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The Determinants of the Capital Structure:
An Applied Study on SMEs in the City of MeknesMorocco
By Mohamed Oudgou*
This article aims to present the determinants of the debt of Small and Mediumsized Enterprises’ (SMEs’) in the city of Meknes. To test the research
hypothesis, a sample of 47 non-listed SMEs has been compiled and a static
multiple regression model is developed. The result of the regression obtained
indicates that size, profitability, and risk negatively influence the SMEs’ debt.
Whilst profitability and commercial debt are positively associated with debt.
Industrial SMEs’ use more debt compared to commercial SMEs’.
Keywords: debt, financial structure, SMEs’, OLS regression

Introduction
The role of SMEs in economic and social development is strongly recognized
in several academic and institutional studies (OECD 2007, St-Pierre 2004, Torres,
2004). They account for about 90% of all enterprises in each country and generate
more than 50% of GDP (OECD 2002, 2007). The importance of SMEs in the
Moroccan economy is statistically significant. However, these enterprises face
prohibitive internal and external handicaps, wherein the recourse to debt has been
the most confronted difficulties. This problem makes SMEs focus on survival
instead of innovation. However, even though the public authorities are aware of
the importance of SMEs and have made considerable efforts, SME recourse to
debt remains a persistent problem. Solving the problem of SME financing will
certainly be a major challenge, a major development issue for the country. This
encourages all stakeholders (institutions and researchers) to develop objective
diagnoses to identify the real obstacles and propose solutions that will enable
SMEs to get started and to play a main role in the economy.
In this present paper, we focus on the determinants that are relevant to SMEs
in explaining their propensity to use debt. Indeed, while several empirical studies
have attempted to explain the financial structure of SMEs, there is still no
consensus on the determinants of debt (Colot and Croquet 2007). In the Moroccan
context, there is still a substantial lack of studies on the subject, which leaves
enough ambiguities in the financial characteristics of SMEs. On this basis, the
present paper intends to contribute to the knowledge of scientists’ work on the
determinants of indebtedness of Moroccan SMEs.
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The literature review of the financial structure is based on the founding article
of Miller and Modigliani (1958). Under a restrictive assumption (perfect market
without taxes, transaction costs, and bankruptcy costs) Miller and Modigliani
(1958) confirm that the value of the firm is independent of the type of financing
(debt or equity). Moreover, the financial structure does not affect investment
decisions, and it is irrelevant to determining the value of a firm. In a second model,
Miller and Modigliani (1963) take into account the tax-deductibility of interest.
They concluded that firms preferred debt over other sources of financing because
the interest payments are a deductible tax. This positive impact affects the market
value of the business. This means that the company value is positively correlated
with debt.
The questioning assumption that there is no conflict between shareholders and
managers has given rise to the agency theory (Jensen and Meckling 1976).
According to this theory, indebtedness minimizes agency conflicts between
shareholders and executives. Nonetheless, it can create conflicts between the
company and its lenders because of the existence of informational asymmetries in
the relationship of financing.
To limit these conflicts of interest, lenders often introduce restrictive clauses
in the debt contract. The purpose of these mechanisms is to encourage the
borrowing firm to meet its commitments and reduce the risk of asset substitution
(Besanko and Thakor 1987). Under these conditions, the optimal financial
structure results, according to the arbitrage theory, from the trade-off between the
advantage generated by indebtedness and the bankruptcy costs generated by over
debt. Besides, the debt can be used as a signaling tool for the quality of the
company in an environment characterized by asymmetric information (Leland and
Pyle 1977, Ross 1977). A strong asymmetry of information can lead firms to make
a massive use of internal financing resources, if necessary, calling on debt before
increasing capital (Myers and Majluf 1984).
Referring to the empirical review, we find that there is no theoretical
framework that encompasses all the theories and from which the explanatory
variables for the financial structure of SMEs would be determined. As a result, the
question of the application and relevance of the financial theory in explaining the
indebtedness of SMEs is still partially validated. Table 1 illustrates the main
factors explaining the corporate debt found in the Moroccan empirical literature.
Table 1. The Main Factors Explaining the Debt
Variables
Size

Effect on
debt
Positive
Negative
Positive

ROE

Negative
Positive

ROA

Negative

Author(s)
(Hakmaoui and Yerrou 2013), (Achy and Rigar 2005),
(Amraoui et al. 2018), (Kartobi 2013), (Rahj 2016)
(Achy and Rigar 2005), (Oudgou and Zeamari 2018)
(Oudgou and Zeamari 2018)
(Rafiki 2008), (Amraoui and al. 2018), (Messaoudi and
Binkkour 2016)
(Hakmaoui and Yerrou 2013)
(Amraoui et al. 2018), (Kartobi 2013), (Rahj 2016),
(Oudgou and Zeamari 2018)
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Negative
Positive

Growth

Negative
Positive

Risk

Negative
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(Hakmaoui and Yerrou 2013), (Kartobi 2013)
(Yerrou and Hakmaoui n.d.), (Achy and Rigar 2005),
(Amraoui et al. 2018), (Kartobi 2013)
(Rafiki 2008)
(Messaoudi and Binkkour 2016), (Dine-dine and ElKhamlichi 2017)
Kartobi (2013)
(Hakmaoui and Yerrou 2013), (Yerrou and Hakmaoui n.d.),
(Oudgou and Zeamari 2018)

The main determinants of indebtedness derived from the financial theory and
encountered in empirical work are generally contradictory. Whereupon, there is no
consensus on these determinants. The current paper will, therefore, attempt to
formulate the hypotheses while referring to the main variables encountered in
previous empirical works.

Hypotheses and Variables
The Dependent Variable
The dependent variable to be explained is the total debt ratio (END). This
ratio reflects the financial policy pursued by a firm (Drobetz and Fix 2003), and it
is a pertinent indicator for assessing the risk of bankruptcy of a borrowing firm
(Rajan and Zingales 1995). The study will adopt the measure used by Zou and
Xiao (2006), Gaud and Jani (2002), Drobetz and Fix (2003), Kremp and Stöss
(2001):

Independent Variables
The size (TAL): the size does not refer to a specific theory, but it is a matter
of doctrine in empirical studies of debt. This variable assesses the solvency and the
quality information produced and published by SMEs. The size is, therefore, a
proxy for asymmetric information and financial constraints. In fact, the problems
of information production and disclosure are more significant among SMEs. These
problems render SME more opaque and unable to get access to debt (Ang 1992,
Beck and Demirguc-Kunt 2006, Achy and Rigar 2005). We retain the size
measure often used in empirical studies, especially by De Jong andVeld (2001),
Chen (2004), Chen et al. (2014), Fakhfakh and Atitallah (2006), Zou and
Xiao (2006): TAL = Log (total assets).
Hypothesis 1: Size has a Negative Impact on the Debt Ratio of SMEs
Profitability (ROA): According to the signal theory and static equilibrium
theory, high profitability has a positive influence on the debt ratio since the firm
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can take advantage of the interest deductibility (Bourdieu and Colin-Sédillot
1993). High profitability is also a signal of the sound financial health of the
company. However, profitability, according to the Pecking Order Theory, is an
indicator of cash financing which affects negatively the debt of asymmetrical
companies (Fama and French 1999, Rajan and Zingales 1995, Wessels 2009).
SMEs are opaque and they consider debt more expensive and, therefore, prefers
equity. As proclaimed by Benkraiem (2010), Colot and Croquet (2007), the
profitability measured by the ratios: ROA = net income/total assets.
Hypothesis 2: A Negative Effect of Profitability on the Debt Ratio of SMEs is
Expected
Return on equity (ROE): According to the Trade-Off Theory, financial
profitability is a guarantee for creditors of the companies’ ability to repay debts.
This is a positive signal of the company’s financial health in accordance with the
signal theory. Consequently, a sustained improvement in profitability should lead
to an increase in debt. Drawing upon this theory, profitable companies with a low
risk of financial failure would use debt to benefit from the interest deductibility.
This theoretical framework predicts a positive relationship between debt and
financial profitability. As advocated by Colot and Croquet (2007) and Rafiki
(2008), we use the ratio of:
.
Hypothesis 3: Financially Profitable SMEs Offer More Security to Creditors and
Make Greater Use of Debt
Growth (CRO): a high growth rate is synonymous with self-financing
capacity, but it leads to a deterioration in the level of the company's working
capital need. The agency theory contends that high-growth firms tend to have
a less debt ratio. Whereupon, high growth tends to reconcile the interests of
managers and shareholders (Kooyul et al. 1996). As a result, debt agency costs are
high (Jensen and Meckling 1976, Myers 1977) and debt can no longer play its role
as a regulator to the opportunistic behavior of managers. According to the Pecking
Order Theory, companies with growth opportunities to finance turn first to
external debt, which is less subject to asymmetric information. For the Compromise
Theory, high-growth companies have incentives to increase their debt to take
advantage of the interest tax deductibility. Growth estimates differ among major
studies, the indicator used in this article is the asset growth rate (CRO):

Hypothesis 4: A Negative Effect of the Growth Rate on Debt is Expected
Risk (RSQ): Risk consists of two components: financial risk and economic
risk. The first is the overuse of debt. The second is due to the volatility of
operational/net income (Dubois 1987). According to the trade-off theory, high
volatility of operating income deprives the firm of the benefit of tax-deductibility
of debt costs. In the context of the Pecking Order theory, earnings volatility may
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lead firms to build up a reserve of easily liquid assets so as not to face the problem
of under-investment in the future. High volatility in operating results may lead the
company to default so that lenders demand a high-interest rate. This suggests a
negative relationship between risk and the debt ratio, which has been proved in
several empirical studies (Prowse 1990, Jarrell and Kim 1984, Gaud and Jani
2002). Conversely, Kremp and Stoss (2001) predict a positive relationship between
risk and debt. This can explain the presence of an over-investment strategy
concealed by the firm from lenders. Risk will, therefore, be measured by the
absolute value of the change in profits between t and t-1:
.
Hypothesis 5: Earnings Volatility is Negatively Correlated with Debt Ratio
Asset tangibility (TAG): tangible assets lose less value over usage or over
time and are less subject to information asymmetries. For the agency theory
(Jensen and Meckling 1976), the existence of a large share of tangible assets is an
important guarantee for lenders faced with problems of over-investment. This can
also reduce the agency external costs. For the theory of hierarchical financing,
firms with a low share of tangible fixed assets in their assets will be exposed to
information asymmetries (Harris and Raviv 1991).Empirical work by Frank and
Goyal (2003), Bourdieu and Colin (1993), Gaud and Jani (2002), Rajan et al.
(2000) and Rajan and Zingales (1995) found a positive effect of tangible or
collateral assets on debt. Some works have found a negative effect (Achy and
Rigar 2005, Amraoui et al. 2018, Kartobi 2013). Asset tangibility is measured by
the ratio of net tangible assets (AC) augmented by stocks (S) to total assets (TA)
(Adair and Adaskou 2011, Kremp and Stöss 2001, Rafiki 2008):
Hypothesis 6: Total Debt should be Positively Correlated with Asset Tangibility
Taxes (FIS): According to the work of Modigliani and Miller (1963), to
maximize their value, it is in the interest of firms to increase their indebtedness to
take advantage of the tax-deductibility of debt costs. The Trade-off theory (TradeOff Theory) suggests that an optimal debt-to-income ratio could be achieved by
balancing the marginal benefits and costs of indebtedness (the tax savings and
bankruptcy costs associated with a high debt-to-income ratio) (Baxter 1967). On
the other hand, the presence of non-debt related tax benefits reduces the
attractiveness of debt. Many considerations may explain this limitation of debt. In
Morocco, a large proportion of companies avoid paying income tax for various
reasons: nearly 80% of corporate taxes are paid by 0.98% of companies in 2018.
This can explain not only the existence of tax advantages that are not linked to
indebtedness, but also the asymmetric nature of Moroccan SMEs.
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Hypothesis 7: The Attractiveness of Debt for SMEs is made Less Attractive by the
Presence of Income Tax
Commercial debt (DFR): according to the compromise theory, the use of
commercial debt can be interpreted by the bank as a signal of the company's
ability to repay its debts. Therefore, SMEs can easily have access to debt. On the
contrary, Petersen and Rajan (1994) consider commercial debt as a substitute for
financial debt in situations of credit rationing. The Pecking Order Theory considers
commercial debt as a less risky means of short-term financing for small firms.
Hypothesis 8: An Increase in Commercial Debt Reduces Interest on Debt
Financing
The business sector (SCT): The business sector is an important indicator of
the type of capital structure and debt decision. Firms in the service and retail sectors
make little use of debt since they do not have enough assets to present as collateral
to banks. Conversely, firms in the industrial sector are characterized by a rigid
asset structure and have easy access to bank credit (Riding et al. 1994). Margaritis
and Psillaki (2010) consider the business sector as an indicator of the risk of the
firm's core business. The sector of activity is a dummy variable, taking 1 if the
firm is industrial, and 0 if it is retail.
Hypothesis 9: Industrial SMEs are more Indebted than Commercial SMEs

Data
This section is devoted to describe the research methodology as well as
presenting the data collection procedures.
Data Collection
The accounting data required for the empirical study are collected from three
trustees based in Meknes city and accredited by the National Order of Chartered
Accountants. The data dated back to 2015 and were obtained after their official
deposit at the General Taxes Directorate in Meknes city in 2016.
The first sample consists of 53 SMEs that correspond to the definition of
Morocco-SME Agency (an SME is an enterprise with an annual turnover of less
than 175 million MAD). For the sake of homogeneity, we kept only 47 companies
after the elimination summary statement with incomplete financial information.
We found that the largest number of SMEs do not have long-term financing debts.
The availability of trade debts and very short-term bank debts in the liabilities part
of their balance sheets was enough to keep them for the empirical study.
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Econometric Model
To attain our research objective, we perform the following regressions
equation to find the impact of exogenous variables on the total SMEs debt (Table
2). The empirical specification of the model as shown in equation below, is
estimated by ordinary least square (OLS):

Table 2. Variables and Expected Signs
Variables
Total debt
Profitability
Return on equity
Assets tangibility
Size
Risk
Growth
Taxes
Commercial debt
Business sector

Acronym
END
ROA
ROE
TAG
TAL
RSQ
CRO
FIS
DFR
SCT

Formula
net income/total assets
(tangible assets + stocks)/total assets
Log (total assets)
The absolute value of the variation in net income
Variation in total assets between t and t-1.
Taxes/Current income before tax
Commercial debt/total assets
1 = Industrial ; 0 =retail

Expected
sign
***
+
+
+

To verify the hypotheses formulated, the study starts with econometric tests
using a basic model (Model 1) that has only firm size (TAL) and firm growth
(CRO). The second model (model 2) tests the hypotheses on economic profitability
(ROA) and financial profitability (ROE). To complete the econometric study, the
paper tests the effect of the other variables on the total debt while adding one
variable per model.
Results
Descriptive Statistics
The sample of 47 SMEs of the empirical study is divided into the commercial
sector (76.60%) and the industrial sector (23.40%).
Table 3 gives a description of the variables used in our analysis. The total debt
ratio (TDS) is on average 1,080 of total assets and it is a 5% truncated is on
average 92% of total assets. It ranges between 52.67% and 1.19 according to the
first and third quartile. For the SMEs in the sample as a whole, we find that they
achieved a low economic profitability (ROA) averaging 1.21%, compared with
15.41% for the best-performing companies. Return on equity (ROE) averaged
9.76% and 75% of the companies had a profitability ratio of 50.95% or less.
Tangible assets (TAG) are on average 43.77% of total assets. Tangible assets
(TAG) are on average 43.77% of total assets. For the risk variable (RQS), we
observe it shows high volatility (4.24). Companies with highly volatile net income
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can be perceived as riskier and use bank debt only to a limited extent. The average
growth rate (CRO) of assets is 16.11% with a standard deviation of 50%,
indicating a significant difference among firms. A low growth rate can reduce the
use of debt. SME in the sample pay less tax (FIS) it is on average 6.82%, and 75%
of SMEs pay less than 13.05% tax on their income. Commercial debt on average
represents 30.23% of total assets.
Table 3. Descriptive Statistics
Mean
Sd
p25
p50
p75

END
1.0806
1.1821
0.5267
0.8231
1.1980

ROA
0.0121
0.8173
-0.1806
0.0018
0.1541

ROE
0.0976
2.9267
-0.0330
0.1595
0.5095

TAG
0.4377
0.3396
0.0838
0.4302
0.7586

TAL
5.6209
0.8160
4.9946
5.5782
6.2740

RSQ
2.1352
4.2460
0. 2124
1
2.4959

CRO
0.1611
0.4999
-0.1037
0.0734
0.2993

FIS
0.0682
0.8582
-0.0137
0
0.1305

DFR
0.3023
0.5627
0
0.0587
0.4304

Quality of Regression Results
The Pearson correlation matrix between the independent variables (Table 4)
shows that some associations are statistically significant but relatively low. This
indicates the absence of serious multicollinearity problems among the exogenous
variables.
Table 4. Pearson Correlation Matrix
ROA
ROE
TAG
TAL
RSQ
CRO
FIS
0.4260** 1.0000
ROE
-0.0703
-0.2558 1.0000
TAG
-0.1590
-0.1758 0.1896
1.0000
TAL
-0.2187
0.1174
0.0331 -0.0319
1.0000
RSQ
0.0870
-0.2736 -0.0996 -0.0419
0.1772
1.0000
CRO
0.0805
0.0253
0.1222
0.2747
-0.0596
-0.0538 1.0000
FIS
-0.3256* -0.2161 -0.0419 -0.2125 0.4164** 0.2448 -0.1218
DFR
-0.2184
-0.0362 0.0555 0.3174*
-0.0636
-0.1731 0.2845
SCT
*Correlation is significant at the 5% level **Correlation is significant at the 1% level

DFR

1.0000
0.1271

Table 5 presents the empirical results of the multiple regression models. The
different specifications which allow the variability of total debt (END) are
explained by the previously selected exogenous variables. They have an
explanatory capacity (Adj R-square) ranging from 2.11% (model 1) to 65.30%
(model 8) and a good global significance (prob > F) at the 5% threshold. However,
the primary model (model 1) based on size (TAIL) and growth (CRO) is not
significant.
The Durbin-Watson (D-W) statistic is around 2 in the different specifications
and indicates the inexistence of error auto-correlation problems. The Tolerance
and Variance Influence Factor (VIF) parameters are near 1, are less than the
recommended limits (VIF <3.3). This result shows the absence of multicollinearity
problems among exogenous variables, which confirms the results of the Pearson
correlation matrix. All the tests converge towards identical results, which is a
satisfactory indication of the different econometric specifications.
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Table 5. OLS Regression Output
Variables
C

Model 1

Model 2

Model 3

Model 4

Model 5

Model 6

Model 7

Model 8

2.982

3.464

3.465

3.570

3.432

1.810

2.183

2.406

(0.017)
-0.330
(0.125)
-2.982
(0.424)
-

(0.002)
-0.422
(0.023)
-0.0326
(0.916)
-0.919
(0.000)
0.0759
(0.198)
-

(0.002)
-0.422
(0.027)
-0.0335
(0.916)
-0.918
(0.000)
0.0756
(0.224)
-0.0068
(0.988)
-

(0.001)
-0.433
(0.022)
0.1248
(0.708)
-1.038
(0.000)
0.1091
(0.101)
0.0973
(0.832)
-0.0542
(0.160)

(0.003)
-0.408
(0.038)
0.121
(0.718)
-1.029
(0.000)
0.110
(0.101)
0.115
(0.803)
-0.0547
(0.160)

(0.041)
-1.173
(0.251)
-0.0806
(0.751)
-0.821
(0.000)
0.158
(0.003)
0.240
(0.491)
-0.118
(0.000)

(0.014)
-0.260
(0.092)
-0.0181
(0.942)
-0.7696
(0.000)
0.1466
(0.005)
0.240
(0.476)
-0.1074
(0.001)

(0.006)
-0.2813
(0.059)
-0.7905
(0.000)
0.1400
(0.002
-0.1061
(0.001)

-

-

-

-

-0.0824
(0.644)
-

-0.088
(0.511)
1.340
(0.000)
-

-0.1512
(0.260)
1.2123
(0.000)
0.5494
(0.062)

1.209
(0.000)
0.4809
(0.082)

0.0636

0.3856

0.3856

0.4155

0.4187

0.6830

0.7119

0.6982

0.0211

0.3271

0.3106

0.3278

0.3144

0.6163

0.6418

0.6530

1.50

6.59

5.15

4.74

4.01

10.24

10.16

15.43

0.2353
1
2.32

0.0003
1.41
2.29

0.0009
1.54
2.29

0.0010
1.77
2.32

0.0021
1.77
2.36

0.0000
1.82
2.11

0.0000
1.85
2.18

0.0000
1.60
2.13

P>|t|
TAL
CRO
ROA
ROE
TAG
RSQ
FIS
DFR
SCT
Rsquared
Adj R
Fstatistic
Prob>F
Max VIF
D-W

Discussion
According to the results of the different econometric models (models 1 to 8),
six variables in the final optimal model (model 8) influence the debt ratio of SMEs
in a significant way. However, we found that three variables are not statistically
significant in any of the models tested: growth rate (CRO) with irregular signs,
asset tangibility (TAG), and taxes (FIS). Removing these variables in the final
model (Model 8) increased the value of the adjusted R² to 65,30%. Based on these
results, the study appears, unfortunately, unable to verify assumptions 4, 6, and 7.
The size variable (TAL) is statistically significant and impacts negatively the
total debt ratio. This result confirms hypothesis 1 along with the negative sign
predicted by the Pecking Order Theory. This result can be explained by the fact
that SMEs do not habitually have a diversified business portfolio that can reduce
the volatility of cash-flows and require the use of debt. Moreover, these companies
do not have the desirability of debt to avoid financial revealing and total loss of
control of their enterprises’. Our results converge with those of Bourdieu and
Colin- Sédillot (1993), Johnson (1997), Carpentier and Suret (1999), Adair and
Adaskou (2011).
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Following the arguments of the Pecking Order Theory, economic profitability
(ROA) has a negative and significant influence on the total debt. We can therefore
confirm hypothesis 2. This result can be explained by the fact that profitable SMEs
prefer to use the resources generated by their assets. These resources allow the
firm to maintain full control over ownership and they are less costly. Our results
corroborate the findings of Titman and Wessels (1988), Harris and Raviv (1991),
Colot and Croquet (2007), Fama and French (1999), Benkraiem (2010), and Rajan
and Zingales (1995).
As for the return on equity (ROE) variable, the econometric results show that
this variable is statistically significant and has a positive influence on the total debt
ratio of SMEs. This confirms the Trade-off Theory predictions that profitable
firms would have to take on debt to benefit from the tax-deductibility of interest
charges. Besides, the existence of solid financial earnings can be interpreted by
lenders as an indicator of the firm's financial health and its ability to honor its
commitments within the meaning of the signal theory. Financial profitability
makes it possible to reduce the information asymmetries that are an obstacle to
SMEs’ access to debt. Hypothesis 3 is confirmed again and our results are in
accord with those of Hakmaoui and Yerrou (2013), Bourdieu and Colin-Sédillot
(1993), and Johnson (1997).
The risk variable (RSQ) is statistically significant at the 1% level and
negatively correlated with the total debt ratio. Hypothesis 5 of the negative
relationship between earnings volatility and the debt ratio is confirmed. High
earnings volatility makes it difficult to assess failure risk, which can cause more
extensive problems of information asymmetry and difficulties in accessing debt
(De Angelo and Masulis 1980). Our results are similar to those of Castanias
(1983), Bradley et al. (1984), Bevan and Danbolt (2000), Benkraiem (2010) and
Hakmaoui and Yerrou (2013).
The coefficient of the commercial debt variable (DFR) is positive and
significant at the 1% level. An increase in the company's commercial debt is a
reliable signal for lenders. That indicates the companies’ ability to pay their loans.
This result confirms the predictions of the Trade-Off Theory and invalidates the
thesis of the Pecking Order Theory and Petersen and Rajan (1994) commercial
debt is a less risky funding source and a substitute for the financial debt. Our
hypothesis 8 cannot therefore be confirmed. Moreover, the empirical results are in
line with those of Trabelsi (2006) and Adair and Adaskou (2011).
Activity sector (SCT) is a dummy control variable with industry as the
reference variable. The coefficient associated with this variable is positive and
significant at the 10% level. The empirical result confirms that SMEs in the
industry sector are more indebted than those in the trade sector. Hypothesis 9 is
verified and the sector influences the debt ratio of SMEs.

Conclusion
This paper examines the determinants of the capital structure of non-financial
listed firms in the city of Meknes using a sample of 47 SMEs. This study was
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conducted using the econometric tool of the ordinary least squares estimation
method (OLS). The econometric results show that 6 variables have a statistically
significant effect on the total debt level of SMEs. These variables are: size,
economic profitability, financial profitability, risk, commercial debt, and sector of
activity. According to our assumptions, size, economic profitability, and risk are
negatively associated with the total debt ratio. Contrary to our predictions,
commercial debt is positively associated with the debt ratio. Financial profitability
and industry sector are positively related to total debt ratios. The asset tangibility,
growth, and tax variables suffer throughout the estimates from a lack of
significance when other variables are integrated into the model. Moreover,
statistical tests on the coefficients of the non-significant variables confirm that they
are all zero.
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