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[bookmark: _8d5xkm7tl8dr]1. Introduction
[bookmark: _cmtcach1jmex]1.1 Background of the Study
Capital structure has a substantial impact on the performance of firms, affecting the cost of capital, risk exposure, and value in general. The primary objective is to identify the best debt-equity mix that will reduce the cost of capital and maximise the value of the firm. Whereas a moderate level of debt burden may lower the financing cost and could subject management to discipline, a high amount of debt increases financial risk. According to Alhajjeah and Besim (2024), the average debt-to-assets ratio of the UK sample of companies is 0.228, and short-term debt is 0.0618, and long-term debt stands at 0.155 in times of crisis. The governance changes and board reforms have also increased the rate of capital structure change across UK companies (Ezeani et al., 2024). The significance of optimal financing decisions has increased due to regulatory changes, the implications of Brexit, and increased interest rates in the world. Learning about the impacts of capital structure, therefore, assists corporate managers, investors and policymakers in making informed strategic decisions regarding financing. This research aims to examine the recent information of UK-based listed companies to provide new empirical data and management advice. The study aims at maximising the reliability and the relevance of the research by combining quantitative regressions with strong controls on the existing debates and practice on capital structure.
[bookmark: _ez73uynspgk]1.2 Research Rationale
The issue lies in the fact that many of the UK-listed firms might be practising optimum debt-equity combinations that inhibit financial performance. Unsuitable leverage raises the weighted average cost of capital of a firm and makes it more likely to enter a state of financial distress. Besides, the increase in leverage enhances the volatility of earnings and reduces managerial flexibility in periods of macroeconomic stress and market dislocation. This problem is further exacerbated by post-Brexit regulatory changes, supply-chain shocks, and increasing interest rates, which, to a significant extent, have transformed the financing environment of firms (Ezeani et al., 2024). The macroeconomic shocks caused by the COVID-19 pandemic and the liquidity policy of various firms in the UK made a significant number of firms reconsider their debt exposures and liquidity policy. As it is demonstrated by Alhajjeeh and Besim (2024), the tendency among firms was to decrease leverage in the time of a crisis, as well as to expand the use of internal funds to enhance operational resilience. 
According to Almuaither and Marzouk (2019), the predictable firm size, profitability, tangibility, and growth opportunities are also consistent across different determinations of leverage choice. Nevertheless, a great deal of past studies are based on post-pandemic data and thus do not reflect new structural and regulatory transformations. A timely empirical study with the use of the panel data on 2015-2024 data will therefore contribute more to the current managerial decision-making and policy guidelines (Litvaj et al., 2022). The paper fills that gap by examining leverage-performance linkages based on a representative sample of companies listed on the UK market. The analysis increases the strength of causation, as multiple performance measures (ROA, ROE, and the Q of Tobin) are used, and the control variables are strictly controlled (Aydogmus, Gulay and Ergun, 2022). It is expected to lead to two benefits: revised empirical data in the hands of scholars and practical financing advice in the hands of business administrators and investors.
[bookmark: _a4ncov97dvyn]1.3 Research Aims and Objectives
Aims 
To examine the effect of capital structure decisions on financial performance among UK-listed companies.
Objectives
· To analyse the relationship between capital structure and financial performance.
· To compare the impact of capital structure on financial performance across different company in the Uk over the last 10 years (2014 – 2024).
[bookmark: _5gasja77k6f1]1.4 Research Questions 
· [bookmark: _spf0plqw142j]How capital structure effect on financial performance?
· Is there any perfect ratio of Equity & Leverage?
· What could be the advantage or disadvantage of having high or low leverage?
· Does the firm size matter to have high or low leverage?
[bookmark: _gk7w3jbs0xgx]Hypothesis:
· ROA, ROE & Leverage Ratio have a direct relation with the Profitability ratio.
· The Equity and leverage don’t have any perfect ratio. It works based on size of company and their brand value.
· Leverage has positive relation with Profit and Risk.
· There is a positive relation of leverage and Firm size.
[bookmark: _dg3mm6f9hxze]1.5 Research Problems
There is a bone thrown to many contemporary UK-listed companies that do not have current empirical advice on the best debt-equity ratios in the light of prevailing macroeconomic and regulatory environments. As a result, managers might resort to strategies of financial vulnerability and diminishing firm value through the strategies of financing, especially amidst a state of increased uncertainty.
[bookmark: _vg12iv7opid2]2. Literature Review
[bookmark: _pf3rmtmh3nfa]2.1 Determinants of Capital Structure
There are various determinants of capital structure that include the firm-specific determinants, which are size, profitability, growth prospects, and tangibility, as well as the externality determinants. For example, taxes, interest rates, markets, and regulatory environments. These determinants are used by firms to determine the most preferred debt-equity mix to use in financing operations. According to Bandaru (2024), the key decision factors in corporate leverage are firm size, profitability, tangibility, and growth opportunities. Frank and Goyal (2025) note that the market-to-book ratio, tangibility, and profitability are factors that are consistent and meaningful. There is a correlation between the size of a firm and leverage, which is generally positive since it indicates the ability to access the debt markets in a larger company, and the risk of bankruptcy is lower. According to Kılıç and Sakalsiz (2023), the effects are ambiguous in that the pecking order logic predicts a negative relationship, and at times, tradeoff logic predicts the relationship to be positive. Leverage among European firms is also determined by sector-specific features and corporate governance. Koralun -Bereznicka, Gostkowski -Drzewicka, and Majerowska (2024) also highlight country- and industry-level impacts, altering the impact of shared determinants. All in all, determinants are always context-dependent, and empirical studies are required on the country and time specific to derive sound inferences.  
[bookmark: _foneglbxxe0g]2.2 Capital Structure and Financial Performance 
A factor that is tightly connected with the financial performance is capital structure, which is a combination of long-term debt and equity. As a proper capital structure has the capacity of cost reduction and profit maximisation, and vice versa, a poor capital structure may increase financial risk and decrease profits. As per Rababah (2022), the influence of leverage on the profitability, market valuation, and shareholder returns under different settings. The study by Abor (2025) revealed a positive correlation between the short-term debt and the ROE, which depicts heterogeneity in context. Danso et al. (2020) show mixed leverage-performance relationships, and they are determined by which proxies and sample periods are used. Panigrahi and Vachhani (2021) indicate that high leverage occasionally lowers ROA and ROE, especially for poorly endowed companies and when the economy is in a trough. The negative correction of Tobin Q to high debt is subject to mitigation by market expectations and business potential (Lim and Mali, 2023). As a result, empirical results show that the average performance nexus is not linear, but it is moderated by the particularities of firms and market circumstances.  
[bookmark: _cq0g1uz9zay]2.3 Crises, Regulatory Change, and Capital Structure Dynamics 
Crises often trigger regulatory changes to strengthen financial systems, primarily by increasing capital requirements for banks to enhance stability and absorb losses. During times of acute uncertainty, firms typically deleverage and have to be more dependent on internal sources of finance. According to Alhajjeah and Besim (2024), the average debt-assets debt ratio of 0.228 in their UK sample in times of crisis focuses on reducing short-term debts and maintaining precautionary liquidity among the corporate response mechanisms. Regulatory changes after Brexit and increasing global interest rates have only exacerbated the financing policies of UK firms over the past few years (Koralun-Bereźnicka, Gostkowska-Drzewicka and Majerowska, 2024). Board-level governance reforms also have impacts on capital structure change speed and the degree of leverage management effectiveness. The dynamics provide reasons why modern UK studies between 2018 and 2023 should be capable of recording recent changes to the structure.  
[bookmark: _xq7uvff8jj28]2.4 Theoretical Frameworks 
Perfect market conditions set a precedent, and considering this condition, original assertions by Modigliani and Miller initially argued that capital structure is irrelevant under perfect market assumptions, providing a baseline. Thereafter, taxes and bankruptcy costs, as well as agency problems, are included in making more realistic trade-off predictions (Becker, 2021). The theory of trade-offs assumes that when companies are using leverage, they do so by trading off between the benefits of debt in terms of taxes and forecasted bankruptcies and agency costs (Pies and Valentinov, 2023). The empirical conflicts between these paradigms drive context-dependent testing, especially in areas where a crisis and regulation alteration occur.  
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Figure 1: Modigliani and Miller (M&M) Capital Structure Theory 
(Sources: Becker, 2021)
[image: Trade-off theory of capital structure - Wikipedia]
Figure 2: The theory of trade-offs
(Sources: Pies and Valentinov, 2023)
[bookmark: _r7aaktoa3p99]2.5 Identified Literature Gap
The majority of foundational and empirical capital structure studies are based on data that is older than COVID-19 and post-Brexit developments, which restricts their applicability in the current conditions. As a result, there is an evident gap in the panel research that would be conducted between 2015 and 2024 to evaluate the relationship between leverage and performance in the case of the recent macroeconomic and regulatory shocks.
[bookmark: _hgedafwqi3my]3. Methodology
[bookmark: _1ryq5ynud7rg]3.1 Research Philosophy
This paper uses a positivist philosophy to conduct research on the effects of capital structure decisions on the UK-listed companies in terms of their financial performance. Positivism focuses on objectivity and is based on quantifiable evidence to prove relationships among variables (Bevir and Rhodes, 2025). The philosophical position suits the case because it allows the statistical test of the leverage ratios and profitability indicators in several companies. It facilitates the objective of the study of generating empirical results based on observable financial data as opposed to subjectivity. In this respect, the study guarantees generalizable and evidence-based findings applicable in the changing business environment in the UK.
[bookmark: _x6sb2ee59qk]3.2 Research Design and Research Approach
Empirical testing is used to test preexisting theories of capital structure using a deductive methodology. Inference is shifted to a concrete conclusion out of theoretical premises, which would enable the measurability of hypotheses connected to the linkages between leverage and performance (Thomas, 2025). The research design used is an explanatory design that tends to explain how the difference in debt and equity stimulates the profitability measures, including ROA, ROE, and EPS (Dovetail, 2023). This design serves the causal mean of interpretation so that the study is capable of explaining the influence of the financing structure on the outcome of firms in the UK corporate environment.
[bookmark: _yef7zg99bk7q]3.3 Data Collection and Sampling Method
The study relies on the secondary quantitative data extracted regarding the London Stock Exchange (LSE), annual reports of companies, and validated databases such as Bloomberg, Refinitiv (Eikon), Annualreports.com, and Yahoo Finance (Cheong et al., 2023). The period of the data will be ten years, between 2015 to 2024 of different UK-listed companies whose records are consistently audited throughout the period will be chosen in a purposive sampling technique (Litvaj et al., 2022). The presence of a variety of firms guarantees the representativeness of the industry segments and makes valid generalisations regarding the financial structure and performance.
[bookmark: _p0x9sjkeq4m1]3.4 Data Analysis and Ethics
The research utilises the quantitative analysis with the use of SPSS and Microsoft Excel to test the associations between variables. Descriptive and correlation analyses will summarise and investigate associations; panel data regression models will be used to discuss the cause-and-effect ones (Naeem et al., 2023). To make sure that the model has high reliability and validity, regression diagnostics will be done (Damyanov, 2023). The effect of ethical standards will include the careful citation, using the information that is publicly available, and following institutional policies regarding research ethicality and openness.
[bookmark: _bf8krh4kc3c3]4. Expected Findings
The study would expect capital structure to have a strong correlation with the financial performance of the UK-listed companies. The high profitability is likely to decrease with a high debt ratio because financial risks are high; moderate leverage might have a positive impact on performance as it can be a better use of capital (Panigrahi and Vachhani, 2021). It is estimated that the association will be non-linear, which will justify the theory of trade-off that will find a balance between the tax opportunities and the costs of bankruptcy. The results of the regression will indicate that profitability depends on the firm size and total assets positively, which is because of the economies of scale and availability of credit (Abor, 2025). The results will enable the UK managers to make rational choices to optimise debt-equity mixes, as well as to give policy makers lessons on how to make corporate bodies financially resilient.
[bookmark: _a2pw8m6cn8e4]5. Limitations
One of the main weaknesses is the use of secondary data, whereby the researcher has no control over the quality of data, and the question of consistency is raised. Data reporting heterogeneity in different studies can create heterogeneity in measurements that makes it challenging to make a direct comparison of findings across settings. The use of relevant criteria not withstanding further risk of selection bias, non-probability purposive sampling of eighteen articles is plagued by a high level of selection bias. The temporal limits of the study (2015-2024) might be too short to reflect the dynamics of long-run capital structure on firm performance. The use of UK-listed companies does not allow them to generalise to other jurisdictions with different regulatory and market frameworks. The study does not have theoretical implications since it does not use primary data analyses methods. Primary interviews or surveys are also not done to ensure that managerial views and contextual decision rationale are directly recorded. To alleviate these constraints, the study puts stringent inclusion criteria, triangulation and clear audit trails of the selection decisions. The given analysis should be complemented in the future with longitudinal datasets, larger probability samples, and interviews with managers to validate it on a larger scale.
[bookmark: _j6bo5nq64e3a]6. Timeframe
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Figure 3: Timeline
(Source: Self-developed)
[bookmark: _5spatm9oxk9]7. Conclusion
Using quantitative, this paper discusses the effect that capital structure has on the financial performance of the UK-listed companies. The study will generate context-specific results that can be converted into real-world financing advice to the managers of corporations. The objective of theory development and relevance to managers falls into the domain of methodological options of interpretivism, inductive approach and explanatory design. The revelation of expected findings shall guide the sensible debt-equity balancing policies and curb the financial instability during the turbulent market situations. The research leads to the provision of an updated empirical footing in which the literature gap created by the pre-pandemic and pre-Brexit studies was filled. Finally, the findings will be of academic interest and practical implications that will allow UK firms to construct more robust capital structures.
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