of large organisations should focus on improving governance structures, streamlining operations, and enhancing managerial accountability to mitigate the negative effects associated with scale.
6.1.2 Recommendations for Policymakers and Regulators
From a policy perspective, the findings underscore the importance of strengthening financial institutions and capital markets, particularly in emerging economies. Policymakers should aim to improve creditor rights, enhance transparency, and develop efficient legal and bankruptcy frameworks to reduce the costs associated with debt financing. Such reforms can enable firms to access credit on more favourable terms and reduce the negative impact of leverage on profitability.
In addition, governments should promote equity market development by improving disclosure standards, protecting minority shareholders, and encouraging investor participation. Well-functioning equity markets can provide firms with alternative financing sources, reduce excessive dependence on debt, and support sustainable corporate growth.
Policymakers may also consider providing incentives for firms to invest in innovation and intangible assets, such as tax credits for research and development or support for technology adoption. These measures can enhance firm productivity and profitability while reducing reliance on traditional asset-heavy financing models.
6.1.3 Recommendations for Investors and Financial Institutions
For investors, the findings highlight the importance of evaluating firms’ capital structure composition rather than focusing solely on size or revenue growth. Firms with excessively high leverage may face elevated financial risk and weaker long-term profitability. Investors should consider equity strength, financial flexibility, and risk exposure when making investment decisions.
Financial institutions, including banks and lenders, should also adopt prudent lending practices by assessing borrowers’ leverage levels and long-term sustainability. Encouraging balanced capital structures can reduce default risk and contribute to a more stable financial system.
6.1.4 Summery
In summary, this study recommends that firms operating in Asian economies adopt context-sensitive and conservative financing strategies, prioritising equity financing and financial stability over aggressive leverage. Capital structure decisions should be aligned with institutional conditions, firm-specific characteristics, and long-term strategic objectives rather than short-term gains. By doing so, firms can enhance profitability, reduce financial risk, and support sustainable growth in an increasingly complex and competitive economic environment.
[bookmark: _Toc220849652]6.2 Conclusion
This study set out to examine the relative effectiveness of debt financing and equity financing in enhancing firm profitability, using evidence from listed non-financial companies in India, China, Japan, and South Korea. By adopting a comparative quantitative approach and employing multiple measures of profitability—Return on Assets (ROA), Return on Equity (ROE), and Net Profit Margin (NPM)—the study provides a comprehensive assessment of how capital structure decisions influence firm performance across diverse institutional and economic environments.
The empirical findings indicate that capital structure plays a significant role in shaping firm profitability, but its effects are neither uniform nor universal. Debt financing is found to exert a generally negative impact on profitability across most models and performance measures. While debt offers potential benefits in the form of tax shields and managerial discipline, the results suggest that these advantages are often outweighed by higher interest obligations, increased financial risk, and rising financial distress costs. This outcome is particularly evident in emerging economies, where underdeveloped financial systems, volatile macroeconomic conditions, and weaker institutional frameworks amplify the adverse effects of leverage.
In contrast, equity financing demonstrates a predominantly positive relationship with firm profitability, especially in terms of asset efficiency and operating margins. Firms with higher equity ratios tend to exhibit greater financial stability, lower exposure to distress risk, and improved operational performance. This finding highlights the importance of strong capitalization and reduced reliance on debt, particularly in environments characterised by uncertainty and imperfect capital markets.
The comparative analysis further reveals that institutional context matters significantly. In emerging markets such as India and China, equity financing appears more effective in supporting profitability due to high borrowing costs and limited access to long-term credit. Although developed economies such as Japan and South Korea benefit from more mature financial systems, the results suggest that excessive leverage can still undermine firm performance, indicating that even in advanced markets, debt financing must be used cautiously.
In addition to capital structure variables, the study finds that asset tangibility is negatively associated with profitability, suggesting that capital-intensive firms face higher fixed costs and reduced flexibility. Firm size shows mixed effects, indicating that scale alone does not guarantee superior performance and may introduce inefficiencies that offset potential economies of scale.
Overall, the findings support a context-dependent view of capital structure, reinforcing the argument that no single financing strategy is optimal for all firms or markets. Instead, capital structure decisions must be tailored to firm characteristics, institutional quality, and economic conditions. By integrating theory and empirical evidence, this study contributes to a deeper understanding of how debt and equity financing influence profitability in Asian economies.
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Equity ratio 0.347546274 -0.340560524 0.499115416 0.262720735 -0.044107229 -0.104451816 1

Debt to Equity -0.444695062 0.084442167 -0.584529086 -0.296868248 -0.171018715 0.752213884 -0.710982172 1

Corellation Analaysis
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SUMMARY OUTPUT

Regression Statistics

Multiple R 0429166777
R Square 0184184123
Adjusted R Square  0.128560313
Standard Error 0.067589074
Observations 48
ANOVA
df ss MS F Significance F

Regression 3 0045380127 0.015126709 3.311246086 0.028555072
Residual 44 0.201004448 0.004568283
Total 47 0.246384575

Coefficients _ Standard Error ___t Stat Pvalue  Lower95%  Upper95%  Lower95.0% Upper 95.0%
Intercept 0331330137 0081370779 4.071856514 0.000191225 0.167338107 0.495322167 0.167338107 0.495322167
Ln(TA) 1.27029E-05 0.003314486 0.003832545 0.996959403 -0.006667205 0.006692611 -0.006667205 0.006692611
Tangible/ TA -0.229479919 0106102686 -2.162809711 0.036031323 -0.443315832 -0.015644007 -0.443315832 -0.015644007
Debt Ratio -0.439471765 0157148296 -2.796541722 0.007630779 -0.756183344 -0.122760186 -0.756183344 -0.122760186





image5.png
SUMMARY OUTPUT

ics

Regression Stati

Multiple R 0.53137288
R Square 0.28235714
Adjusted R Square  0.23342694
Standard Error 0.06339202
Observations 48
ANOVA
df’ sS MS F Significance F

Regression 3 0.069568443 0.02318948 577061131 0.002035367
Residual 44 0176816132 0.00401855
Total 47_0.246384575

Coefficients _Standard Error ___t Stat, P-value __ Lower95%  Upper95%  Lower 95.0% Upper 95.0%
Intercept 0.13360983 0.041757409 3.19966754 0.00255305 0.049453298 0.217766353 0.049453298 0.217766353
Ln(TA) -0.00199921 0.003202119 -0.62433999 0.53562838 -0.00845266 0.004454236 -0.008452658 0.004454236
Tangible/ TA -0.09480584 0.096719494 -0.98021442 0.33233943 -0.28973117 0.100119489 -0.289731175 0.100119489
Equity ratio 0.05423885 0.014046768 _3.86130441 0.00036598 0.025929447 0.08254825 0.025929447 _ 0.08254825
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Regression Statistics
Multiple R 0.671324747
RSquare 0.450676916
Adjusted RSquare 041322307
Standard Error 0.064780191
Observations 48
ANOVA
of S5 MS F Significance F

Regression 3 0151486729 0.050495576 12.03286062 7.00158E-06
Residual 44 0.184644818 0.004196473
Total 47 _0.336131547
[

Coefficients _Standard Error ___tStat Pvalue __ Lower95% _ Upper95%  Lower95.0% Upper 95.0%
Intercept 0548017825 0.077989153 7.026846755 1.04417E-08 0.390841015 0.705194634 0.390841015 0.705194634
Ln(TA) -0.017371072  0.003176742 -5.468203572 2.02713E-06 -0.023773374 -0.010968769 -0.023773374 -0.010968769
Tangible/ TA -0.062435632  0.101693245 -0.613960461 0.542402974  -0.2673849 0.142513637  -0.2673849 0.142513637

Debt Ratio -0.42987791  0.150617489 -2.854103549 0.006557189 -0.733427513 -0.126328306 -0.733427513 -0.126328306
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Regression Statistics
Multiple R 062097631
RSquare 038561157
Adjusted RSquare  0.34372145
Standard Error 006850934
Observations 48
ANOVA
df ss MS F Significance F

Regression 3 0120616215 0.04320541 920531081 7.65818E-05
Residual 44 0206515332 0.00469353
Total 47 _0.336131547

Coefficients _Standard Emor ___tStat Pvalue __Lower95% __ Upper95% _ Lower95.0% _Upper95.0%
Intercept 036487365 0.045128276 8.08525557 3.0439E-10 0.273923584 0.455823714 0273923584 0.455823714
Ln(TA) 0.01413728 000346061 -4.08519818 0.00018344 -0.02111168 -0.007162877 -0.021111681 -0.007162877
Tangible/ TA 0.00733182 0.104527177 -0.07014267 094439794 -0.2179925 0.203328869 -0.217992499 0.203328869

Equity ratio -0.0245886 0.015180694 -1.61972808  0.112437 -0.05518327 0.006006082 -0.055183275 0.006006082
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Regression Statistics
Multiple R 0.519789567
RSquare 0270181194
Adjusted RSquare  0.220420821
Standard Error 0.054361076
Observations 48
ANOVA
o S MS F Significance F

Regression 3 004813587 001604529 5.429645672 0.002891473
Residual 44 0130025569 0.002955127
Total 470178161439

Coefficients _ Standard Error__tStat Pvalue __Lower95% __Upper95% _ Lower95.0% Upper 95.0%
Intercept 0366221216 0.065445535 55058167 132039E-06 0.234324408 0.498118025 0.234324408 0.498118025
Ln(TA) 0007366325 0.002665801 -2.763268565 0.008323492 -0.012738894 -0.001993755 -0.012738894 -0.001993755
Tangible/ TA 0121560881 0.085337109 -1.424478555 0.16136232 -0.293546523 005042476 -0.293546523  0.05042476
Debt Ratio -0.379047425 0126392476 -2.998971433 0.004445227 -0.633774722 -0.124320127 -0.633774722 -0.124320127
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Regression Statistics
Multiple R 0.565074212
RSquare 0.319308865
Adjusted RSquare  0.272898106
Standard Error 0.052499548
Observations 48
ANOVA
of S5 MS F Significance F

Regression 3 0056838527 0.018962842 6.88006122 0.000671239
Residual 44 0.121272912 0.002756203
Total 47 _0.178161439

Coefficients _Standard Error ___tStat Pvalue _ Lower95% __ Upper95%  Lower95.0% Upper 95.0%
Intercept 0196364121  0.03458235 5.67816015 1.0007E-06 0.126667974 0.266060268 0.126667974 0.266060268
Ln(TA) 0.00875785 0.002651908 -3.30246991 0.00190878 -0.014102416 -0.003413277 -0.014102416 -0.003413277
Tangible/ TA 01046779 0.080100454 -0.13068328 0.89662153 -0.171899647 0.150964067 -0.171899647 0.150964067

Equity ratio

0.041650199  0.011633151

3.580302351

0.0008516  0.018205123

0.065095276  0.018205123 0.065095276





image10.emf
ROA ROE NPM Ln(TA) Tangible/ TA Debt Ratio Equity ratio Debt to Equity

Mean 0.019785835 0.045781796 0.035133538 16.45169943 0.172760014 0.664148696 0.337298848 2.291338058

Standard Deviation 0.043912881 0.160045076 0.06198617 1.930908915 0.066818922 0.094849093 0.095648546 1.213270475

Minimum -0.168248954 -0.539778639 -0.21458066 12.63523647 0.037034998 0.520541131 0.147699203 1.085684645

Maximum 0.085810204 0.341662985 0.130206592 19.64386314 0.266680394 0.852300797 0.479458869 5.77051726

Count 48 48 48 48 48 48 48 48

Descriptive statistic
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ROA ROE NPM Ln(TA) Tangible/ TA Debt Ratio Equity ratio Debt to Equity

ROA 1

ROE 0.898146867 1

NPM 0.901892121 0.800106243 1

Ln(TA) 0.268605615 0.268529733 0.275998389 1

Tangible/ TA -0.392183108 -0.50437193 -0.436958336 -0.252689129 1

Debt Ratio -0.340153628 -0.020960726 -0.285626176 -0.248104853 -0.171150367 1

Equity ratio 0.299266452 -0.010047754 0.242104937 0.23725338 0.186771067 -0.990991879 1

Debt to Equity -0.198541499 0.130206452 -0.229394772 -0.094648306 -0.26428336 0.91319943 -0.914616722 1

Corellation Analaysis
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Regression Statistics
Multiple R 0.573264557
RSquare 0.328632253
Adjusted R Square 0299013087
Standard Error 0.044169003
Observations 72
ANOVA
o S MS F Significance F

Regression 3 0064937239 0021645746 11095257 5.13001E-06
Residual 68 0.132661257 0.001950901
Total 71 0.197598495

Coefficients _Standard Error__tStat Pvalue __Lower95% _ Upper95% _ Lower95.0% Upper95.0%
Intercept 0179148326 0.062240138  2.87834077 0.00533861 0.054950065 0.303346586 0.054950065 0.303346586
Ln(TA) 000140956 0002247571 0.627148301 053266218 -0.003075398 0.005894519 -0.003075398 0.005894519
Tangible/ TA 029210891 0.064545962 -4.52550537 2.4866E-05 -0.420908372 -0.16330945 -0.420908372 -0.163309446
Debt Ratio 0.17678892 0.053351052 -3.31369144 0.00147823 -0.283249291 -0.07032856 -0.283249291 -0.070328558
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Regression Statistics
Multiple R 0.552530719
RSquare 0.305290196
Adjusted RSquare  0.274641234
Standard Error 0.044930275
Observa 72
ANOVA
of S5 MS F Significance F

Regression 3 0.060324883 0.020108294 9.96086575 1.58528E-05
Residual 68 0.137273612  0.00201873
Total 71 0.197598495

Coefficients _Standard Error ___tStat Pvalue _ Lower95% __ Upper95%  Lower95.0% Upper 95.0%
Intercept 0.003589878 0.038637208 0.092912447 0.92624632 -0.073509472 0.080689227 -0.073509472 0.080689227
Ln(TA) 0.001715728 0.002281458 0.752031421 0.4546274 -0.002836851 0.006268308 -0.002836851 0.006268308
Tangible/ TA -0.2886579 0.065892778 -4.38072129  4.191E-05 -0.420144887 -0.157170904 -0.420144887 -0.157170904

Equity ratio 0.155815542 0.053997173 2.885624073 0.00522997 0.048065861 0.263565224 0.048065861 0.263565224
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Regression St
Multiple R 0529354723
RSquare 0.280216423
Adjusted RSquare  0.248461265
Standard Error 0.128230498
Observations 72
ANOVA
o S MS F Significance F

Regression 3 0435204543 0.145098181 8.824280592 5.08982E-05
Residual 68 1118128126 0.016443061
Total 71 1553422669

Coefficients _ Standard Error__tStat Pvalue __Lower95% __ Upper95% _ Lower95.0% Upper 95.0%
Intercept 0.151000042 0.180694227 0.835666114 0.406269509 -0.209569673 0.511569756 -0.209569673 0.511569758
Ln(TA) 0007495666 0.0065251 1.148743524 0.25468656 -0.005524968 0.020516301 -0.005524968 0.020516301
Tangible/ TA 0826437614  0.187388448 -4.410291156 3.76985E-05 -1.20036544 -0452509788 -1.20036544 -0.452509788
Debt Ratio -0.101706526 _ 0.154887625 -0.656647207 0.513623948 -0.41077997 0.207366917 -0.41077997 0.207366917
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Regression Statistics
Muttiple R 0526870256
R Square 0277502267
Adjusted R Square 0.245721337
‘Standard Error 0128464034
Observations 7
ANOVA
o ss s F Significance

Regression 3 043121812 0.143739373 8709880204 5.73567E-05
Residual 68 1122204549 0.016503008
Total 71 1553422660

Coefficients _Standard Eror___tStat P-value  Lower95% _ Upper95% Lower95.0% UpperS5.0%
Intercept 0.051760852 0.110470984 0.468628502 0.640834055 -0.168671565 0.272211269 -0.168671565 0.272211269
Ln(T) 0.007971042  0.006523115 1.22106854 0.225938634 -0.005045632 0.020987715 -0.005045632 0.020987715
Tangible/ TA 0.816871433 018830074 -4.33584161 4.91857E-05 -1.192817261 -0.440925605 -1.192817261 -0.440925605
Equity ratio 0.06507415 _ 0154337987 0427326064 (0.67049133 -0.242102287 0.374050582 -0.242102282 0.374050582





image16.png
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Regression Statistics
Multiple R 0572117818
RSquare 0.327318798
Adjusted RSquare  0.297641686
Standard Error 0.031717453
Observations 72
ANOVA
o S MS F Significance F

Regression 3 0033286426 0011095475 1102933463 5.47241E-06
Residual 68 0.068407783 0.001005997
Total 71 0.101694209

Coefficients _Standard Error __tStat Pvalue __Lower95% _ Upper95% _ Lower95.0% Upper 95.0%
Intercept 0139620743 0.044694208 3.123911321 0002622587 0.050434839 0.228806647 0.050434839 0.228806647
Ln(TA) 0000832516 0.001613965 (0.515820585 0.607652878 -0.002388101 0.004053134 -0.002388101 0.004053134
Tangible/ TA 0195200885 0046350005 -4.211453379 7.633056-05 -0.28769088 -0.10271089 -0.28769088 -0.10271089
Debt Ratio 0145568434 0038311018 -3.799649344 0.00031187 -0.22201688 -0.069119988 -0.22201688 -0.069119988
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Regression Statistics
Multiple R 0549339812
RSquare 0.301774229
Adjusted RSquare  0.27097015
Standard Error 0.032314065
Observations 72
ANOVA
of S5 MS F Significance F

Regression 3 0.030688691 0.010229564 9.79656742  1.8722E-05
Residual 68 0.071005517 0.001044199
Total 71 0.101694209

Coefficients _Standard Error ___tStat Pvalue  Lower95% _ Upper95% _ Lower 95.0% Upper 95.0%
Intercept -0.00515465 0.027788062 -0.18549886 0.85338998 -0.060604868  0.05029556 -0.060604868  0.05029556
Ln(TA) 0.001047366 0.001640836 0.638312711 0.52541409 -0.00222687 0.004321603 -0.00222687 0.004321603
Tangible/ TA -0.19330299  0.047390396 -4.07894862 0.00012104 -0.287869052 -0.098736927 -0.287869052 -0.098736927
Equity ratio 0.131244949 0038835021 3.379551403 0.00120587 0.053750872 0.208739026 _0.053750872 _0.208739026
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ROA ROE NPM Ln(TA) Tangible/ TA Debt Ratio Equity ratio Debt to Equity

Mean 0.10887648 0.142887833 0.137394923 14.04814266 0.177600191 0.348959822 0.898024889 0.503560094

Standard Deviation 0.061568408 0.084567932 0.072403211 3.199416722 0.102302633 0.067667346 0.689362181 0.215142351

Minimum 0.009149916 0.017388235 0.008936338 9.689970641 0.033411262 0.202296348 0.506593879 0.106983998

Maximum 0.276450429 0.318068474 0.391306326 20.05876821 0.410734384 0.493406121 3.186900069 0.973967789

Count 48 48 48 48 48 48 48 48

Descriptive statistic


