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Abstract 
We examine the relationship between financial constraint, firm specific 

factors and capital structure decision in GCC countries by using a 

panel model. In this study, the non-financial listed were selected over 

the time period between 2008-2015. The results indicate that the 

leverage has a significant association with size, profitability, financial 

constrain, and tangibility. Leverage has a positive association with the 

size and the tangibility of the firms whereas financial constraints and 

profitability negatively related to leverage. It is a good decision to use 

an optimal capital structure to maximize the returns of the firm and 

wealth of shareholders, although this optimal combination of debt and 

equity should be manageable in terms of risk.  

 

Keywords:  Capital Structure, Financial Constraints, Profitability, OLS Model, FE and 

GCC 

 

I. Introduction 
 There has been a substantial debate on determinants of capital structure over the last 

two decades among scholars and practitioners. The over-confident managers are likely to 

prefer debt to equity financing. This may lead to increased probability of bankruptcy and 

higher costs of capital. The firms such as, oil and gas, manufacturing and transportation 

are very important for running any economy, and highly dependent on each other to 

sustain its operations. There is a lot of interest in this area of study, as new researches 

concentrating on emerging markets such as, Turkey (Baltaci & Ayaydin, 2014), India 

(Handoo & Sharma, 2014) and Indonesia (Moosa & Li, 2012), among others. However, 

similar studies are very limited related to oil-rich countries and existing literature 

indicates there is a research gap in this area. That’s why the study of GCC offers a new 

insight on this topic, allowing a greater understanding of the determinants of capital 

structure. Therefore, this study investigates the determinants of capital structure in GCC 

countries. In GCC countries, the oil and gas and related sector's amount to 63.4% of the 

entire country’s revenue, and offer a very good opportunity for investment. With 

industrial extension the GCC countries’ economies flourishing at fastest rate in the world, 

GCC countries hold 23% of the world's oil reserves.  
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 The aim of GCC countries is sustainable growth through diversification of their still 

heavily oil-reliant economies, attracting foreign investment remains of key importance. 

Future of GCC countries largely depends to maximize regional cooperation in 

transportation, oil & gas pipelines, tackling labor challenges and implementing efficient 

policies to encourage private-sector investment activity (GCC, 2014). The private sector 

contributes to almost half of the GDP, and the government is keen to encourage local and 

foreign investment in the oil and gas sectors. GCC policy makers are committed to 

diversifying the economies to achieve the goal and make this region more appealing to 

foreign investors. These are struggling to create an investment based international model 

through constant reforms and modernization as well as encouraging the development of 

the private sector. There are many reasons for selecting this area of study, the most 

important is the need to conduct a study in a neglected area; researchers ordinarily 

concentrate on capital structure in developed rather than developing countries. For 

instance, Bevan & Danpolt (2002) examined the capital structure in the UK, and 

Antoniou et al. (2008) in European countries. In emerging markets, the corporate capital 

structure decisions have not acknowledged. Although Booth et al. (2001) examined the 

data of ten emerging stock markets and point out ‘‘generally, the debt financing in 

emerging markets seem to be influence in the same way in developed markets. Though, 

there are systematic differences in the way these ratios are affected by specific factors, 

i.e. such as GDP growth rates, inflation rates and development of capital market.  

 

 Recently, Yusuf et al., (2015) have examined the relationship between firm 

characteristics and capital structure of the Jordanian listed firm. They found that firms are 

influenced by firm specific factors and corporate governance, which provides them with 

better access to short-term debt, thus reducing agency problems and the risk of 

refinancing among firms. As far as, limited studies have explored the determinants of the 

capital structure of companies in the GCC, however, this study will shed light on the 

relationship between financial constraint, firm specific factors and corporate capital 

structure decision in the GCC listed firm. Another reason, these countries dependent 

mostly on selling oil to the rest of the world and oil industry contributes a lot to the 

economy of GCC. In this study, we attempt to identify the determinants of the capital 

structure required for taking informed capital structure decisions in non financial listed 

firms of GCC. This will support the increase of the worth of companies as well as the 

minimization of the costs of capital. This will make an attractive investment for foreign 

investors, guaranteeing the development of the sector in itself and the consequent growth 

of the economy as a whole. Furthermore, this study will build fresh empirical evidence 

about the determinants of capital structure in developing countries and contribute to the 

literature regarding unlisted companies. The researcher anticipates that findings will 

develop a useful policy and regulatory recommendations for GCC regulatory bodies as 

well as for practitioners.  

 

 The current research aims to conduct a comparative study of the relationship 

between capital structure and its financial determinants such as, growth, profitability, 

size, tangibility and non-debt tax shields. In order to find the relationship between 

leverage and other financial variables as well as to determine whether the financial crisis 

has had an effect on the capital structure. This study also compares the post crisis era 

(2010-2014) to see the impact of financial crisis on leverage. Similar methodologies have 

been used in the past to analyze these variables (Rajan & Zingales, 1995 and Booth et al., 
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2001). The main focus of this study is to provide answers to the following questions:  Do 

profitability, financial constraint, tangibility, size and liquidity affect the capital structure 

decisions of listed companies in GCC countries?   

 

 The rest of the paper organized as follows. Section 2 reviews the first-hand 

literature that highlights some of the key findings. Section 3 discusses the research design 

and data used in the empirical analysis. Results are presented in section 4 and section 5 

concludes the paper.    

 

II. Literature Review 
 The Modigliani and Miller (1958) explored the relative tax benefit of debt over 

equity; other researchers present distinct finance theories those describe the factors 

underlying capital structure and financing policy. These various finance and capital 

theories based on different phases of a firm and can clarify how firms determine their 

capital structure. The M & M (1958) argues that the primary function of financial 

management is to maximize the wealth of shareholders, which can be only achieved 

through a positive return on corporate investment. However, M & M theory based on 

certain propositions that are not relevant to the real world; the first proposition states that 

firm average costs of capital and values are self-regulating through its capital structure. 

The second proposition states that the rate of return required by shareholder's increases as 

more debt is incurred. Moreover, these arguments based on various assumptions such as, 

brokerage cost is not associated with the purchasing of security, potential investors can 

obtain funds at the same interest rate; the stakeholders have access to the identical facts, 

as a result there is no debt financing on the EBIT of firms. In reality, buyers pay the costs 

of brokerage, and firms pay taxes on earnings.  

 

 In addition, Myers and Mujluf (1984) investigated information regarding firm 

concerns and arguing that managers have better knowledge than outsiders that result in 

asymmetric information. The findings of M & M’s confirm that the values of unlevered 

and levered firms are equal, and the majority of firm managers make borrowing decisions 

in order to support the operational activities of the firm, in order to enhance the value of 

firm through reducing the cost of capital (WACC). This reduction is only possible 

through debt financing due to tax-exemption. This differential treatment approved by 

income tax authorities, is a cheaper source of financing for companies, and one way to 

reduce the WACC and enhance the stock price. However, M&M (1958) explains how 

this practice does not prevent shareholders and external investors from determining a firm 

that had a high debt ratio.  

 

 Furthermore, if managers finance a firm’s activities through debt financing, the 

agency costs will consequently raise, as the management is responsible for producing 

reports for creditors, something that requires time and effort (Jensen & Meckling, 1976). 

The agency cost incurred by a firm due to additional monitoring cost (Chen et al., 2012), 

and the reason firms prefer to obtain funding via debt finance is due to the tax shield 

offers (Leary & Roberts, 2014). Furthermore, the static trade-off theory explains why a 

majority of firms prefers debt finance as main source of funding, due to the benefit of a 

potential tax shield. However, a higher ratio of debt increases the probability of 

bankruptcy, the cost of which is one component of agency cost. Therefore, consistent 

with the view of Baxter (1967) firms should finance in such a way that achieves an 



424      Pakistan Journal of Social Sciences Vol. 36, No. 1 

optimal level of capital, factoring in the possible cost of bankruptcy, the cost of agency 

and balancing against the tax shield.  

 

 In relation to pecking-order and trade-off theories, the earnings volatility of firm 

(operational risk) escalations the possibility of default for the reason that future earnings 

of a firm are ruminated as a protection for debt by debt holders (Cassell et al., 2012). May 

there is a negative association between firm risk and corporate capital structure. As 

Subadar et al. (2010) found that there is a negative association between firm risk and 

capital structure levels. Along with McConnell and Pettit (1984) findings, the high risky 

firms having more possibilities of default due to less gearing ability. There are limited 

studies observed a significant association between firm risk and capital structure. 

However, this is a first study which will examine the relationship firm risk and capital 

structure in GCC stock markets.  

 

 Leary & Roberts (2014) suggested that corporate finance managers could give 

primacy to retaining earnings due to its potential benefits as compared to other sources of 

finance. Thereby, whenever a firm requires funds, the management can decide to 

generate finance through retained earnings from that year, and consequently, pay low 

dividends to stockholders; the retained earnings can be used as an internal source of 

finance. On the other hand, acquiring external funds through equity and debt from the 

general public is a costly and lengthy process, with a high flotation cost, but in retained 

earning no flotation cost is involved. If firm unable to generate finance through retained 

earnings than debt financing should be the second preference for generating the funds. 

Since debt finance is a low-cost source as compared to equity financing due to the 

potential tax shield benefit. The other source of funding for operational activity is equity 

financing, a low-cost option; a firm should finance activities through equity finance if 

they unable to use debt or retained earnings as source of funding (Watson & Head, 2010).  

 

 Although corporate finance managers having a good knowledge about the firm’s 

operations, financial and investment activities, as compared to stockholders (potential 

investors, etc.). The external stakeholders always put efforts into obtaining asymmetric 

information regarding the financial performance and growth of the firm through 

observing the actions of decision-makers; for example, whenever a firm produces funds 

for operations, their actions give certain signals that reveal the financial health of the 

company. Further, the firm only generates funds through debt financing when they are 

sure about their earnings stream; if there is any doubt, afterwards they will adopt another 

source of finance. If a firm is unsure about the WACC reduction, as well as profitability, 

afterwards the firm will never seek finance from debt financing. In this way, the 

generation of funds from a debt source sends a positive signal to the financial market 

regarding a firm’s financial performance and growth (Eugene & Michael, 2005). At such 

a time, the main focus of the firm in generating somewhat low-cost funds that will 

maximize their stock price and reduce WACC. Equity financing sends a negative signal 

about the financial health of a firm, as it is a relatively costly source of financing. Both 

external and internal potential investors always try to obtain information regarding firm’s 

financial health because asymmetric information forms a good organization (Eugene & 

Michael, 2005).  
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 The Rajan and Zingales (1995) define leverage as ‘‘ratio of total non-equity 

liabilities and net assets’’. This leverage measure provides information regarding what 

portion the shareholder will receive in case of liquidation. However, one of the major 

shortcomings of this leverage measure is that the short-term credit value is also included 

in the total liabilities; in reality, that amount is not used for any funding purposes.  

 

 A further issue of the measurement of leverage is that it can be calculated as either 

the percentage of market value or the book value of equity (Titman and Wessels, 1988). 

Book ratios can reflect the target debt ratios set by management more accurately, and 

researchers such as Fama and French (2002) employed same measure of capital structure. 

Research conducted by Mulford (1985) reveals a strong and significant association 

between market and book values of leverage. In addition, Al-Sakran (2001) outlines three 

further ways in which leverage can be measured, including: total debt / the equity value; 

short-term debts / the book value of equity; and, long-term debts / the book value of 

equity. As same, Booth et al. (2001) measure the determinants of the capital structure of 

ten emerging economies. In the current study, leverage is measured as the ratio of total 

liabilities divided by the sum of total equity and liabilities; in calculating total liabilities, 

the sum of current liabilities deducted.  

 

 The two different measures of leverage were used by Bevan and Danbolt (2004) in 

a UK based study about the determinants of the capital structure of UK firms. In this 

study, the long-term debt / book value debt method was adopted, and the market value of 

equity used as a leverage proxy. De Jong et al., (2008), have also used leverage as a 

proxy for total asset's book value minus book value equity. Furthermore, a study by 

Adesina et al., (2015) adopts these two different leverage measures; initially, the leverage 

is computed through dividing long-term debt by total assets, then leverage is calculated as 

the short-term debts / total debts plus equity. In this study, the book values of debt and 

equity are used. Psillaki and Daskalakis (2009) use the same measure of leverage, 

computing the ratio of total debts and total net assets. In this calculation, both long and 

short-term debt book value is used.  

 

 The size of a firm has a negative impact on its leverage. According to Rajan and 

Zingales (1995), large firms are more differentiated and have a lower chance of failure. 

Therefore, size is negatively correlated with leverage. Ahmed & Wang (2011) also 

observed this negative correlation. Titman and Wessels (1988) draw a similar conclusion; 

that larger companies are more diversified, and so the chances of such firms failing are 

lower. Conversely, Ang et al., (1982) stated that for smaller firms the cost of bankruptcy 

is relatively higher. 

   

 In measuring the size of firm, different researchers uses various approaches. For 

instance, Titman and Wessels (1988) employed two different approaches to measuring 

the size. The first is the natural log of sales, and the second is the firm’s quiet rates. They 

state that as large firms are able to provide higher levels of career growth, the quiet rates 

in these firms are lower.  Other studies by researchers, including Psillaki & Daskalakis 

(2009); Shah & Hijazi (2004) and Rajan & Zingales (1995) also use the natural log of 

sales to measure size. These studies predict a negative association between firm size and 

firm leverage. However, Barclays & Smith (1996), Al-Sakran (2001) & Hovakimian et 

al., (2004) establish a positive and significant association between size and leverage. This 
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positive relationship is sometimes found because small firms have depended on equity 

finance as compare to debt finance.  

   

 The studies related to the association between the profitability and leverage of a 

firm show conflicting viewpoints. According to M&M (1963), the relationship between 

leverage and profitability is positive, because when firms obtain funds through debt 

financing and get a benefit from tax deductions that increase their profit figures. 

Profitability has been measured in various ways by different researchers. For instance, 

Titman &Wessels (1998) measure the proxy of profitability using two types of the ratio, 

the ratio of operating profit to sales, and the ratio of operating income to total assets. This 

measure is also used by Psillaki & Daskalakis (2009), Fama& French (2002) and Rajan 

& Zingales (1995). 

    

 Additionally, in relation to tax shields, agency and bankruptcy costs, firms making 

more money tend to have a high book value of leverage. This is due to the expected 

decline in costs of bankruptcy that come with an increase in profitability, and the ability 

to deduct corporate interest expenses can lead to more profit and the use of debt 

financing. Moreover, according to agency models proposed by Jensen and Meckling 

(1976), extraordinary leverage can help to eliminate agency problems, as it forces 

managers to pay out of the firm’s excess cash. Furthermore, a robust assurance to pay a 

higher proportion of earnings before interest as a debt payment is evidence for a 

significant association between leverage of the firm and profitability. This argument is in 

line with the signaling hypothesis put forward by Ross (1977), where the use of 

extraordinary debt levels serves as a signal for an optimistic future. In contrast, some 

studies and theories suggest a negative relationship between the profits and leverage of a 

firm. For instance, when firms require finance, they will prefer to generate these funds 

internally rather than seek external sources of capital. A study by Rajan & Zingales 

(1995) also found a negative (significant) association between profitability and leverage. 

  

 According to Myers (1984) and Jensen & Meckling (1976), in the cases of highly 

leveraged firms, there is increased conflict between bondholders and shareholders. As 

trade off theory states, the tangible assets positively influence leverage. Grossman and 

Hart (1982), on the other hand, suggest that, in line with agency theory, the firms that 

have additional tangible assets do not necessarily enjoy an optimal capital level, as 

creditors carry out tight checks on them and facilities. As such, agency theory has some 

predictive power regarding capital structure, where tangibility is negatively associated 

with leverage.  

 

 Regarding the measurement of tangibility, Titman and Wessels (1988) firstly 

compute as ratio of intangible assets to total net assets. Another measure is calculated by 

combining inventory and fixed assets and dividing this by total net assets. Psillaki and 

Daskalakis (2009) adopt the same measurement of tangibility. The literature suggests a 

positive and significant association between tangibility and leverage (and Rajan & 

Zingales, 1995); however, Kim and Sorensen (1986) find a negative association between 

them.  

 

 The different researchers have used various measures of growth. For instance, 

Titman and Wessels (1988) employed three measures of growth. One of the methods 
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involves dividing capital expenditures by total assets. They also measured the growth as 

percentage change in total assets. The third measure of the growth they use involves 

dividing the total investment in R&D by total sales. Rajan and Zingales (1995) computed 

a proxy of growth by calculating the percentage change in total assets, while, De Jong et 

al., (2008) measure growth by dividing the market and book value of total assets. Titman 

&Wessels (1998) find the positive association between growth and leverage, but Kim 

&Sorensen (1986) and Rajan & Zingales (1995) observed a negative association.  

 

 According to DeAngelo and Masulis (1980), the non-debt tax shield should be 

utilized in order to benefit from the tax advantage of debt financing. In addition, they 

stated that only firms that are not already maximizing the non-debt tax shield should seek 

debt financing. Dang et al., (2012) also explains that the non-debt tax shield is equal to 

the total depreciation and investment tax credits charges/EBIT and annual depreciation, 

they observe a positive association between a non-debt tax shield and leverage. Titman 

and Wessels (1988) compute NTDS as dividing investment tax credit by total assets.  

 

 Therefore, based on the above discussion, several research questions are generated; 

the different methodology used in finding the answers to the research questions and the 

development of the hypotheses will be as follows.  

 

H1: The capital structure of a firm has a positive relationship with size.  

H2: There is a positive association between financial constraints and leverage of a firm.   

H3: There is a positive relationship between the tangibility and leverage of a firm.   

H4:  The Profitability will be negatively related to leverage of a firm.   

H5: There is a negative relationship between the firm growth and leverage of a firm.   

H6: The Non-Debt Tax Shield will be negatively related to leverage of a firm.   

H7: The Firm Risk will be positively related to leverage of a firm.    

 

III. Methods 
 In this study, we employed the firm pooled in order to examine the relationship 

between financial constraints, firm specific factors and capital structure. We collected the 

data of each variable from annual reports and computerized GULFBASE database. 

However, the missing data was collected from the respective country’s stock exchange 

database. For this research, data of 234 non-financial listed companies at GCC stock 

exchanges such as, Saudi Arabia (69), Oman (52), Qatar (39), Bahrain (38) and UAE (36) 

were collected from 2008-2015 with 2060 firm observations. This paper use panel data of 

non financial companies; it is especially increasing the effectiveness of financial 

evaluations. Accordingly, we employed fixed effect panel model to estimate the 

coefficients.  

 

LEVit = α +β1TYit+ β2SIZEit+ β3GWit+ β4PYit+ β5FCit+ β6LIQit+ β7NDTSit+ β8RISKit+εit 

 

 Where; LEVit= Leverage of a firm i at time t; FCit= Financial constraints of firm i in 

time t; SIZEit = Size of firm i in time t, PYit =Profitability of firm i in time t; TYit 

=Tangibility of firm i in time t; GWit = Growth of firm i in time t, NDTSit = Non-Debt 

Tax Shield of the firm i in time t, RISK it = future earning risk, LIQit = liquidity of firm 

and  εit  is error term.  
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 Where, Leverage (LEV) is measure a ratio of total liabilities to total assets, 

Tangibility (TY) is measured as the ratio of fixed assets to total assets; this is also how 

tangibility was measured by Rajan and Zingales (1995) and Psillaki and Daskalakis 

(2009), Size (SE) variable is measured as log of total sales, Profitability (PY) is The 

profitability variable is proxies as the ratio of operating profit to total assets. This method 

of calculation is adopted by Myers (1984), Titman and Wessels (1988), Rajan and 

Zingales (1995), Fama and French (2002) and among others, Liquidity (LIQ) measured 

as value of cash and marketable securities divided by total assets, Firm Risk (RISK) is the 

financial risk variable measures as the standard deviation of the annual earnings, scaled 

by the average value of the total assets over time, Non-debt tax shield (NDTS) is the 

non–debt tax shield variable measured as the ratio of depreciation to total assets, same as 

used by Titman and Wessels (1988) and Wald (1999). This is referred as NDTS and 

predicted a significant relationship with leverage, Financial Constrain (FY) is measured 

by following the methodology of Kaplan and Zingales (1997) called KZ index. The KZ-

Index (Kaplan-Zingales Index) is based on the following five-factor model as described 

in Lamont, Polk and Saa-Requejo (2001): 

 

KZ Index=−1.002(CashFlow/K)+0.283(Q)+3.139(Debt/Capital)−39.368(Div/K) − 

1.315(Cash/K) 

 

 Where; K = property, plant and equipment (PP&E); Q = (Market Capitalization + 

Total Shareholder's Equity - Book Value of Common Equity- Deferred Tax Assets) / 

Total Shareholder's Equity; Cash = Cash and Short-Term Investments, Growth (GW) is 

measured as a percentage increase in total assets (Frank and Goyle (2009); Titman and 

Wessel (1988); and among others). It is also predicted that a negative relationship will be 

found between the growth and the leverage of a firm.  

 

IV. Results and Discussion 
 This section focused on the results of the descriptive analysis, correlation and 

regression, moreover, a discussion of the results. The descriptive results indicate that 

there is a significant impact of financial constraints and firm specific factors on corporate 

capital structure. 

 

 The results provided in table 1 show that the mean value of leverage is 0.322 

maximum for Bahrain and minimum 0.281 for Qatar. The other independent variables 

mean values of the financial constraints range between about 1.702 to 0.352, for growth 

range between 8.509 to -1.459, for Liquidity between 1.896 and 0.927, NDTS between 

2.103 and 0.073, Tangibility between 0.968 and 0.305 while profitability between 0.091 

and 0.048 and size between 4.885 and 1.342. The Saudi firms are more volatile as regards 

of leverage and growth; standard deviation is 3.7 and for other variables such as, NTDS 

Oman firms, tangibility and profitability UAE firms and in terms of financial constraints, 

Saudi Arabia firms are more volatile. Further, correlation use to find relationship between 

leverage and others variables. 

 

 From table 2, it is clear that the leverage positively correlated with size, because the 

size of the firm increases, and firms require more debt from creditors. These results are in 

line with the expectation between size and leverage. There is a negative association 

between leverage and profitability, since a firm is making higher profits, the manager can 
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easily retain that profit for the firm’s future financing needs. Moreover, leverage has a 

positive association with tangibility for Saudi Arabia, Qatar and Bahrain, as firms use an 

internal fund rather than tangible assets to generate funds. While a negative association 

with tangibility for Oman and UAE was found. The growth and leverage are positively 

correlated with and this may be because some growing firms use externally generated 

funds more often than internal funds. Another important variable the non-debt tax shield 

also positively correlated with leverage, even though those firms that are less geared are 

able to access this benefit. Firms that are highly geared cannot receive the benefits of a 

non-debt tax shield due to higher levels of debt financing can push a firm towards 

bankruptcy. There is also a positive correlation between financial constraints and 

leverage of a firm. It means the financial constraints firms borrow more debt to increase 

the profitability.  

 

Table 1: Descriptive results of all variables 2008-2015 
 LEV SIZE PY TY NDTS GW FC RISK LIQ 

Saudi Arabia 

Mean 0.299 4.885 0.091 0.635 0.073 -1.459 0.352 0.015 1.645 

Median 0.169 2.350 0.045 0.128 0.045 0.906 0.056 0.010 0.670 

Std. Dev. 0.740 0.709 0.104 0.201 0.120 1.120 1.201 0.021 0.365 

Bahrain 

Mean 0.312 1.790 0.071 0.693 1.954 7.608 1.051 0.609 1.568 

Median 0.149 0.557 0.061 0.109 1.056 3.101 0.560 0.024 0.871 

Std. Dev. 0.692 0.862 0.349 0.670 0.941 1.103 0.482 0.060 0.589 

United Arab Emirate 

Mean 0.305 1.447 0.058 0.305 1.954 8.108 1.702 0.068 1.896 

Median 0.215 0.218 0.038 0.210 0.752 5.895 0.903 0.036 0.069 

Std. Dev. 0.590 0.039 0.440 0.890 0.193 0.732 0.288 0.148 2.895 

Oman 

Mean 0.294 1. 850 0.051 0.800 1.650 6.304 1.635 0.063 1.460 

Median 0.129 0.550 0.034 0.403 0.892 3.208 0.904 0.029 0.890 

Std. Dev. 1.046 0.818 0.075 0.678 1.103 0.1678 0.089 0.092 5.890 

Qatar 

Mean 0.281 1.324 0.049 0.968 2.103 6.608 1.409 0.072 1.561 

Median 0.180 0.796 0.028 0.490 1.102 3.001 0.805 0.041 0.350 

Std. Dev. 0.095 0.848 0.344 0.380 0.918 1.014 0.218 0.309 2.365 

 

Table 2: Correlation Result of leverage and firm specific Variables  
Country SIZE PY TY NDT S GW RISK FC LIQ 

Saudi 
Arabia 

0.317 -0.335* 0.215 0.147 0.161 -0.038 0.098** -0.015* 

Qatar 0.439 -0.102 0.057* 0.215* 0.101 -0.028* 0.057* -0.123 

Bahrain 0.301 -0.357* 0.014 0.189 0.178* -0.061* 0.069 -0.106** 

Oman 0.38** -0.11** -0.13* 0.121** 0.131** -0.098* 0.069* -0.109* 

UAE 0.287 -0.061 -0.164 0.165 0.149 -0.192 0.012* -0.089** 
Note.  Dependent variable Leverage, ** Significant at 1% and * significant at 5% level. 

 

 The results presented in table 03 and 04 indicate that the tangibility positively 

affects the leverage, which confirms that the hypothesis regarding tangibility and 

leverage is correct, and the result of tangibility is also significant. There is also a positive 
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relationship between size and leverage over the time period. Moreover, the NTDS and 

liquidity have a significant impact on leverage, and coefficient support's hypothesis and 

conclude that there is a negative association between NTDS and leverage, and liquidity 

and leverage. While the other's variables such as, profitability has a negative impact on 

corporate capital structure, which confirms the hypothesis regarding profitability and 

significantly supports the hypothesis that there is a negative association between firm 

profitability and corporate capital structure.  

 

Table 3: Pooled OLS Results of Leverage and Firm Specific Variables 2008-2015 
Variable Saudi Qatar Oman 

 OLS FE OLS FE OLS FE 

Constant 
-12.14 
(9.792) 

-13.534 
(12.12) 

-5.138 
(9.59) 

-4.547    
(7.202) 

2.056 
(21.671) 

2.013*   
(3.634) 

SIZE 
4.897** 
(1.664) 

3.844 * 
(1.797) 

0.269* 
(0.092) 

0.278** 
(0.089) 

0.239* 
(0.084) 

0.241* 
(0.076) 

PY 
-0.671** 
(0.227) 

-0.298 
(1.824) 

-0.310* 
(0.026) 

0.389* 
(0.039) 

0.498* 
(0.209) 

0.469* 
(0.183) 

TY 
0.609* 
(0.498) 

0.657** 
(0.175) 

0.416* 
(0.295) 

0.398* 
(0.269) 

0.567* 
(0.578) 

0.579* 
(0.094) 

NDTS 
-0.170* 
(0.079) 

-0.105* 
(0.048) 

-0.409* 
(0.192) 

-0.496* 
(0.358) 

-0.280* 
(0.208) 

-0.198* 
(-0.123) 

LIQ 
-0.477* 
(0.248) 

-0.436* 
(0.299) 

-0.297* 
(0.196) 

-0.590 
(1.986) 

-0.315 
(1.472) 

-0.987 
(1.390) 

GROWTH 
0.129 

(6.109) 
- 0.118 
(1.824) 

0.148* 
(0.092) 

0.151* 
(0.097) 

0.379* 
(0.169) 

0.385* 
(0.280) 

FC 
0.152* 
(0.082) 

0.159* 
(0.104) 

0.178* 
(0.052) 

0.170 
(4.164) 

-0.022 
(1.086) 

-0.120* 
(0.094) 

RISK 
-0.210* 
(0.082) 

-0.091 
(1.914) 

-0.287* 
(0.146) 

-0.279 
(0.639) 

-0.406* 
(0.388) 

-0.419* 
(0.169) 

R-Square 70.1% 67.8% 69.7% 69.9% 78.9% 75.9% 

F-value 20.45** 18.91** 13.74* 12.58* 11.89* 11.72* 

Dep. Variable Leverage;  ** Significant at 1% and * significant at 5% level. 

 

 These results also indicate that the financial constraints significantly associated with 

the corporate capital structure of GCC firms. Therefore, the coefficient supports 

hypothesis that there is a significant association between financial constraints on firm and 

capital structure.  In relation to growth and size of the firms, the positive sign shows that 

the firm borrows corporate capital so that to spend on fixed assets. The results related to 

each variable vary from country to country as well as across the industry within the 

respective stock market. Therefore, few variable coefficients in different markets do not 

support the hypothesis.  

 

 Moreover, the findings also indicated that there is a negative association between 

firm risk and corporate capital structure which is in support of trade-off and pecking 

order theories. Since the debt holder considers a future earnings of the firm as a 

protection tool for debt (Cassell et al., 2012), risky firms negatively impact on leverage. 

In relation to the non-debt tax shield, a negative relationship exists with corporate capital 

structure. 

 

 Further measures the effect of financial crises on these variables. We record the 

time effect through time dummy and the results for the pre-crisis period show a 

significant impact on corporate capital structure and other firm specific effect, such as 
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firm size, profitability, tangibility and liquidity, etc., Similarly, the industry effect was 

also recoded through industry dummy, which show that the association between variables 

if different across the industries. 

 

 Overall, pre and post crisis results show a clear trend, where companies are less 

reliant on debt in order to maintain risks. The industrial sector results indicate that 

business risks of the oil sector are higher due to increases in debt a firm’s overall risk. 

The GCC firms tried to maintain their risk once the financial crisis had begun. The firms 

with more tangible assets can access more corporate funds, which may help firms obtain 

funds by pledging its assets. In general, GCC firms adopt an equity financing instead of 

debt financing for long-term projects where these companies could access extra tax 

benefits. Further, the results indicate that the size and tangibility positively associated 

with leverage and firm profitability negatively associated with leverage and significant 

result supports the hypothesis that there is a negative relationship between profitability 

and leverage. However, growth is and non-debt tax shield also associated with leverage. 

 

Table 4: Pooled OLS Results of leverage and firm specific variables 2008-2015 
Variables Bahrain UAE 

 OLS FE OLS FE 

Constant 
9.134 * 
(0.831) 

8.318 
(11.979) 

-3.467 
(4.829) 

-4.298 
(3.962) 

SIZE 
2.369* 
(1.498) 

2.178* 
(1.679) 

4.378*** 
(0.217) 

4.390** 
(0.919) 

PY 
0.289* 
(0.039) 

0.256* 
(0.082) 

0.198* 
(0.090) 

0.169* 
(0.108) 

TY 
-0.472* 
(0.562) 

-0.446* 
(0.792) 

-0.290* 
(1.125) 

-0.297 
(0.229) 

NDTS 
-0.169* 
(4.990) 

-0.172* 
(4.806) 

-0.376* 
(0.984) 

-0.366* 
(0.792) 

LIQ 
-0.689** 
(0.279) 

-0.620 
(3.692) 

-0.358* 
(0.109) 

-0.109 
(2.182) 

GROWTH 
-0.258* 
(0.125) 

0.249 
(6. 325) 

0.196* 
(0.110) 

0.204* 
(0.198) 

FC 
0.209* 
(0.064) 

0.189* 
(0.019) 

-0.152* 
(0.059) 

-0.158* 
(0.106) 

RISK 
0.121 

(0.548) 
0.126* 
(0.068) 

-0.079* 
(0.026) 

-0.091* 
(0.001) 

R-Square 63.4% 66.9% 71.2% 74.1% 

F-value 1.571* 1.581* 2.221* 2.241* 

Dep. Variable LEV.  ** Significant at 1% and * significant at 5% level . 

 

 Our primary contribution to the literature is the consistent significant impact of 

financial crises on the relationship between leverage on size, profitability, tangibility, 

liquidity, growth and financial constraints.  The firms’ managers should produce higher 

debt levels, since the cost of debt is significantly lower than equity financing. The 

weighted average cost of the funds can be reduced through using the optimal corporate 

capital structure, so managers can increase firm profitability. However, managers need to 

know that higher debt levels increase the chances of a firm’s bankruptcy, and this 

exponentially increases long-term investment which may increase the likelihood of 
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bankruptcy. Investors have a weak appetite for bankruptcy risk; hence, if managers take 

on increasing debt from their investors, they may be unable to attract funds in the future.  

 

 The managers are required to calculate the overall impact of debt financing before 

attempting to generate loans for their firms. The cost of bankruptcy, as well as agency 

cost should be less than the anticipated tax shield, in order to ensure the firm gets some 

benefit from the debt financing. If this is not the case, the firm may not be able to obtain 

any benefit from the reduction of the weighted average cost of capital. The firm managers 

should realize that the issuance of equity and debt sends different signals in the financial 

market regarding the firm’s financial health. Thus, potential investor confidence is based 

on these types of signals. A firm’s management should consider the overall impact of 

different determinants of leverage, as well as their behavior in real life, so that the firm’s 

top management able to make appropriate financial decisions that will assist them in 

achieving the long and short-term objectives of the company. 
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