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ABSTRACT 

The current study aims to examine the factors affecting capital structure of (16) banks listed on the Iraqi Stock Exchange 

(ISX) during the period 2009 to 2014.  Several factors could have an impact on capital structure. While, this study 

concentrates on four characteristics of Iraqi banks and attempts to identify their effect on financing decision of these 

banks. Growth, profitability, liquidity and size have been used as independent variables. However, the study depends 

on leverage as a dependent variable to measure the capital structure of banks. Using a multiple linear regression model 

by (SPSS) program different results have been revealed. The findings show that growth is not one of the determinants 

of capital structure and it has no effect on the leverage of these banks at all. While, there is a statistically negative 

relationship of capital structure choice with profitability and liquidity. On the other hand, the findings indicate that the 

size affects capital structure of the banks positively and significantly. The study could have a great contribution to 

financing decision of the banks listed on ISX for choosing the optimal capital structure. 

KEYWORDS: Capital Structure, Growth, Profitability, Liquidity, Size, Leverage, Iraqi Stock Exchange. 

1. INTRODUCTION 

As it is known that every company has two main activities 

which are financing and investment. In the financing activity, 

the determination of the best capital structure is the main issue 

of the company (Lim, 2012). Capital structure, in the words of 

(Shibru, Kedir, Mekonnen, 2015), refers to a number of options 

that could be used by a company to obtain the necessary funds 

for its investment operations in a manner that is compatible 

with its priorities. This means that the company could raise the 

funds either by equity or debt or a combination of both. In other 

words, a company has three alternatives of financing: issuing 

stocks and bonds, borrowing debts or spending retained 

earnings instead of distributing them to shareholders as 

dividends. They also argued that choosing among these 

resources is the major financial decision for every company 

since it may have an impact on its value. That is why capital 

structure is considered one of the most controversial subjects 

and repeatedly discussed topics in the field of corporate 

finance as well as it has been studied by many researchers 

during the past five decades (Abbasi & Delghandi, 2016). In 

this regard, the first researchers who developed the theory of 

capital structure were Modigliani and Miller (1958). Since 

then, many researchers studied capital structures determinants 

and they have come up with new theories (Acaravci, 2015). 

Indeed, capital structure theories are divided into two schools 

of thought. The first school pleads for optimal capital structure 

and believes that judicious financing decision affects the value 

of the company because this decision could lead to the overall 

cost reduction of capital. While the second school is totally 

against the first one and it argues that judicious mixture of debt 

and equity does not have any impact on the value of the 

company (Sangeetha & Sivathaasan, 2013). However, Miller 

(1988) claimed that financing decision may affect the 

company’s value if the tax systems are different, information 

asymmetries between the company’s management and 

shareholders are present, financing policies differ from real 

decision because of agency costs and the costs of financial 

distress (Lim, 2012). 

                                                        
 Corresponding Author  

Several factors have been suggested by the researchers as 

major factors that affect the capital structure and determine the 

amount of funds that can be borrowed by the company and in 

what circumstances. These factors have been identified in the 

literature as internal (such as size, profitability, liquidity, … 

etc.) and external (tax, economic growth, …. etc.) factors 

although academics are not in a full agreement about these 

factors as determinants of capital structure of a company 

(Akinyomi & Olagunju, 2013: Sangeetha & Sivathaasan, 

2013). Therefore, the object of this paper is to identify the 

factors that affect the capital structure of the banks listed on 

the Iraqi Stock Exchange (ISX). 

What distinguished this study from the previous, which have 

been carried out in Iraq is that; the current study concentrated 

on the banks listed on the ISX as a sample of the study while 

others used another countries or different sectors as a sample 

or they used different variables. 

This paper is organized as follows: the next sections discuss 

the methodological issues of the paper. Section three, which is 

literature review; sheds light on the capital structure theories 

and the factors that have an impact on capital structure of a 

company. Section four is devoted to analysis of results and the 

final section summarizes key findings and provides 

conclusions. 

2. RESEARCH METHODOLOGY 

2.1. Statement of the Problem: 

The choice of capital structure is one of the toughest challenges 

that organisations face. In the field of corporate finance, Gill, 

Biger, Pai, Bhutani (2009) state that determinants of capital 

structure are still one of the most significant unsettled issue and 

have been debated for many years. Over the years, many 

studies have been carried out on determinants of capital 

structure especially in developed countries, while a few studies 

have been conducted in developing countries (Huang, 2006). 

On the other hand, a very few studies have been conducted on 

determinants of capital structure in Iraq. Accordingly, by 

http://journals.uoz.edu.krd/
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studying the determinants of capital structure in Iraq, it sets out 

to bridge this gap in the knowledge. 

2.2. Research Questions: 

In order to achieve the objectives of the research, the following 

questions have been raised as follows: 

1- What is the influence of growth on capital structure of the 

bank? 

2- What is the influence of profitability on capital structure 

of the bank? 

3- What is the influence of liquidity on capital structure of 

the bank? 

4- Does size is a factor that determine capital structure of the 

bank? 

2.3. Significant of the Study: 

Firstly, it is believed that the study of capital structure is very 

important as it has an effect on the firm’s decisions about 

production, investment and employment (Harris & Raviv, 

1991). Secondly, this study will help the banks listed on ISX 

in terms of financing decision and determine the main factors 

that affect the capital structure. Last but not least, this study 

will contribute to enrich the subject of capital structure in 

developing countries such as Iraq. 

2.4. Objective of the Study: 

The main objective of this study is to determine the effect of 

internal factors on capital structure of the banks listed in ISX. 

The other specific objective of the research are as follows: 

1- To explore the influence of growth on capital structure of 

the banks. 

2- To investigate the influence of profitability on capital 

structure of the banks. 

3- To examine the influence of liquidity on capital structure 

of the banks. 

4- To determine influence of size on capital structure of the 

banks. 

2.5. Hypothesis Testing: 

To determine whether or not the relationship between 

dependent variable (Leverage) and the independent variables 

(growth, profitability, liquidity, size) is significant, the 

following hypothesis have been formulated. 

1- H01: Growth is insignificant with capital structure of the 

banks listed on ISX. 

2- H02: Profitability is insignificant with capital structure of 

the banks listed on ISX. 

3- H03: Liquidity is insignificant with capital structure of 

the banks listed on ISX. 

4- H04: Size is insignificant with capital structure of the 

banks listed on ISX. 

2.6. Sampling Design and Procedure: 

The samples contain Iraqi banks listed on the ISX in the period 

of 2009-2014. The selection process of the data was strict, only 

banks that meet the requirements are included in the analysis.  

Islamic banks were excluded due to the distinct regulatory of 

these banks. Furthermore, the bank observation is left out if it 

lacks an observation on a ratio in the period of the study. 

Hence, banks with missing information were rejected. 

2.7. Source of Data: 

Source of Data: Due to the nature of this study, we entirely 

relied on secondary data which are publicly available in the 

financial statements of the banks. The data were obtained from 

the Iraqi Stock Exchange website http://www.isx-iq.net/ 

2.8. Variables Measurement: 

1. Leverage= Liabilities/ shareholders' equity. 

2. Growth= (total assets current year- previous year / previous 

year) * 100. 

3. Profitability= Profit before tax/ total assets. 

4. Liquidity= Current assets/ current liabilities. 

5. Size= Has been measured by natural logarithm of total 

assets. 

2.9. Data Analysis Methods: 

This study has adopted descriptive analysis, Pearson 

coefficient correlation and multiple linear regressions analysis 

in order to achieve the study objectives. Since, these analysis 

methods have been used in the majority of the study related to 

capital structure determinants 

2.10. Conceptual Framework: 

3. LITERATURE REVIEW  

3.1. Theory of capital structure 

Various theories have emerged since the work presented by 

Modigliani and miller (MM I) in 1958. Those theories came 

with the aim of maintaining an optimal capital structure that 

maximizes the value of firm and reduces the costs of obtaining 

such a capital structure. Here in this part of research some of 

capital structure theories will be discussed including MM 

proposition I, MM proposition Ⅱ, trade-off, pecking order, and 

the market timing theories.  

3.1.1 Modigliani and Miller Theory (proposition Ⅰ): 

Modigliani and Miller’s study (1958) is considered the 

keystone for the later studies’ contribution to present corporate 

finance generally and for research on capital structure 

determinants precisely. This theory was known as irrelevance 

(MM I) theory due to the suggestion of there is no effect on 

firm’s value under any capital structure the firm possesses. 

Thus, a firm generates its value form assets it maintains not 

from what capital structure it has even if it is fully financed by 

debt or fully financed by equity or a mixture of both debt and 

equity. This theorem has been based on several assumptions of 

a perfect capital market which deny the existence of 

transaction costs related to raising a firm’s capital, bankruptcy 

and taxes as well as all required information on market is 

available for management (Huang & Song, 2006). This theory 

has emerged after there was a thought that suggests a firm can 

maximize its value and minimize the cost of capital by the best 

choice of debt to equity ratio for forming its capital structure 

(Sangeetha & Sivathaasan, 2013). The former theory stated 

that the decision of choosing such a capital structure is relevant 

whereas what M&M I theory presented is completely different 

as mentioned above.  

3.1.2. Modigliani and Miller Theory (proposition Ⅱ): In 

1963, Modigliani and Miller presented a second theory on 

capital structure, which was an extension of their first theory 

in 1958. In last proposition, they relaxed one of the primary 

assumptions that their first work was built on. They excluded 

the assumption that states there is no tax in perfect market. 

Here this proposition encourages firms to finance their assets 

as much as possible by debt to obtain benefits of tax shield. 

The second proposition of M&M theory is considered as a 

correction version for the first one. Thus, a firm can easily 

obtain an optimal capital structure by having 100% debt 

financing because interest expenses incurred due to debt are 

tax deductible. Therefore, interest payments to lenders 

minimize the tax payable. In other words, the more levered is 

Leverage 
Profitability 

Liquidity 

Size 

Growth 
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a firm the more optimal capital structure it possesses. Although 

both propositions of Modigliani and Miller theorem were 

considered as a turning point on capital structure, a number of 

researchers felt that Modigliani and Miller did not succeed to 

discuss the practical applications of their article on individual 

firms and giving a thorough explanation to observed facts 

(Fisseha, 2010).  

3.1.3. The Trade-off theory (TOT): The trade-off theory is 

an extension of Modigliani and Miller theorem (proposition 

Ⅱ). The main idea behind this theory is making a trade-off 

between benefits and drawbacks of using debt for financing a 

business. The origin of trade-off theory goes back to a study 

conducted by Kraus and Litzenberger in 1973. They argue that 

firms determine their capital structures in best form through 

evaluating what they might earn from using debt against what 

might cost them in future. In other words, the theory ascertains 

that there are advantages of financing with leverage such as 

benefits that generate from tax shield as well as agency benefit. 

In contrast, there are also disadvantages of debt financing such 

as costs of potential bankruptcy and agency costs. 

Consequently, firms that focus on maximizing their values will 

also concentrate on balancing between benefits and costs of 

debt financing when it comes to decide which debt-equity ratio 

to have for financing the business.  

Myers (1984) argues that while the managers making the right 

decision on funding their business among several available 

alternatives, they weigh the potential benefits and costs of their 

choice. He concluded in his study that firms will increase the 

level of debt financing as long as it brings them benefits from 

tax shields that supposed to increase firms’ value. In contrast, 

increasing a firm’s leverage also will increase financial costs 

and the risk of going into bankruptcy. Therefore, management 

always tries reaching the point at which the benefits outweigh 

the costs of leverage. 

3.1.4. Pecking Order Theory (POT): Pecking order theory 

has been based on an ideation that completely differentiates 

than earlier theories on corporate capital structure. The most 

complete definition for pecking order theory was given by 

Myers (1984); Myers & Majluf (1984). It simply means that 

companies prefer internal to external financing and also prefer 

debt to issuance of equity. What does internal financing mean 

as a first part of the definition of POT? And why does a 

company prefer debt to equity? Regarding the first question, it 

means that a company prefers first to use its retained earnings 

in financing investments as a safest funding source before 

resorting to any other external source (Frank & Goyal 2009). 

While to answer the second question, there is a controversial 

literature on interpreting companies’ preference of debt to 

issuing shares. Frank & Goyal, 2009 emphasize that 

companies will not resort to issuing stocks, as long as there is 

a possibility of obtaining debt. This is due to studying both 

advantages and disadvantages of those sources of finance. The 

suggested order in financing investments by the theory was 

justified by the existence of cheap sources, thus companies 

start from the cheapest to the most expensive sources for 

choosing finance to reduce potential financial costs and risks 

(Fama & French, 2001). 

Myers & Majluf (1984) presented another interpretation for the 

pecking order theory from the context of asymmetric 

information. Corporate managers and insiders are supposed to 

be more parties know about the values, risks and prospects of 

their firms than investors that represent outside parties. Usually 

companies will issue shares when the stock price is fair or 

overvalued. Investors could understand it easily and 

consequently the stock price will fall after the management 

announced to issue stock. Therefore, when internal financing 

is insufficient a company resorts to an external financing and 

prefers debt to issuing an undervalued stock. 

3.1.5. The market timing theory (MTT): A new theory has 

emerged on capital structure named the market timing theory. 

This theory has answered the conventional question about the 

capital structure puzzle that states what debt-equity proportion 

is better for firms’ capital structures. Baker & Wurgler (2002) 

suggest that managers decide to finance their investments 

whether with debt or equity under hypotheses at time of 

needing finance. In contrast to explanations presented by 

earlier theories, this theory illustrates that a firm does not care 

about financing decision whether it is increasing debt or 

issuing new shares. A firm care about any format of financing 

that shows overvalued stock price by financial markets at a 

point of time. Therefore, firms decide issuing new shares when 

the stock price is higher valued than its actual price for 

financing decision and repurchase their own shares when the 

price is under its actual price. Evidence was showed by 

Graham & Harvey (2001) on the perception that says managers 

are able to time the market. Baker & Wurgler (2002) showed a 

strong, positive influence of the market timing upon capital 

structure.  

3.2. Determinants of Capital Structure  

3.2.1. Profitability: A firm’s Profitability refers to its ability 

to generate a net income resulted from a comparison between 

the revenues earned and expenses incurred in a certain period 

of time. Profitability was strongly indicated as one of the main 

determinants of capital structure in the literature. Profitability 

ratio is considered the most widely used indicator in financial 

analysis. It can be seen in different ways for example, profit 

margin, return on assets, return on equity, operating margin 

among many other forms. Each of above-mentioned ratios can 

be calculated by different elements of financial statements 

(Forte, Denis, Barros, Lucas Ayres, & Nakamura, Wilson 

Toshiro, 2013).  

According to literature, different predictions were suggested 

on showing the relationship between profitability and leverage. 

The trade-off and signalling theories indicated that profitability 

has an effect on leverage. In other words, the higher level of 

debt leads to better performance by levered firms. In this 

regard, Jenson (1986) find that the relationship is closer to be 

positive. Moreover, Frank & Goyal (2009) and Margaritis & 

Psillaki (2008) argue that profitable firms are less likely to fall 

into the bankruptcy trap and hence avoiding any financial risk 

and costs as consequences of financial distress. Their studies 

reflect that profitability and leverage can positively correlate.  

However, the pecking-order theory elucidates that profitable 

firms do not finance their investments by external funding as 

long as there is a possibility to be funded internally by retained 

earnings. With regard to this perception, a number of empirical 

studies have shown a negative correlation between both 

variables: leverage and profitability (Friend & Lang, 1988; 

Titman & Wessels, 1988; Rajan & Zingales, 1995; Booth et al. 

2001; Tong & Green, 2005 and Huang & Song, 2006).  

3.2.2. Liquidity: Liquidity in the field of business refers to the 

ability of assets conversion into cash without influencing the 

price of the assets (Hussain, Hamza & Miras, 2015). 

Businesses utilize liquidity ratios to measure their financial 

health. There are three main ratios of liquidity: current ratio, 

quick ratio and cash ratio.    

As mentioned earlier, the trade-off theory (TOT) suggests that 

a company make a preference between benefits of tax shield 

and bankruptcy costs. The bankruptcy can be measured by the 

liquidity ratio of the company. In case of low liquidity ratio, 

the company faces difficulties to repay its obligations and 

therefore the risk of going into financial distress becomes more 

possible. From above interpretation, it can be said that TOT 

shows a positive relationship between the high rate of liquidity 

and debt ratio. Some empirical evidence confirmed that firm’s 

liquidity has a positive effect on leverage, one of these 
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evidence is a study conducted on 300 listed Malaysian 

companies by Ghasemi & Ab Razak (2016). Their results 

showed that both liquidity ratios used in the study have a 

significant and positive impact on all the leverage proxies 

utilized. In similar way, another study carried out by Silwal 

(2016) on assets liquidity in the Nepalese non-financial listed 

companies. This empirical study also showed that liquidity is 

positively correlated to debt ratio.  

In contrast to the TOT, pecking order and agency cost theories 

suggest an inverse relation between leverage and liquidity. 

These theories state that firms with high liquidity ratios prefer 

to utilize their own internal sources than external ones to 

finance their businesses. Thus, the negative impact of liquidity 

on leverage was significantly consistent with empirical studies 

of Deesomsak, Paudyal, Pescetto (2004); Udomsirikula, 

Jumreornvongb, Jiraporn (2011) and Najjar & Petrov (2011).  

3.2.3. Size: Firm size is another important capital structure 

determinant due to the large amount of literature shows 

differing views on the relationship between firm size and debt 

ratio. The trade-off theory believes that firm size has a 

significant role in capital structure choice. It also states that 

sizable firms are more diversified and less subject to risk of 

financial distress. In addition, larger firms have less volatile 

annual revenues and can easily borrow with less cost than 

small-sized firms’ due to better reputation and diversification. 

From the perspective of trade-off and agency theories, any 

decrease in debt cost leads to increasing debt ratio in capital 

structure, therefore it is predicted a positive correlation 

between gearing ratio and firm size (Titman & Wessels, 1988). 

Beside of above mentioned discussion, many other authors 

indicated that firm size positively affects leverage ratio. Some 

of those authors were Rajan & Zingales (1995); Wald (1999); 

Amidu (2007); and Caglayan & Sak (2010). 

On the other hand, a negative relationship between the size of 

firm and the proportion of debt was suggested by the pecking 

order theory. This theory expects that larger firms have a lower 

informational asymmetry problem comparing with small 

firms, thus this leads to be more capable to issue new shares 

when they need funds for investments (Rajan & Zingales, 

1995). Moreover, larger firms have longer history that gives 

the impression that they have retained earnings, so they should 

not borrow when able to fund their investments internally 

(Frank & Goyal, 2009). It is also confirmed by Titman & 

Wessels (1988) that firm size is negatively associated with the 

firm leverage.  

3.2.4. Growth opportunities: Researchers have disagreed in 

determining the relationship between firm growth and its 

leverage due to conflicting views proposed in the related 

theories. From the standpoint of the pecking order theory, 

companies that have higher growth opportunities first finance 

their projects by internal sources such as retained earnings that 

may not always enough during growth condition. The growth 

demands more funds; therefore, an external financing is 

required in this condition through increasing leverage. It is 

clear that the pecking order theory suggests that the company 

growth is positively correlated to its leverage proportion in the 

capital structure (Tong & Green, 2005). Moreover, many 

studies showed a positive relationship between growth and 

debt for example, Kester (1986); Chen (2004) and Huang & 

Song (2006). 

On the other side, the trade-off theory proposes a negative 

association between firm leverage and its growth. This theory 

illustrates that any growth opportunity need to be financed but 

it should be with less possible cost and risk. Thus, it suggests 

that growth increases cost and chance of financial distress 

when firms support their growth opportunities with more debt. 

Therefore, any increase in cost and risk of financial distress 

may restrict firms from having more debt. An inverse 

correlation between growth and leverage was evidenced in 

many empirical studies for example, Titman & Wessels 

(1988); Rajan & Zingales (1995); Fama and French (2002) and 

Gaud et al. (2005). 

3.3 Iraqi Stock Exchange: 

The ISX was established in 2004 and it is headquartered in the 

capital of Iraq (Baghdad). It is administratively and financially 

an independent from the Iraqi government and non-profit 

entity which is managed by the board of governors. However, 

it complies with regulations of the Iraq Securities Commission 

and the Iraqi Securities Law. (http://www.isx-iq.net)  

The ISX is aimed to achieve the following objectives: 

- Training its members and the listed companies. 

- Enhancing the interests of investors. 

- Capital market development in Iraq to enhance the national 

economy of the country and help the companies to build the 

capital needed for investment. 

- It also aims at raising awareness among investors about 

investment opportunities. 

- Analyzing and disseminating statistics and necessary 

information. 

- Connecting with other stock markets internationally in an 

attempt to develop the market. 

4. DATA ANALYSIS TECHNIQUE 

Descriptive analysis, Pearson coefficient correlation and 

multiple regressions analysis and Multicollinearity test have 

been entered and conducted. 

4.1. Descriptive Analysis 

Table 1. Descriptive Statistics 

 N Min Max Mean 
Std. 

Deviation 

Leverage 96 .297 7.091 2.19089 1.673939 

Growth 96 -39.180 604.910 32.58802 73.671191 

Profitability 96 .002 .107 .03498 .021984 

Liquidity 96 1.051 12.182 1.78564 1.195102 

Size 96 10.973 12.262 11.61074 .302726 

Valid N 

(listwise) 
96     

Source: Output of data analysis by authors 

The above table shows the descriptive statistics of the study 

variables. The average profit that study samples able to make 

from their total assets is approximately 3% and Standard 

Deviation is 0.021. The second independent variable is the Size 

of the study samples. Since the average mean is 116% and the 

Standard deviation is 0.034, it indicates that the size of the 

chosen firms (Banks) is large. The average Liquidity is roughly 

18% and the Standard Deviation is 1.195. It means that the 

most of the listed banks’ current assets are bigger than its 

current liabilities by 18 times. During the observation period, 

the average growth of the listed banks is 32.5% and the 

Standard Deviation is 73.671. As well as, since the total debit 

average is 2.190% and Standard Deviation is 1.673. It shows 

that for financing their business operation, approximately 2% 

of the study variables are used debt finance.  
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4.2. Pearson Correlation 

Table 2. Pearson Correlation 

 Lev. Grw Prof Liq Size 

Lev. 

Pearson 

Correlation 

1     

Sig. (2-tailed)      

N 96     

Grw. 

Pearson 

Correlation 

.083 1    

Sig. (2-tailed) .422     

N 96 96    

Prof. 

Pearson 

Correlation 

-.221* -.011 1   

Sig. (2-tailed) .031 .915    

N 96 96 96   

Liq. 

Pearson 

Correlation 

-.421** -.098 -.084 1  

Sig. (2-tailed) .000 .344 .417   

N 96 96 96 96  

Size 

Pearson 

Correlation 

.540** .012 -.036 -.026 1 

Sig. (2-tailed) .000 .908 .725 .802  

N 96 96 96 96 96 

*. Correlation is significant at the 0.05 level (2-tailed). 

**. Correlation is significant at the 0.01 level (2-tailed). 

Source: Output of data analysis by authors 

It can be seen from the above table that the Pearson correlation 

has been conducted between Dependent Variable (Leverage) 

and the Independent Variables namely (Growth, Profitability, 

Liquidity and Size).  

Firstly, a weak positive non-significant relationship is 

established between growth and leverage (r= .083, p< 0.422). 

Secondly, the relationship between profitability and leverage 

is -.22 which is negative and significant (.031) at the level of 

0.05. This result indicates that the banks listed in Iraqi stock 

exchange (study sample) to fund their business operations and 

investment are using retained earnings or internal funding 

rather than using debit financing. This result is being suggested 

by “Pecking Order Theory”. Thirdly, the liquidity is negatively 

correlated with the leverage and the strength between them are 

-.421 which is a strong relationship. Besides, the liquidity is 

significant of (0.000) which is less than 0.01 level. These 

results show that there is a strong negative relationship 

between liquidity and leverage which means that the 

companies with high liquidity prefer using internal funds 

rather than going for debt financing. It indicates that the results 

follow the “Pecking Order Theory”. Lastly, a strong positive 

significant relationship is showed between size and leverage 

(r= 540**, p< 0.01). This result unlikely follows to “trade-off 

theory” that “larger firms are more stable with low business 

risk, so they have higher leverage than small firms while it 

contradicts agency and pecking-order theories that larger firms 

have a lower degree of information asymmetry and more 

retained cash causing them to use less debt”.  

4.3 Multicollinearity test 

Generally, there are two ways by which multicollinearity test 

can be detected. Firstly, Kennedy (2008) argues that if the 

correlation among independent variables is below (0.7), the 

multicollinearity problem does not exist. This is obviously can 

be seen in the table (2) that there is not any multicollinearity 

problem since the correlation among independent variables 

does not exceed (0.7). Secondly, it is illustrated by Tabachnick 

and Fidell (2007) that the coefficients table also provides 

multicollinearity test by looking at the numbers of tolerance 

and VIF columns of independent variables. They show that the 

value of the independent variables in the tolerance column 

should be greater than (0.10), while in the VIF column; the 

value should be less than (10). 

Table 3. Multicollinearity test 

Independent 

variables 

Tolerance VIF 

Growth 0.990 1.010 

Profitability 0.991 1.009 

Liquidity 0.982 1.018 

Size 0.998 1.002 

Source: Output of data analysis by authors 

The table clearly confirms that the multicollinearity problem 

does not exist as long as the values of the independent variables 

are within the required limits in both tolerance and VIF 

columns. This, in turn, increases the reliability of the multiple 

regression analysis. 

4.4. Multiple Linear Regressions 

Table 4. Multiple Linear Regressions 

Model Summaryb 

Model R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .717a .514 .493 1.192248 

a. Predictors: (Constant), Size, Growth, Profitability, 

Liquidity 

b. Dependent Variable: Leverage 

Source: Output of data analysis by authors 

The above table reveals that correlation coefficient (R) is 

0.717, which means that the independent variables namely 

(Growth, Profitability, Liquidity and Size) are influencing the 

dependent variable. The coefficient of determinants (R Square) 

value is 51%. It indicates that only 51% of the variation in 

leverage is explained by the degree of (Growth, Profitability, 

Liquidity and Size). Whilst, only 49% variance in leverage is 

being explained by other indicators that not been studied in this 

research.  

Table 5. ANOVAa 

Model 
Sum of 

Squares 
df 

Mean 

Square 
F Sig. 

1 

Regression 136.844 4 34.211 24.068 .000b 

Residual 129.352 91 1.421   

Total 266.197 95    

a. Dependent Variable: Leverage 

b. Predictors: (Constant), Size, Growth, Profitability, Liquidity 

Source: Output of data analysis by authors 

Table (5) confirms that the model is significant whilst the 

p< 0.01 which indicate the relationship between leverage and 

Growth, Profitability, Liquidity and Size. 

Table 6. Regression Coefficientsa 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 

(Constant) -29.525 4.719  -6.256 .000 

Grw .001 .002 .033 .444 .658 

Prof. -18.030 5.589 -.237 -3.226 .002 

Liq. -.594 .103 -.424 -5.751 .000 

Size 2.875 .405 .520 7.108 .000 

a. Dependent Variable: Lev. 

Source: Output of data analysis by authors 
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The multiple Linear regression equation is being developed 

as follows: 

LEVERAGE = CONSTANT + β1GROWTH + 

β2PROFITABILITY + β3LIQUIDITY + β4SIZE 

(29.525) LEVERAGE– 0.033GROWTH – 

0.237PROFITABILITY – 0.424LIQUIDITY + 0.520SIZE 

(0.000)  (0.658)        (0.002)   (0.000)          (0.000) 

It is obvious from the equation that the independent variables 

namely Profitability, Liquidity and Size are significant with the 

leverage except the growth indicator shows insignificant with 

the leverage. It also reveals that leverage will be -29.525 if it 

is not influenced by the independent variables. Hereafter, the 

leverage is mostly being influenced by the size followed by 

liquidity, profitability and growth. 

Size is scored the highest beta value (β = 0.520, p< 0.000). In 

addition to, liquidity counted the second highest standardized 

coefficient (β = 0.424, p< 0.000). The third highest beta scored 

by the profitability (β = 0.237, p< 0.002). Growth indicator has 

the lowest standardized coefficient value (β = 

0.033, p< 0.658). 

Table (6) illustrates that there is an insignificant positive 

relationship between Growth and Leverage (β = 

0.033, p< 0.658). This result indicates that the growth of the 

study samples is not the factors that determines banks leverage 

among study samples. The result is not sufficient and relevant 

with pecking order theory, from the standpoint of the pecking 

order theory, companies that have higher growth opportunities 

first finance their projects by internal sources such as retained 

earnings that may not always enough during growth condition. 

This result is similar and in line with, Kester (1986); Chen 

(2004) and Huang & Song (2006). However, the result 

contradicts with, Titman & Wessels (1988); Rajan & Zingales 

(1995); Fama & French (2000) and Gaud et al. (2005). 

Accordingly, the null hypothesis will be accepted (H01) which 

conclude that growth is insignificant with capital structure of 

the banks listed on ISX. 

Furthermore, a significant negative relationship is being 

revealed between Profitability Leverage (β = -

0.267, p< 0.000). This result shows that the profitability of the 

study samples is the factor that determines banks leverage 

among study samples. The result indicates that the high 

profitability firms prefer using retained earnings or internal 

funding rather than using debt financing. This result supports 

the result of Titman and Wessels (1988), Rajan & Zingales 

(1995), Pandey (2001), Sayilgan et al., (2006), Gill et al., 

(2009), Banchuenvijit (2009), Karawish & Karaiwesh (2010), 

Mishra (2011), Tongkong (2012), Affandi et al., (2012), Kiran 

(2013), Forte et al., (2013), and Abdul Jamal et al., (2013). On 

the other hand, the result contradicts with Mohamed (2012), 

Oppong-Boakye (2013). Consequently, the null hypothesis 

will be rejected (H02) which conclude that profitability is 

insignificant with capital structure of the banks listed on ISX. 

Moreover, a significant negative relationship is being revealed 

between the independent variable namely Liquidity and the 

dependent variable Leverage (β = -0.444, p< 0.000). This 

result shows that there is a strong negative relationship 

between liquidity and leverage which means that the 

companies with high liquidity prefer to use internal funding 

rather going for debt finance. According to Eriotis et al., 

(2007) it has been mentioned that for the companies and 

business rely on generates high cash inflows with maintaining 

a high level of current assets. This result supports with the 

result of Eriotis et al., (2007), Mat Kila & Wan Mansor (2008), 

Hossain & Ali (2012), Abdul Jamal et al., (2013), Md-Yusuf 

et al., (2013). Accordingly, the null hypothesis will be rejected 

(H03) which conclude that liquidity is insignificant with capital 

structure of the banks listed on ISX.  

Correspondingly, a significant positive relationship is found 

between the independent variable namely Size and the 

dependent variable Leverage (β = 0.579, p< 0.000). This result 

indicates that the Size of the study samples is the factors that 

determines banks leverage among study samples. This result is 

similar and in line with, Titman & Wessels (1988); Rajan and 

Zingales (1995); Wald (1999); Amidu (2007); and Caglayan & 

Sak (2010); Khrawish & Khraiwesh (2010); Kiran (2013); 

Oppong-Boakye (2013). However, the result contradicts with 

Titman & Wessels (1988); Rajan & Zingales, (1995); Bevan & 

Danbolt (2002), Chen (2004), Tariq and Hijazi (2006), Mat 

Kila & Wan Mansor (2008); Frank & Goyal, (2009); Fauzi et 

al., (2013). Therefore, the null hypothesis will be rejected 

(H04) which conclude that size is insignificant with capital 

structure of the banks listed on ISX. 

Table 7. Test of Hypothesis 

Hypothesis Results 

1. Growth is insignificant with capital 

structure of the banks listed on ISX. 
Accepted 

2. Profitability is insignificant with capital 

structure of the banks listed on ISX. 
Rejected 

3. Liquidity is insignificant with capital 

structure of the banks listed on ISX. 

Rejected 

4. Size is insignificant with capital structure of 

the banks listed on ISX. 

Rejected 

5. CONCLUSION AND RECOMMENDATION 

5.1. Conclusion 

The fundamental aspect in the corporate finance is the 

financing behavior. Thus, in any firms, the key questions to be 

answered is “When, Where, Why and How to obtain funds?”. 

Hence, how to adjust and regulate strategic financing mix, the 

determining of capital structure will guide decision makers the 

real facts of financing behavior. Accordingly, this study has 

attempted to explore the effect of growth, profitability, 

liquidity and size on capital structure of the banks listed on the 

ISX.  The data has been obtained from the financial statements 

of (16) banks with a total of 96 observations during the period 

2009 to 2014. The data analysis showed that about 51% of 

variation in capital structure explained by the factors 

aforementioned. As far as capital structure determinants for 

Iraqi banks is concerned, the result of the Pearson correlation 

analysis shown that the independent variable namely 

(profitability, liquidity and size) had a significant relationship 

with the dependent variable leverage. However, the growth 

indicator has shown insignificant relationship with the 

leverage. On the other hand, the regression analysis shows that 

the independent variables namely (profitability and liquidity) 

have a strong significant relationship with the leverage 

negatively, whereas size has a positive significant relationship 

with the dependent variable. In contrast, the growth indicator 

as an independent variable shows insignificant relationship 

with the leverage.  

5.2. Recommendation 

It is recommended that future studies can examine other 

internal factors (firm specific factors) such as age, tangible 

assets, firm risk or volatility, and so on which they have not 

been used in this study. 

It is also recommended that future studies can investigate the 

external factors (macroeconomic factors) such as tax policy 

and capital market conditions that determine capital structure 

of the banks listed on the ISX. Therefore, they could explore 

other factors and create new knowledge. 

This study concentrates on the banking industry of Iraq. It is 

suggested that future studies can focus on multiple sectors and 

conduct their studies in order to compare the results among the 

sectors. 

Last but not least, growth as an independent factor has found 

to have no effect on banks’ leverage since this study used (16) 

banks out of (35) banks listed on the ISX. Therefore, it is 

recommended that future studies can increase the sample size 

and this, in turn, may lead to different results. 
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 يراقيَئ ييَ دارايي بازاريَ ل توماركري بانكيَن( 16) ييَن دكةن سةرمايةيي ثةيكةريَ ل كارتيَكرنيَ فاكتةريَن
 ى2014َ سالا تا ى2009َ سالا ذ هةر

 :ثوختة

 ييَ دارايي بازاري ل توماركري بانكيَن( 16) ييَن دكةن سةرمايةيي ثةيكةريَ ل كارتيَكرنيَ فاكتةريَن وان دياركرنا ئةوة ظةكولينيَ ظيَ ذ ئارمانج
 ضوار بتنيَ ظةكولينيَدا ظيَ د بةليَ، دكةن سةرمايةيي ثةيكةريَ ل كارتيكَرنيَ فاكتةرا هذمارةكا. 2014 سال تا 2009 سالا ذ هةر عيراقي
، قازانجكرن، طةشة: )ئةظةنة ذي فاكتةر ئةو. بانكان ظان ييَن دارايي برياريَن لسةر وان كارتيَكرنا دياركرنا بو ذ كرن نيشان دةست هاتينة فاكتةر

 ثةيكةريَ ثيظانا بو هةلبذاردن هاتية ديفضو فاكتةريَ وةكو دارايي هةلدانا بةليَ. ظةكوليَنيَ يينَ سةربةخو فاكتةريَن وةكو( قةبارة و نةختينه
 كو دياربو. دياركرن هاتنة جور جوراو ئةنجاميَن( SPSS) بةرناميَ ريَكا ب ضةندجاري يا راستةهيَلي بوونا نشيف بكارئينانا. سةرمايةيي

 بانكيَن وان يا دارايي هةلدانا لسةر نينه كارتيَكرن هيض و دكةن سةرمايةيي لثةيكةريَ كارتيَكرنيَ ئةوينَ فاكتةرانة وانذ نة( طةشة) فاكتةريَ
 ثةيوةنديةكا فاكتةرا هةردوو كو دياركرن هاتنة ئةنجام(، نةختينة و قازانجكرن) فاكتةريَن هةردوو بةليَ. ظةكولينيَدا دظيَ هةلبذاردن هاتينة
 كارتيَكرنةكا( قةبارة) فاكتةريَ كو دةركةفت ئةنجاما ذ، ديظة لايةكيَ ذ و. هةية سةرمايةيي ثةيكةريَ دطةل نيشانكراو سةرذميَريةكا ب و نةريَني
 دةست بو ذ بكةن بانكان ييَن دارايي برياريَن هاريكاريا دبيت  ظةكولينيَ ظيَ ئةنجامينَ. هةية هةلبذارتي بانكيَن يا دارايي هةلدانا لسةر ئةريَني

 .سةرمايةيي ثةيكةريَ باشترين نيشانكرنا

 .عيراقي ييَ دارايي بازاري، دارايي هةلدانا، قةبارة، نةختينه، قازانجكرن، طةشة، سةرمايةيي ثةيكةريَ :ليَكولينَي كليليَن

 
 

  الفترة خلال المالية للاوراق العراق سوق في المدرجة مصرفا( 16) ل المال رأس هيكلية علي المؤثرة العوامل
(2009-2014) 

 الملخص:

 ما الفترة خلال المالية للاوراق العراق سوق في المدرجة مصرفا( 16) ل المال رأس هيكلية علي تؤثر التي العوامل تحديد الي الدراسة هذه تهدف
 اثر لبيان فقط منها اربعة علي التركيز تم الدراسة هذه في ولكن، المال راس هيكل علي تؤثر ان يمكن عوامل عدة هناك. 2014 الي 2009 بين
 تم بينما. الدراسة لهذه مستقلة كعوامل الحجم و السيولة و والربحية النمو مؤشر علي الاعتماد تم. البنوك لهذه المالية القرارات علي العوامل هذه

 الاحصائية الحزمة (SPSS) برنامج بواسطة المتعدد الخطي الانحدار باستخدام. المال رأس هيكل لقياس تابع كمتغير المالية الرافعة استخدام
 المالية الرافعة علي اطلاقا تؤثر ولا المال رأس هيكل محددات من ليس النمو بان اظهرت النتائج. مختلفة نتائج الي التوصل تم، الاجتماعية للعلوم
 وهيكل العاملان هذان بين احصائية دلالة ذات سلبية علاقة وجود الي الدراسة خلصت فقد السيولة الربحية للعوامل بالنسبة اما. البحث عينة للبنوك

 الدراسة هذه. المالية الرافعة علي احصائية دلالة ذات و ايجابي تأثير لها التي العوامل من الحجم ان الي النتائج اظهرت، اخر جانب من. المال رأس
 .المال لرأس الامثل التركيبة لاختيار البنوك لهذه التمويلية القرارات في كبير بشكل تساهم ان يمكن

 .المالية للأوراق العراق سوق، المالية الرافعة، الحجم، السيولة، الربحية، النمو، المال رأس هيكلية :الدالة الكلمات


