International Journal of Financial & International Academy of Science,

Management (IJFM) 5

ISSN(P): 2319-491X; ISSN(E): 2319-4928 ‘ ) Engineering and Technology

Vol. 10, Issue 1, Jan—-Jun 2021; 55-78 Connecting Researchers; Nurturing Innovations
© IASET IASET ] 8

DETERMINANTS OF CAPITAL STRUCTURE IN FINANCIAL INST ITUTIONS:
EVIDENCE FROM SELECTED MICRO FINANCE INSTITUTIONS O F ETHIOPIA

Kanbiro Orkaido Deyganto

Research Scholar, Department of Accounting andrikieaCollege of Business and Economics, Dilla Usitse Ethiopia

ABSTRACT

This study was focused on MFIs specific determ@anit capital structure of selected micro financstiitions in
Ethiopia. To this end, the researcher employed ttaive research approach with explanatory resdéadesign where the
effect caused by the independent variable on tipenttent variable is observed through random effemdel regression
analysis. Thus, the result of regression analys®aged that out those variables like growth, prdfiigy, firm size, age,
and asset tangibility have positive and statisticadignificant effect on leverage ratio. Whereasofipability has
statistically significant and negative effect orpital structure or leverage ratio Based on the firgs of the study, the
researcher concluded that the firm specific deteants of capital structure of micro finance indgiitms in Ethiopia were
growth, profitability, firm size, age, and assengibility. So it is better for MFIs in Ethiopia tevork on the

aforementioned variables in order to have optimapital structure to provide diversified financiarsice for public.
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INTRODUCTION

As an important part of the financial system, thermfinance institutions sector plays a more amatarimportant role in
the development of Ethiopians economy. Microfinaimstitutions are seen as one of the most knovamfiral institutions
to promote economic development and to fight pgvierpoorer countries. Numerous microfinance instins (MFIs) all

over the world have proven that financial servicas be offered on a sustainable basis with higheaagh. So the
importance MFIs was increased since it distribsi@sll loans to poor people in order for them toggate income and
start their own small businesses, it has the clipaltd lessen poverty as well as promote entrepueship, social

and economic development in poor communities (L&zBr, 2008).

Microfinance Institutions (MFIs) have risen to tteeefront as invaluable institutions in the deveta@mt process.
Nevertheless, capital constraints have hindere@xpansion of microfinance programs such that #raahd for financial
services still far exceeds the currently availadleply. As a starting point many empirical studiesse focused on the
determinants of capital structure of banking indusut not addressed the determinants of capitatttre decisions of
MFI. Studying determinants of capital structurénigortant because it has an effect on the sustiiityadind outreach of

these organizations (Asefa T, 2017).
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According to Islam & Nasreen (2018), capital stanetof an institution is basically a mix of debtdaequity
which a firm deems as appropriate to enhance isatipns. Capital structure issue of MFIs is onghef core financial
decisions and it has become an increasingly pramiissue particularly for lending firms. Recentafittial crisis required
government to take bailout program and institutiorstructuring program which addressed the funditrgcture of
institutions. Optimal capital structure though moéasurable within the existing framework of corperfinance, firms
always try to set their optimal capital structuse@use most regulated MFIs have not obtained sigthléverage, due to

the higher risks typically associated with a mioeoi portfolio.

This is why capital structure has attracted intetiebate and scholarly attention in the financiahagement
arena over the past four decades. However, in ¢théegt of sub-Saharan African countries especid&ijiopia capital

structure has received a little attention.

To the best knowledge of the researcher there ésnpirical research conducted on the determindiaispital structure
among MFI in Ethiopia except study by Asefa T (20dahducted on same topic before three years. @hables incorporated
in the model of study by Asefa T (2017) were ooningly contributed 25.55 % change in leverage sReguares of model was
0.2555. But, this study is different from prior @asch in Ethiopia by improving R-squares of modeb2.22. Therefore, this
study tries to fill the gap in the existing litareg on determinants of capital structure of MFIscbysidering the firm specific
factors influencing the capital structure of 8 steld MFIs having 2012 up to 2019 G.C audited fir@ratatements in Ethiopia

using random effect regression model. So the stadyaimed to address the following objectives:
OBJECTIVES OF THE STUDIES

General Objective The general objective of this study was to idgntife determinants of capital structure of finahcia

institution with reference to selected MFIs in Bifia.
Specific Objective In line with above general objective, the studit maddress the following specific objectives:

* Toinvestigate the relationship between growth tuieddebt ratio of the selected micro finance instns

* To examine the relationship between profitabilityl alebt ratio of the selected micro finance instins

e To determine the relationship between firms sizt debt ratio of the selected micro finance institg

e To analysis the relationship between age and deiot of the selected micro finance institutions

e To assess the relationship between asset tangihild the debt ratio of the selected micro finainsétutions
Scope of the Study

The scope of the study is to identify the MFIs sfi@cleterminants of capital structure 8 MFIs irhBpia. From Micro
Finance institution of the selected area the study observed detail document from periods of lagiteyear (8) years
start from the 2012-2019 G.C data without any mgsivailable document in the selected MFIs. It dimhted to identify
the effect of five internal factors such as growghgfitability, size, age and asset tangibility capital structure of MFls

due lack of access to data required on externtdrac
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Limitation of the Study
»  While conducting this study, the researcher fadffdreént limitation which was mention below.

* Due to Sadly pandemic Covid-19 the study was fatifidrent constraint like restriction of the traosgtion,
financial constraint (budget limitation) becauseh# researcher perform the study by self-sporiseas difficult
to obtain full required/planned / data from all MFkih the country which related due to COVID -19lgem of the

double transportation cost, absence of employess tfhe office.

» Besides to introductory part, the paper is orgahirethe following manner. Section 2 presents ditere review,
section 3 discusses the existing literature onrdetants of MFIs capital structure, variable satatias well as
the empirical model, followed by Section 4, whicksdribes the materials and methods. Section 6 msefee

empirical results. Section7 provides further diséus on the empirical results. Section 8 conclutiegpaper.

LITERATURE REVIEW

History of Microfinance Institution (MFI)

Thinking globally, microfinance started in Bangladeand parts of Latin America in the mid-1970srtavjule credit to the poor,
who were generally excluded from formal financiavices (CGAP, 2006). The first organization toeree attention was the
Grameen Bank, which was started in 1976 by Muhamvhadis in Bangladesh. In its modern form, micraficing became
popular on a large scale after the 1976. Whemitesoto Africa, the Nigerian government reminded this popular thinking in
2005 when it initiated the microfinance bankingesok. This was founded to provide finance to ecocaliyi active poor
excluded from financing by conventional banks, mevemployment, stimulate rural development andigegoverty. One of
such living in Nigeria today, and influencing livessitively, is Dr. Godwin Esewei Ehigiamusoe, Baeinder of the Lift above

Poverty Organization (LAPO) and Managing Directbk APO Microfinance Bank Limited.

Ethiopia is one of the poorest countries in thelsioFollowing the 1984/85 severe drought and famimany
NGOs started to offer micro credit along with thestief activities although this was on a limitecak and not in a
sustained manner (Alemayehu, 2008). Micro finan@ngthiopia was started in 1994/95 to reduce piyyand since then
developing microfinance in Ethiopia has encouratiedfurther spread of modern financial serviceshim country. The
program believes to reduce the poverty by givirgniofor the poor. Although the development of diégaking MFIs
started only in 1996, the industry has shown ontiteg growth Microfinance started in Ethiopia aftee issuance of the
proclamation of licensing and supervision of migrahce institutions (proclamation number 40/1996} Br 40/2004
G.C. After the issuance of this proclamation 30rofinance institutions (MFIs) such as have beeansed by National
Bank of Ethiopia. Currently, there are 35 Micro dfice Institutions operating in different regiontdtes of Ethiopia

(Association of Ethiopia Micro Finance Instituticdz20).
Capital Structure and Micro Finance Institutions

According to Investopedia (2020), the capital duite is the particular combination of debt and ggused by a company
to finance its overall operations and growth. Dedrnes in the form of bond issues or loans, whilgitggnay come in the

form of common stock, preferred stock, or retaieathings.

Both debt and equity can be found on the balaneetsiCompany assets, also listed on the balanc#, sire
purchased with this debt and equity. Capital stmectan be a mixture of a company's long-term dgfrt-term debt,

common stock, and preferred stock. A company'sqatam of short-term debt versus long-term deltdasidered when
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analyzing its capital structure. When analystsrrédecapital structure, they are most likely reffegrto a firm's debt-to-
equity (D/E) ratio, which provides insight into haigky a company's borrowing practices are. Usyallgompany that is
heavily financed by debt has a more aggressivetaagiructure and therefore poses greater riskestors. This risk,

however, may be the primary source of the firm&sagh.

Debt is one of the two main ways a company carmnasney in the capital markets. Companies benefit debt
because of its tax advantages; interest paymente ms a result of borrowing funds may be tax deblectDebt also
allows a company or business to retain ownershitikelr equity. Additionally, in times of low interesates, debt is
abundant and easy to access. Equity allows ouisidsstors to take partial ownership in the compaiyuity is more
expensive than debt, especially when interest matedow. However, unlike debt, equity does notdhebe paid back.
This is a benefit to the company in the case ofiniag earnings. On the other hand, equity repriesanclaim by the

owner on the future earnings of the company (Tchakd chuigoua, H, 2015).

While there is a considerable amount of literatuith respect to the optimal capital structure ofpmyate firms,
studies by Lislevand (2012) indicate that mosthef MFIs are highly leveraged, they use approxingdtalr times more
debt financing than equity. Consequently, thereeapp to be no well-defined theoretical notion ofcgtimal capital
structure for a lending institution. As an addettleof complexity, an MFI is a unique type of lengiinstitution with risk
and return characteristics different from standkmading operations. Given this, we take an emgiraaproach to

examining MFI capital structures to identify thagh the strongest record of financial sustainépilBogan et al, 2007).

On other hand, Silva (2008) found that microfinaimstitutions use long term debt financing for thaperations that
might have less pressure on the management of Mllso highlights that profitable microfinancestitutions depend more on
long term debt financing. Finally, Tehulu (2013)amine that leverage has a significant and negatiypact on financial
sustainability of MFIs. Financial sustainabilitygssitively and significantly influenced by the gsdoan portfolio to total asset

and size of the firm whereas efficiency and cnéslit have a negative and significant impact onrfaia sustainability of MFIs.
Theories of Capital Structure

In financial management, capital structure theefgns to a systematic approach to financing busiaesvities through a
combination of equities and liabilities. There asveral competing capital structure theories, edalhich explores the
relationship between debt financing, equity finagciand the market value of the firm slightly diffatly (Investopedia,

2020). These are discussed as follow:
Net Income Approach to Capital Structure Theory

David Durand first suggested this approach in 125@ he was a proponent of financial leverage. biupated that a
change in financial leverage results in a changeapital costs. In other words, if there's an iaseein the debt ratio,
capital structure increases, and the weighted geerast of capital (WACC) decreases, which resnltsgher firm value.
In this approach to Capital Structure Theory, thst®f capital is a function of the capital struetult's important to
remember, however, that this approach assumestanabgapital structure. Optimal capital structumeplies that at a
certain ratio of debt and equity, the cost of capé at a minimum, and the value of the firm igahaximum. In summary,
Net Income Approach was presented by Durand. Téeryhsuggests increasing value of the firm by desirg the overall
cost of capital which is measured in terms of WiighAverage Cost of Capital. This can be done bynigaa higher

proportion of debt, which is a cheaper sourcerwdrice compared to equity finance (Efinance managgr2@20).
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Modigliani-Miller Theory of Capital Structure

Modigliani and Miller suggest that the compositmiithe capital structure is an irrelevant factothie company's market
valuation. They have really attacked the traditiopasition that companies have the optimal cap#abicture. In
Modigliani and Miller (1958) The Cost of Capital,ofporation Finance and the Theory of Investriiemiiey have
strengthened the net operating income approachkiding a behavioral dimension to it. They have besearded the Nobel
Prizes (Franco Modigliani in 1985, and Merton Mille 1990) for their widely recognized contribut®mo financial
theory. On other side the modern theory of cagtalcture primarily was developed by Modigliani avidler (1958),

with an article in The American Economic Review.

The M&M theorem is a capital structure approach edmfter Franco Modigliani and Merton Miller in th@50s.
Modigliani and Miller were two professors who stedicapital structure theory and collaborated toetigyvthe capital-
structure irrelevance proposition. This propositiates that in perfect markets, the capital strece company uses
doesn't matter because the market value of a rdetermined by its earning power and the riskofinderlying assets.
According to Modigliani and Miller, value is indepdent of the method of financing used and a conipany

investments. The M&M theorem made two propositions:

» Proposition I: This proposition says that the capital structureredevant to the value of a firm. The value obtw
identical firms would remain the same, and valuailaot be affected by choice of finance adoptefinance

the assets. The value of a firm is dependent omxtpected future earnings. It is when there ar@res.

» Proposition II: This proposition says that the financial leverbgests the value of a firm and reduces WACC. It

is when tax information is available.

In summary, The Modigliani and Miller Approach foetr states that the market value of a firm is af@dy its
operating income, apart from the risk involved lre tinvestment. The theory stated that the valu¢gheffirm is not

dependent on the choice of capital structure @miing decisions of the firm.
Pecking Order Theory

Myers and Majluf have developed the pecking ordheoty in 1984. The theory is applicable by finahomanagers
in comparison to the trade-off theory. The peckiogler theory underlying assumption is that therastex
asymmetric information among the managers of thm find outside stakeholders. It is assumed thaagens who
work on behalf of the company’s stakeholders hag#eb information than the company’s stakeholded ather
investors. According to this theory, manager’stfichoice is to use internal financing or retainednengs. Internal
financing indicates that there is no need to isdelet or equity and the firm can inject its own mpre finance a
project. If the firm does not possess enough irgkerasources, the second option will be externadrcing. The
external financing is divided into issuing debt aaquity, and there is a preference with the issaamfcdebt and
equity. The first choice in external finance isuisg) debt. Debt is a safer security and less rigign equity. The
pecking order allows issuing equity when the catyacf debt is fully used (Myers and Majluf, 1984)he pecking
order theory focuses on asymmetrical informatiostso This approach assumes that companies preritieir
financing strategy based on the path of least t@si®. Internal financing is the first preferredthuesl, followed by

debt and external equity financing as a last resort
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Trade-Off Theory of Capital Structure

The trade-off theory of capital structure is theddhat a company chooses how much debt financd@mdnuch equity
finance to use by balancing the costs and benefits.important purpose of the theory is to expldie tfact that

corporations usually are financed partly with defd partly with equity (Frank et al, 2011).

The trade-off theory states that the optimal capii@cture is a trade-off between interest taelslsi and cost of
financial distress. The present value of tax skiéddthen added to form the red line. Note that(RBX shield) initially
increases as the firm borrows more, until additidd@rowing increases the probability of financthtress rapidly. In
addition, the firm cannot be sure to benefit frdra full tax shield if it borrows excessively asakes positive earnings to
save corporate taxes. Cost of financial distress$&imed to increase with the debt level. .Highebability of financial
distress is in terms of start-ups and high growdkifiesses. The company is exposed to the risk adrtain cash flow
streams and low tangible asset base. Thereforse tiype of companies should not place high confidem the debt in
their capital structure. On the other hand, firmthva stable revenue stream and sound asset bzisg falower risk of

bankruptcy. This company can apply a moderateliidridevel of leverage in their capital structurer@y, 2020).
Agency Theory of Capital Structure

A significant amount of research during the lasb ecades has been dedicated to models in whidtalcapucture is
determined by agency costs, costs due to conflictterest (Harris and Raviv, 1991). Firstly, cactfs of interest between
shareholders and managers begin because manageanstaallowed to 100 % of the residual claims. @opently the
managers do not capture the entire gain from thétmmhancement activities, but they do acceptethiire costs of these
activities. The managers may hence put in lesstsffio value enhancement activities and may alsteriake to maximize
their private gains by lavish perquisites, plusfices, ,empire building through sub-optimal investments (Jensen, 1986).
While the managers would have the entire costefodining from such inefficiencies, they are eastitto only a portion of
the gains. The increase in the manager’s stalkeeifitm decreases these inefficiencies. Accordinglthe agency theory,
the optimal financial structure of the capital d&sfrom a compromise between various funding amiequity, debts and
hybrid securities) that allow the reconciliation adnflicts of interests between the capital supgligshareholders and
creditors) and managers. In short, dgency theorythe optimuncapital structurecomes from settlement among several
funding choices likequity debts and other securities and that let the epettht of conflicts of interests among

the capital providers (stockholders and debt providers) andagars (Nasser M.M. ,2017).
Empirical Literature Review and Hypotheses Developrant

According to Assefa T (2017), Nguyen and Ramaclam¢@2006), Saeed (2007) and Smith (2010) the degtitacture of
MFIs was influenced by growth, profitability, sizésk (earing volatility) and asset tangibility BfFI. In this study, these

variables were considered as explanatory variandshypotheses has been developed as follow:
Growth of Miffs and the Capital Structure

Microfinance institutions are established to proentite financial activities mainly saving and creiitcommunity.
Microfinance’s activities are focused on reduciraygrty level of community people. Poor, disadvaathgnarginalize
and women are in mainstream of microfinance’s pogr. To continue such poverty eradication actitliy growth of
MFI is crucial issue. Growth of MFIs is definedashange in the annual percent of total assetss sald profit or growth

shows an expansion in the company’s activitiegims of sales, profits and assets.
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Empirical evidence seems inconclusive. Some stufbesd negative relationship between growth and
leverage, i.e., support the trade-off and ageneypties. The studies Bufered al., (2005); Eriotigt al., (2007); Shah
and Khan, 2007; Kila and Mahmood, 2008; Salawu Aghboola, 2008; Morri and Cristanziani, (2009); aRdmlall,
(2009) The result leads them to the conclusion thgh-growth firms are most likely to exhaust imtal funds and
use debt as a good alternative in their searchafititional capital, as raising equity may be difficand time-

consuming for smaller firms.

On other way, according to Dang et al., (2019)rehgas positive relationship between the sales tr@nd the
administrative financial leverage, it is suggestieat companies with a higher sales growth can beedebt financial
leverage to financing ratio for financing througlona funds or financial leverage, it is suggesteat tompanies with a
higher asset growth use more leverages for the@nfiing. On the same way, Tchakoute Tchuigoua,(2015).,
Mohammed (2014), Bas et al. (2009), Michaelase{1899), Hutchinson (2003), Cassar and Holmes (RBC8let al.
(2004), Nguyen and Ramachandran (2006), Saeed Y 20@7Smith (2010) suggest positive relationshipwben growth
and leverage, i.e., support the pecking order theoncluded growth being positively related to ldagm debt ratio, while
negatively related to short-term debt ratio. Hallae (2004) suggest that growth tends to placeeatgr demand on
internally generated funds and push the firm intordwing. Marsh (1982) also suggests that firmsgh growth tend to
maintain relatively higher debt ratios. and Sm0X0) suggest positive relationship between groaviti leverage, i.e.,
support the pecking order theory found growth beiogitively related to long-term debt ratio, whilegatively related to
short-term debt ratio. Hence, based on the abaowbnfjs and idea of pecking order theory, the redeardeveloped the

tentative statement to be proofed by regressiotysisaThis is as follow:
Hypotheses OneMFIs growth has statistically significant positivepact on Leverage
Profitability and The Mfis' Capital Structure

Microfinance institutions with high costs of equityaintain a high level of buffer capital and therefare less levered.
Based on the POT framework, profitable MFls facedp costs in raising equity. Besides, the resulstoflies such as
Degryse et al, (2012), Smith (2010); Tchakoute Tgbwa, H. (2015), Lislevand (2012), Asefa T (201bHdmmed
(2014), Dang et al., (2019), suggest negative ioglship between growth and leverage, i.e., supfh@tpecking order
theory. Because, accordingly, the pecking order ehquedicts a negative relationship between boalerge and
profitability. The pecking order theory predictatHirms with a lot of profits and few investmeiave little debt. Since
the market value increases with profitability, tiegative relationship between book leverage anitgbdity also holds
for market leverage. The pecking order theory mtsdhat firms with a lot of profits and few investnts have little debt.
Since the market value increases with profitahilibe negative relationship between book leveragkepofitability also
holds for market leverage. Hence, based on theeafindings and idea of pecking order theory, tteeagcher developed

the tentative statement to be proofed by regressiatysis. This is as follow:
Hypotheses Two:MFI profitability has statistically significant dmegative influence on leverage
Size of Mfis and Capital Structure

The size of firm is defined as the logarithm ofatatales or the logarithm of the total assets. &ffiect of size on debt
ratios is ambiguous from the theoretical point iefy, some authors encountered a positive relat@wden firm size and

leverage. Similarly, empirical studies like BevandaDanbolt (2002), Bas et al. (2009); Ebru (201Ighakoute
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Tchuigoua, H (2015); Mary et al. (2011) MohammedaBan (2014), Dang et al., (2019), Faris (2010)loét al. (2009);

Naveed et al. (2010); Booth et al. (2001); Smith1(@ suggest positive relationship between growith laverage. It is
also argued that larger firms with less volatileéf@gs also have a greater likelihood of being abléully use tax shields
from interest payments, increasing the expected&nefits of debt. For small firms, the conflictstlween creditors and
shareholders are more severe because the man&gachdirms tend to be large shareholders andetter able to switch
from one investment project to another. Accordioghiese point of view, most empirical studies ict fileport a positive

sign for the relationship between size and leverage

Thus, the findings of the relationship with tharfisize are in line with static trade-off and agenogt theory.
Hence, based on the above findings and idea oé-téidtheory and pecking order theories, the redeardeveloped the

tentative statement to be proofed by regressiolysisaThis is as follow:
Hypotheses Three MFI size has statistically significant and pogtieffect on leverage
Age and Capital Structure of MFIs

Age of MFI, the number of complete years of operatf MFI since establishment. MFIs often beconfieieht over time
so we expect AGE to be positively related to MRicefncy and its capital structuk&hile firm age is positively correlated
with the use of debt able to explain capital stitetdecision of firm in MFIs sector Age of the firadso play an important

role in the firm’s decision to seek for debt finamgein financial sectors.

The trade-off andigencytheory of capital structure is the idea that a pany chooses how much debt finance
and how much equity finance to use by balancingctists and benefits. An important purpose of te®mhis to explain
the fact that corporations usually are financedlpavith debt and partly with equity. Accordinglg the agency and trade
off theories suggest the optimal financial struetof the capital results from a compromise betweamous funding
options (equity, debts and hybrid securities) thiédaw the reconciliation of conflicts of interestetween the capital
suppliers (shareholders and creditors) and manageestheories postulates that age has positieetedin capital structure
decisions because more the longer age of firmsdlustry have high credit worthiness of borrowingnir different
companies. In similar way, the findings debt Degrgsal, (2012), Ezeoha and Botha (2012); Adamsukthé: Devi Datt
Tewari. (2016); Tchakoute Tchuigoua, H (2015), évsind (2012), Asefa T, (2017), Mohammed (2014), doanal.,
(2019), and Smith (2010) found out that Age of MRé&s positive effect on capital structure of MHgnce, based on the

above findings, the researcher developed the teatstatement to be proofed by regression analysis. is as follow:
Hypotheses Four:Age of MFIs has statistically significant and pgiv& effect on Leverage of selected MFIs
Tangibility of Asset and Capital Structure of MFIs

From a pecking order theory perspective, firms @l tangible assets are more sensitive to infaonat asymmetries.
These firms will thus issue debt rather than equiten they need external financing (Harris and Ral®91), leading to
an expected negative relation between the impoetafiintangible assets and leverage. Accordingatetoff hypothesis,
tangible assets act as collateral and provide ggdarlenders in the event of financial distreldgnce, the tradeoff theory
predicts a positive relationship between measufdsverage and the proportion of tangible assets.tl@ relationship
between tangibility and capital structure, theorgemnerally state that tangibility is positively atdd to leverage.
Tangibility is almost always positively correlateith leverage. This supports the prediction oftiiaele-off theory that the

debt-capacity increases with the proportion of tialegassets on the balance sheet. The tangibiligssets represents the
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effect of the collateral value of assets of thmfirgearing level.

Study by Huang and Song (2002) found that debt natis positively correlated with tangibility, thbange of
total liabilities ratio was significantly positiyelcorrelated with the change of tangibility. Empd#li studies like Kashefi-
Pour and Lasfer (2010); Esperaetal, (2003); Hovakimiaet al, (2004); Shah and Khan, (2007); Salawu and Aghool
(2008); Ramlall, (2009); Daskalakis and Thanou @®01Tekeet al, (2009); Smith, (2010), Buferea al
(2005),Tchakoute Tchuigoua, H., 2015)., Mohamme@il 42, Dang et al., (2019), Smith (2010) and Fersl &Mouna,
(2017) were confirmed a positive relationship cetesit with theoretical argument between tangibditg leverage of the
firms, i.e., support the trade-off, and peckingesrtheory agency theories suggest the positivéigakhip between growth

and leverage.

Hypotheses Five:MFI Asset tangibility has statistically significéand positive effect on leverage

Research Gap and Conceptual Framework of the Study

Most of prior studies covered a considerable peobtime 1972-2013 G.C. To the best of authors'wiealge; this is the
first study in Ethiopia to identify the firm speicifdeterminants of capital structure with refereteeMFIs in Ethiopia
based on latest data covers from 2012-2019. Se Hlelieved that this study would contribute torétere on the
determinants of capital structure while offeringammendations for future studies. It also creaefthdings on firm
specific determinants of capital structure in MBilsce the topic was not well researched in Ethiopke following figure

shows the expected relationship between five indeéget variables and one dependent variable.

Independent-Vanables-Dependent-VariableT

Figure 1: Conceptual Framework.
Source:Researchers own Design based on empirical anddtieadrreview (2020.

MATERIALS AND METHODS

Research Design and Approach

A research design is a plan, structure and stratdginvestigation so conceived as to obtain answtersesearch
hypotheses. The purpose of this research is tdifgaéhe effect of MFIs specific determinants okthapital structure or
leverage (LEV). Therefore, the explanatory reseaesign was the well suited method for this stuagxplain the effect
of five explanatory variables such as MFI growthofpability, size, earring volatility and assetntgbility on one

dependent variable which was capital structure.c€oring research approach, this study employedgtrentitative

research approach due to fact that data availabtleei audited financial statements of selected MB&ls be quantified or

can be expressed in terms of quantity.

www.iaset.us editor @ aset.us



64 Kanbiro Orkaido Deyganto

Study Population and Sample Design

The population of this study was 35 micro-finanestitutions in Ethiopia. The empirical investigation the determinants
of capital structure of Ethiopia MFIs includes timstitutions operating in the country. There arerently 35 MFIs
operating in the country. To achieve this goal, Mtflat satisfies in terms of data availability oféars and with a 4 and 5-
diamond rating are used as a unit of analysis. dJpirposive sampling technique 8 MFIs from the stduwhere the
financial statements required for 8 years to thestrmecent date were found legible. The samplingsuthiat satisfy the
criteria are: Omo Micro Finance, Sidama Micro FieenVision Fund Micro Finance, Agar Micro Finanggndile Micro
Finance, Wisdom, Addis Credit and saving Institndioand Poverty Eradication and Community Empowetmen
Microfinance Institutions. The data for the remagMicrofinance institutions were not accessibl¢he data base as the
criteria employed excludes from the sample. Dedpiteexpectation that all MFIs in the industry ebuleet the criteria
employed as the units of analysis, the nature oépdata enables increase in the number of obsenvas the data are
available across firms and over time (8x8=64). Aiddally, the employed sampling units are geogregly disbursed
throughout the country and have similar charadiesign terms of the governance structure and etgty adherence,
regional base which enables them to have similatogical validity for a given industry to hold arglipports the
generalization of the finding of the study to thepplation. Besides, the RE model enables us ta ithfe results of

sampling units to the population.

Table 2: Summary of Target Population, Sampling Teleniques and Sample Size

Target Population Sampling Techniques Sample Size
35 MFIs operating in 8 MFIs or 64 number of observation (8 MFIs *8 years
Ethiopia audited F/S)
Source Own Construction, 2020

Purposive

Source of Data, Method of Data Collection and Analsis

They are two types of the data. Those are Primatg dnd secondary data. To achieve the purposkeos$ttidy, the
researcher was used secondary data which wouldtaéned from companies annual financial reporte €hterion for
MFIs to be included in the study required compatodsave an Eight year audited financial statempattcularly balance
sheet and income statements covered a period f@i# & 2019 inclusive, which have been collectedubh detail

document review. Also, both descriptive and inféisdrstatistics have been employed in order torgldble findings.
Econometric Model Specification

e The multiple linear regression analysis has beenl is determine whether the group of five varialitegether

predicts the MFIs capital structure. The followimgdel of the linear regression has been used:
e LEVit= B0+ B1GRIit+B2PROIt+B3FSit+B4ERVit+ B5ATIt+ pit
Whereas
» LEVit = debt equity ratio for MFIl i in time t
*  GRIit = Growth of the for MFl i in time t
* PROIt =Profitability of for MFI i in time t

 FS = Firms Size for MFI i in time t
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e ERVit = Earnings volatility for MFI i in time t
e ATit= Asset Tangibility for MFIl i in time t

e W =errorterm

*  BO= constant term.

Table 1: Operational Definitions of Variables

. Expected
Variables of the Study Measurement relationship
Dependent Variable
Capital structure /Leverage (LEV): is the extenivuch fixed-income Total debt/Total
securities and preferred stock are used in a coy'gaapital structure equity
Independent Variables
+
Growth: Change in asset or profit from year to y@@ressed as percentage Efe ;(;t;giage change
Profitability: Profitability is a business's abjlito produce a return on an Earnmgs after
) . ; . . . interest and taxes
investment based on its resources in comparisdnamitalternative o -
: divided by total
investment.
assets
Firm Size: increasing sales and market share. Fianggrow through internal
expansion, external growth (merger) or diversifmainto related industries. | Natural logarithm +
The motives for increasing in size can include:aBeesales lead to greater | of total asset
profit, making the firm more attractive to sharetek
Age: Age of MFI, the number of complete years oéigion of MFI since Absolute
establishment. MFIs often become efficient oveletsn we expect age to be| coefficient of +
positively related to MFI Capital structure. variations in profit
Asset Tangibility: calculated as the total assé#s company, minus any . .
; . : T Tangible net fixed
intangible assets such as goodwill, patents, attktnarks, less all liabilities L
> assets divided by
and the par value of preferred stock the dividedotgl assets of the MFI +
) ) ) : total assets for
.tangible can serve as collateral for loans andeniiadasier for companies to MEI
get the financing they need to continue operations.

Source: own construction based on literature review, 2020
RESULTS AND DISCUSSIONS

This section presents the result of study concgrifia determinants of capital structure of seledéts in Ethiopia using the

annual balanced panel data, where all the variatges observed for each cross-section and eactpegnied. The study has a
time series segments panning from the period 2@1®» 2019 and a cross-section segment which caesidbranches. The
results are presented in the form of summary tedodelsfigures. Correlation and regression analysisuged to analyses the

data to achieve the research objective and thanfisdvere discussed
Descriptive Statistics

This section presents the descriptive statisticdegfendent and independent variables used in toy $or the sampled
MFIs in Ethiopia. The dependent variables usedhis study was capital structure /leverage/ while thdependent
variables were growth, profitability, size of firmge of firm, and asset tangibility of selected BIHable 2 demonstrates
the mean, median, maximum and minimum values arttlard deviation of the dependent and independeigbles over

the study period.
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According to Table 2 above, capital structure (tage) of selected MFIs 64 observations (panel daaselected
MFlIs for 8 years) has a mean value of 63.8 perdéd.result indicates that, the sampled selectets ldir average capital
structure with more debt. The maximum value ofdhpital structure was 89.20 percent and the minimale of 51.56
percent with the standard deviation of 0.075. latien to explanatory variables deployed in tabkb®ve, the mean value
of growth was 0.5473 percent indicating that onraged sampled selected MFIs were showed growth5d@73 cents to
generate one birr operating income. The maximuroevalf growth was 0.54 percent and the minimum vaiu@.35
percent. With a standard deviation 0.96 percenfitBbdlity has also has the mean value of 26.5C@et. The mean value
result suggested that 0.2659 cent of one birr asgested. The maximum value of profitability we 70 percent and the
minimum value of 11.47 percent with a standard atésm of 0.96058.percent. Another explanatory \@ealso size of
selected MFIs played an important role for orgaizes maintain their market position. The mean gabfi this variable
was 90.40 percent in its natural logarithms valiee maximum value of size was 99.9100 percent l@drinimum value
of 72.93 percent with standard deviation value .@fLl80 percent. In regard to age of firm has thermedue of 2.6598
percent. The mean value of earning volatility imadés that, sampled selected branch of MFIs wermagee).8928 cent of
one birr asset. The maximum value of age was 18.480cent and the minimum value 0.1300 percent withhiandard
deviation of 2.6735 percent. Finally, asset tadifjphas the mean value of 1.9052 percent the mwdune of indicates
that, sampled selected MFI were average 0.8928afemte birr asset. Maximum values of asset taliyibivere 4.7500

percent and minimum values of 0.1300 percent wdhdard deviation of 1.5810 percent.

Table 2: Summary of Descriptive Statistics

Variables Ca?fibg:géfy e Growth Profitability Size of Firm, ?/Iglglsf TanAgii?ltity

Mean 0.638197 0.005473 0.265977 0.904023 6092 0.019052
Median 0.632000 0.003500 0.244000 0.9301%0 0300100 0.020950
Maximum 0.892000 0.057200 0.761000 0.999100 .14%4100 0.047500
Minimum 0.514600 0.001200 0.114700 0.729300 .00D300 0.001300
Std. Dev. 0.075254 0.00815§ 0.096058 0.084180 0.026735 0.015810
Observatios 64 64 64 64 64 64

Source: Computed from E-views 9 results, 2020

Testing Assumption of Classical Linear Regression bdel Assumptions

Before going further in to panel data econometniocpdures, diagnostic tests were undertaken torenthat the
assumptions of classical linear regression modeé vidfilled or not, the coefficient estimators lodth o (constant term)
andp (independent variables) that are determined binard least square (OLS) have a number of desirptiperties
and usually known as Best Linear Unbiased Estirsa(BLUE). Hence, the following sections discussultssof the
diagnostic tests (i.e., normality, autocorrelatiomjlti-co linearity, heteroscedasticity,) that werenducted to ensure

whether the data fits the basic assumptions osidaklinear regression model or not.

Test for Normality

The OLS model assumes that the error term is norrditributed with the mean of error being zergpasitive error will
offset the negative error. In this study, the nditymaf the data was checked with the popular JesBara test statistic. If the
residuals are normally distributed, the Jarque-Beatistic would not be significant at 5 percemgngicant level meaning
disturbance to be normally distributed around tigam This means that thevalue given at the bottom of the normality test

screens should be bigger than 0.05 to not rejeattlti hypothesis of normality at 5 percent sigifit level. Jarque-Bera also
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formalized this by testing the residuals for noiitgand testing whether the coefficient of skewesdnand kurtosis are close
to zero and three respectively. The hypothesethéonormality test were formulated as follow:

» Ho: Error term is normally distributed
e Hji: Error term is not normally distributed
» Decision Rule: Reject ¢ if P-value less than significant level 0.05. Othisiw do not reject.

The normality test result of LEV model in figureaBove shows, the histogram was bell-shaped andattypie -
Bera statistic has a P-value of (0.669) implies tha p-value for the Jarque-Bera test for this el®@ greater than 0.05.
So, the result indicates that the errors were nibyrdastributed and there was no problem of nortyadin the LEV model.

Based on the statistical result, the study faiteceject the null hypothesis of normality at thpecent significance level.

12

Series: Standardized Residuals
Sample 2012 2019

104 Observations 64

8- — Mean -1.89e-16
Median 0.001428
Maximum 0.108655
Minimum -0.103283
Std. Dev. 0.052013

Skewness 0.020667
Kurtosis 2.452985
2]
Jarque-Bera  0.802490
Probability ~ 0.669486
o4 — -
.10 005

—1 —
0.00 0.05 0.10

Figure 1: Normality Test for Residuals of LEV Model
Source: Computed from E-views 9 result, 2020

Test for Heteroscedasticity

In the classical linear regression model, one eflihsic assumptions is Homoscedasticity assumpht@nstates as the
probability distribution of the disturbance termmans same for all observations. That is the vasgaof each of
disturbance term is the same for all values ofetk@lanatory variable. However, if the disturbaneerts do not have the
same variance, this condition of non-constant wa@eaor non-homogeneity of variance is known asrbstedasticity.
Accordingly, in order to detect the heterosceddgtioroblems, Breach-Pagan test was utilized iis gtudy. This test
states that if the p-value is significant at 99 fmence interval, the data has Heteroscedastiaityplpm, whereas if the

value is insignificant (greater than 0.01), theadads no Heteroscedasticity problem. It is hypatleesthat as follows;
* Ho: There is no Heteroscedasticity problem
e Ha: There is Heteroscedasticity problem
» Decision Rule: Reject HOf P-value less than significant level 0.01. Othisry do not reject.

Accordingly, Table 3 shows that, both the F-statishd Chi-square tests give the same conclusatrtiiere was no
significant evidence for the presence of Heteroasttlty in LEV model. Since the p-values in allthé cases were above

0.05, the null hypothesis of there is no Heteroastcity problem is failed to reject at 5 percaghsicant level.

www.iaset.us editor @ aset.us



68 Kanbiro Orkaido Deyganto

Table 3: Heteroscedasticity Test for LEV Model
Heteroscedasticity Test: Breach-Pagan-Godfrey

F-statistic 0.917027 Prob. F(5,58) 0.4765
Obs*R-squared 4.688792 Prob. Chi-Squareg(5) 0.4550
Scaled explained S5 2.797617 Prob. Chi-Square(5§318.

Source: Computed from E-Views 9 Results (2020)

Test for Auto Correlation

In the case of autocorrelation problem, the estithgiarameters can still remain unbiased and censidtut it is inefficient.
The result of t-test, F-test or the confidencerir@ewill become invalid due to the variances ofireators tend to be
underestimated or overestimated. Due to the inVajbthesis testing, it may lead to misleading ltesan the significance
of parameters in the model. Breach-Godfrey Serafelation LM Test was used in this study to dethetautocorrelation

problem. It is hypothesized that as follows;
* Ho: no serial correlation
e H1: presence of serial correlation
» Decision Rule: Reject ¢ if P-value less than significant level 0.05. Othiseydo not reject

Table 4 shows, the P-value of both F-statistic &fd-Square for LEV model were (0.7531) and (0.7244)
respectively, which were greater than the signifogalevel of 5 percent. Hence, the null hypothesiso serial correlation
is failed to reject at 5 percent of significantdévthe result supports the absence of serial kedioa in this model.
Therefore, it can be concluded that, the covaridnatereen residuals is zero and absence of seriadlaton problem was
found conclusively from the LM tests.

Table 4: Test for Serial Correlation of LEV Model

Breusch-Godfrey Serial Correlation LM Test:
F-statistic 0.285007 Prob. F(2,56) 0.7531
Obs*R-squared 0.644880 Prob. Chi-Square(2) 0.7244

Source: Computed from E-Views 9 Results (2020).
Correlation Analysis among Variables

According to (Brooks, 2008), Correlation betweer tvariables measures the degree of linear assmtibgtween them.
To find the association of the independent vargblith the dependent variable Pearson product mbofecorrelation
coefficient was used. Values of the correlationfiident between two variables are always rangeunfipositive one to
negative one. A correlation coefficient of positisee indicates that a perfect positive associabietween the two
variables; while a correlation coefficient of negatone indicates that a perfect negative associdtetween the two
variables. A correlation coefficient of zero, or thther hand, indicates that there is no lineatimiship between the two
variables. As noted in (Brooks, 2008), if it isteththat Y and X are correlated, it means that & Yrare being treated in a
completely symmetrical way. Thus, it is not implitht changes in X cause changes in Y, or indeatictanges in Y
cause changes in X rather, it is simply stated tthexte is evidence for a linear relationship betwde two variables, and
that movement in the two variables are on averatgead to an extent given by the correlation cogffit. The following
tables shows the result of correlation analysisdétermine the relationship between dependent JaridtEV) and
explanatory variables (i.e., growth, profitabilifym size, age, and asset tangibility).
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Table 5 shows, growth, firm size, earning volatilitnd asset tangibility were positively correlateith capital
structure with a correlation coefficient 0.3047893890897, 0.200533 and 0.152681 respectively. Thiselation shows
that, growth, firm size, Age of MFI and asset t&ilgly and capital structure also moves to the saimection. Profitability
is negatively correlated with LEV with a correlati@oefficient of (-0.159370). This implies that, te profitability
increases, and leverage ratio moves to opposietin. The result of the above correlation maghrws that the highest
correlation coefficient was (-0.573703) which igvbeen age and firm size, Margaritas (2010), and,HaD06) argued
that correlation coefficient below 0.9 may not @wgerious multicollinearity problem, it is conclutteat there was no
serious of multicollinearity problem in this studpd adding or removing a variable from a regressiumation would not
cause the values of the coefficients on the otheakles to change.

Table 5: Correlation Matrix of LEV and Explanatory Variables

Variables S(t:rirc):![tuarle Growth Profitably | Firm Size Alalezlof TanAgif)?lgty
Capital Structure 1 0.304759  -0.1593f 0.390897 0@b33 0.152681
Growth 0.304759 1 0.035795 0.180933 0.1139018 2309
Profitability -0.159370| 0.03579% 1 -0.412407 0.128 -0.044742
Firm Size 0.390897| 0.180933  0.412407 1 -0.573703 .267703
Age of MFI 0.200533 | 0.113901 0.196728 -0.573703 1 0.3723713
Asset Tangibility 0.152681| 0.052302 -0.044742 0748 | -0.372371 1

The Analysis made based on 1 %, 5 %, 10 % peragmifisant level.
Source: computed from E-views 9 result (2020)

Random Versus Fixed Effect Model

The results so far indicates that all CLRM assuamgiwere not violated, the OLS regression was Bladé& can be safely
applied. However, since this study used panel da¢ae are two types of panel estimator approatttzsan be employed,
namely: fixed effects models (FEM)and random effeubdels (REM) in order to robust the OLS regressésults and
give more valid results.

According to Brooks (2008), there are broadly twasses of panel data estimator approaches thatean
employed in financial research. These are fixedotffnodel and random effect model. Fixed effectsletwallow the
intercept in the regression model to differ crosstion ally but not over time, while all of the pto estimates are fixed
both cross-section ally and over time. An altenatio the fixed effects model described above ésrdmdom effects
model, which is sometimes also known as the eworponents model. As with fixed effects, the randeffacts approach
proposes different intercept terms for each erditg again these intercepts are constant over tintie,the relationships
between the explanatory and explained variablesnasd to be the same both cross-section ally anghdeatty. The
problem with above pooled model is that is neghgrthe cross-section and time series nature of ttatiasumes that all
MFIs used in the observation are the same. In omlerthoose and apply the appropriate model, theothgsis was
developed and tested by Haussmann specificatidn Tas null hypothesis is: random effect model pprapriate and
alternative hypothesis is: fixed effect model ipmapriate. If the p-value is greater than 5 Perct@ null hypothesis
should be accepted otherwise alternative hypothBsised on Haussmann specification test in the moaiedom effect

model can be appropriate for the estimation oftioglel since the p-value of the model is greatem th&®ercent.
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 Hop: Random Effects model is appropriate
e Hji: Fixed Effects model is appropriate
» Decision Rule: Reject Hf p-value less than significance level 0.05. Ottige, don’t reject.

Table 6 shows the Hausman specification test tablaisove, the P-value for LEV model was (0.563'Hictv is
more than 0.05. Hence, the null hypothesis of #melom effect model is appropriate and failed teaeat 5 percent of
significant level. This implying that, random effamodel is more appropriate than fixed effect madebrder to make
robust the OLS regression results and gives mdie nesults.

Table 6;: Haussmann Test on LEV Model

Correlated Random Effects - Hausman Test
Equation: Untitled |
Test Cross-Section Random Effects
Test Summary | Chi-Sq. Statistic  Chi-Sq. d.f.  Prdb.
Cross-Section Randommn 8.714321 5 0.1210
Source: Computed from E-Views 9 Results, 2020

Random Effect Regression Results

Table 7 shows the R-squared statistics of the medet 52.22 percent. This result indicates tha2Bpercent of variation in
the dependent variable is explained by the exphapatariables. That means the explanatory variafdash as, growth,
profitability, firm size, age, and asset tangibiltre jointly explain about 52.22 percent of theiat®n in the leverage. The
remaining 47.78 percent of the variation in theteaptructure of selected MFIs in Ethiopia expérby other variables which
are not included the model during the study perBekide this, F- statistics (12.68185) which isdute test the overall
significance of model was presented and null hyggithcan be clearly rejected at 1 percent levsigrfificant, since the p-
value was (0.0000) which was sufficiently low, icaties the reliability and validity of the model &tpercent level of

significance. From table 5 above, the researcherdfohe following estimated regression equation;
LEVit=0.000541+2.307091*GRit-0.011244*PROit+0.6182BSit+1.991009*AGit+ 1.039672*ATit (E)it................. )

Based on the above equation, the coefficients grgw2.307091, firm size(+0.614203), age of firm@d1009),
and asset tangibility (+ 1.039672) tell us on petéecreases in the mean value explanatory vasahieh as growth, firm
size, age and asset tangibility leads to 230.70981%4203 %, 199.101 %, and 103.96 % increasd®imean value of capital
structure of selected MFIs in Ethiopia. On the ptiend, profitability coefficient value of the valole is (-0.011244) indicates
that as the value of the profitability decreadas,mhean of the capital structure of MFls in alsm$sto decreases by 1.1244.

Table 7: Random Effect Regression Results on LEV Miel
Dependent Variable: LEV
Method: Panel EGLS (Cross-section random effects)
Date: 05/30/20 Time: 08:34
Sample: 2012 2019
Periods included: 8
Cross-sections included: 8
Total panel (balanced) observations: 64
Swamy and Arora estimator of component variances

Variable Coefficient | Std. Error| t-Statistic Prob.
Growth 2.307091 0.844091 2.73322% 0.0083*1*
Profitability -0.011244 0.077647 -0.144810 0.0088*
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Table 7: Contd.,

Firm Size 0.614203 0.107173 5.730972  0.0000*f*
Age of MFI 1.991009 0.319616| 6.229374 0.0000**
Asset Tangibility 1.039672 0.460093 2.259704 0.0276
C 0.000541 0.109992| 0.004915 0.9961
Effects Specification
| S.D. Rho
Cross-section random 0.00000( 0.0000
Idiosyncratic random 0.053342 1.0000
Weighted Statistics
R-squared 0.522277 Mean dependent var 0.6381P7

Adjusted R-squared 0.481094 S.D. dependent var 75081

S.E. of regression 0.054209 Sum squared resid 00407
F-statistic 12.68185 Durbin-Watson stat 1.838287
Prob(F-statistic) 0.000000 | 0.000000Q

The Analysis made based on 1(***), 5(**) & 10(*) pnt significant level
Source: computed from E-views 9 result, 2020

Discussion for Random Effect Regression Result (Hygpheses Testing)

The main objective of this study is to analyze tleerminants of capital structure. The discuss®focused on four

significant variables such growth, profitability;ifis size, age of firm and asset tangibility. Tihés been shown as follow:

The result of this study shows that support fromwgh with coefficient of regressior3£2.307091] has a
positive and statistically significant at 1 % lewdlsignificance since (p-value of 0.0083 < 0.(H¢nce, hypothesis H1 is
accepted. This finding is consistent with idea @fling order theory and empirical finding of studiy Smith (2010), Bas
et al (2009), Morri & Cristonizia (2009); Dang ét, §2019), Tchakoute Tchuigoua, H., (2015)., Molnaed (2014), Bas et
al. (2009), Michaelaset al. (1999), Hutchinson @Q0Cassar and Holmes (2003) Hallet al. (2004), y¢guand
Ramachandran (2006), Saeed (2007) and Smith (2@1®¥ound there was positive relationship betwdengrowth and
the capital structure. Thisdicates that as the value of the growth increatbesmean of the capital structure (leverage)
also tends to increase. The companies in high groate has chance to access to capital in the édoman from bank or

bond issue which leads to more leverage ratio.

Secondly, the result of this study show profitapilivith coefficient of regressiorf3E-0.144810] has a negative
and statistically but insignificant at 10 % levélsignificance since (p-value of 0.0088 <0.01). enhypothesis H2 is
accepted. This finding is related with empiricégdature of Degryse et al, (2012), Smith (2010hakoute Tchuigoua, H.
(2015), Lislevand (2012), Asefa T (2017); Mohamn(2d14), Dang et al., (2019), suggest negativeiogiship between
growth and leverage. This result also supporteitiés of pecking order theory which suggests thgléri earning leads to
less leverage. Microfinance institutions with higbsts of equity maintain a high level of buffer italband therefore are
less levered. Higher profits reduce the necessitaise debt which implies that that there is negaelationship between

MFIs capital structure and profitability.

Thirdly, the result of this study concerning size fiom with coefficient of regressionfF0.614203] has a
positive and statistically significant effect orpial structure at 1 % level of significance sirfpevalue of 0.0000 < 0.01).
Hence, hypothesis H3 is accepted. This findingamsistent with similar previous researches by Matryal., (2011),
Neveed et al (2010); Bevan and Danbolt (2002), &ad. (2009); Ebru (2011); Tchakoute Tchuigoug2B15); Mary et
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al. (2011) Mohammed Getahun (2014), Dang et @192, Faris (2010); Dilek et al. (2009); Naveedle{2010); Booth et
al. (2001); Smith (2010) suggest positive relatiopdetween growth and leverage. It is also arghatilarger firms with
less volatile benefits also have a greater likelthof being able to fully use tax shields from iet# payments, increasing
the expected tax benefits of debt. According tee¢hgoint of view, most empirical studies in faqgiog a positive sign for
the relationship between size and leverage. Thes, findings of the relationship with the firm siaee in line with
suggestions trade-off and agency cost theory wigdports idea that larger the size of the firm nibegnploys the debt.
This makes the firms faced with less risky. Astibgult he concluded that increase in size of fiem positive influence on

capital structure.

Fourthly the results of study employ age of MFlshwgoefficient of regression (B=1.9991009) has {dasiand
statistically significant effect on capital struauat 1 % level of significance since (p-valuesO0®@ which less than
0.01signifince level. Therefore hypothesis H4 isegted. The result is supported by empirical evideliterature of
Degryse et al, (2012), Ezeoha and Botha (2012)msdAbdulai & Devi Datt Tewari. (2016); Tchakoutehliigoua, H
(2015), Lislevand (2012), Asefa T, (2017), Mohamni2dl14), Dang et al., (2019), and Smith (2010) tbont that Age
of MFIs has positive effect on capital structuréMftls. Also, trade-off and agency theories posaddhat age has positive
effect on capital structure decisions because mioeelonger age of firms in industry have high creslorthiness of
borrowing from different companies. Hence, basedhenabove findings, the researcher concludedapatl MFIs have

change to more leverage their capital.

Finally the results of study employ asset tangipilvith coefficient of regressiorp£1.039672) has positive and
statistically significant effect on capital structat5 % level of significance since (p-value df2¥.6) which less than 0.05
significant level. Hence, hypothesis H5 is accepfte finding was supported by the ideas of emalirevidence from
Fama and French, (2000) ;Huang and Song,(2002h&fiaBour and Lasfer (2010); Esperangaet al., (2d88vakimianet
al., (2004); Shah and Khan, (2007); Salawu and Aghq2008); Ramlall, (2009); Daskalakis and Tha(2Q10); Tekeret
al., (2009); Smith, (2010), Bufernaet al. (2005hakoute Tchuigoua, H., 2015)., Mohammed (2014hdet al., (2019),
Smith (2010) and Fersi and Mouna, (2017) were cowfd a positive relationship between leveragelsih,aconsistent
with theoretical argument between tangibility amderage of the firms, i.e., support the trade-affency cost; and
pecking order theories which suggest the positalationship between growth and leverage. This iespthat more the

tangibility of assets of the firm, more the chan€¢he firm to use debt financing.
CONCLUSIONS

A company's capital structure is arguably onefribst important choices. From a technical peramgdhe capital structure
is defined as the careful balance between equdydabt that a business uses to finance its aslsgtdp-day operations, and
future growth of business. Optimum capital struetomaximizes the market value of a firm, i.e. inrenfhaving a properly
designed capital structure the aggregate valubeotlaims and ownership interests of the sharetolle maximized and
cost was minimized. So it is very important to iifgnthe determinants of capital structure withereince to MFIs in
Ethiopia. In order to meet the objective of thisdst researcher employed quantitative researcloapprwith explanatory
research design where the effect caused by th@éndent variable on the dependent variable is ebdehrough random
effect model regression analysis. Secondary datzss of selected 8 MFIs over eight years from 20d% 2019 G.C were
used. Based on the findings from the random effiectlel regression analysis the researcher conclidésthe capital

structure of MFIs was best explained by the exptagavariables incorporated in the model.
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The conclusion that can be drawn from the findiimghe first hypotheses, confirmed that growth pasitive and
statistically significant impact on leverage ratighich means one unit increase on the value ofwliigble leads to an

increase on capital structure of the firm debtdoity ratio.

Based on the findings related to the second hygs@héhe result of this study showed that profitgbhas a
negative and statistically significant effect omdeage ratio. This implies that that there is niegatelationship between
MFIs capital structure and profitability. A negativcoefficient suggests that as the profitabilitgr@ases, the capital

structure tends to decrease while holding othaalibas in the model constant.

The conclusion that can be drawn from the findiofthe third hypotheses it can be conclude thak@se in size
of firm has positive and statistically significanipact on capital structure; which means an ina@easthe value of this
variable leads to an increase on leverage ratio.

Fourthly, the result of this study concerning adeM#-Is with coefficient of regression has a postiand
statistically significant effect on Leverage raiecause (p-value of 0.0000< 0.01). Hence, hypathd4iis accepted. The
result shows a positive relationship between MR agd leverage. Hence, more aged MFIs may havityatoilborrow

more money from outsiders in order to meet findnueds of their business that improves leveratie fiams.

Based on the findings related to the fifth hypoihied can be conclude that increase in asset lditgihas
positive and statistically significant impact orpital structure of selected of MFIs in Ethiopia. Mihmean that increase
on the value of this variable leads to an incrdpseapital structure due to fact that tangible seéthe firm are used as
guarantee in order to obtain more debt that leadiscreases in leverage ratio. So, the MFIs haved@ase debt capacity
in proportion to tangible asset on the balance tsheeause the tangible asset used as collatergbranities security to

lender in occurrence of financial stress.
Suggestions for Further Research

This study was not an end to itself. There are masiyes that arise from the findings and may redfuirther research in
order to address them. For instance a study caratvied out to establish the other factors that egslain 51.89 percent
variation in the capital structure regression med&o, this study faced some limitations that canfitted by future
researchers. New researchers can conduct furtidy by including more macroeconomic variables saglGGDP, Political
issues and Inflation that affect the capital stresbf MFIs. And they can be carried out by inciegshe sample size as well
as the study area at international level becausesthdy only focused on Eight consecutive yeaa ¢2012-2019) for 8
selected of MFIs in Ethiopia due to lack of auditdeda in other MFIs. This same study may be refglittater in order to find

out if the situation remain the same or there béllsubstantial changes by incorporating seconaangss of 35 MFIs.
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