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ABSTRACT
This study analyzed the effect of capital structure on profitability of listed
manufacturing companies in Tanzania using panel data of six companies listed in the
Dar es Salaam Stock Exchange during a 5 year period. The period was from 2009 to
2013 in which 30 observations were obtained. Panel data for the selected companies
were analyzed using fixed effect regression statistical technique to test the relationship
between capital structure variables and return on asset (ROA) and random effect used to
test the relationship between capital structure variables and return on equity (ROE).
Other statistical methods of partial correlation and summary of descriptive statistics
were also used to analyze the study results. Variable computations were done with the
assistance of STATA computer software. The results of this study revealed the mixed
results, a negative relationship revealed between debt to equity ratios and return on
equity. Debt to asset ratios indicated a positive relationship with return on equity when
random effect regression used. Other results indicated a positive relationship between
ROA and all capital structure variables using fixed effect regression method. Both,
Correlation and regression models indicated a positive relationship between debt to
assets ratios and company profit in terms of ROE and ROA while only debt to equity
ratios showed a negative relationship with ROE as indicated by both methods
(regression and correlation models). This study recommend to managers of
manufacturing companies to increase the reliance of short term debt to asset ratios and
long term debt to asset ratios as a source of finance because they have much influence
in profit generation on both return on equity (ROE) and return on asset (ROA) as
indicated by regression results.
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CHAPTER ONE

INTRODUCTION
1.1 Background of the Problem
Capital structure has a crucial role to play on determining company’s financial
performance and fulfills the expectations of stakeholders who always demand the
increase of their company’s value. Goyal (2013) argued that, “capital structure decision
is critical for any firm for maximizing return to the various stakeholders and also
enhance firm’s ability to operate in a competitive environment”. Moreover, Awunyo
and Badu (2012) stated that “even though generally firms have a choice on how to
combine debt and equity, managers attempt to ascertain a particular combination that
will maximize profitability and firm’s market value”. Ross (2002) also showed the
importance of capital structure decision to finance managers by stating that, “finance
managers try to find the capital structure that maximizes the value of the firm”. His
argument shows that capital structure decision is one of the crucial decisions that help
to maximize company value.

The idea of relating company’s capital structure and its value started since the
establishment of irrelevancy theory of capital structure by Modigliani and Miller in
1958. This theory was cited by Toraman (2013) which stated that, “firm value is
independent of its capital structure”. In recent years, researchers come up with different
perspectives of their studies; some revealed the positive relationship between capital
structure and company profit while others revealed the negative relationship between
the variables. Safiuddin (2015) and Adesina (2015) in their study results, they found
that capital structure was strongly associated with firm’s performance. Narayanasary
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(2015) and Mwangi (2013) concluded a negative relationship between capital structure
and company profitability. Because of the controversial results revealed by previous
researchers, that situation provided an opportunity for a researcher to add the
knowledge by analyzing the effect of capital on profitability of listed manufacturing
companies in Tanzania. The results obtained were compared with the trade off theory of
capital structure. Researcher revealed mixed results; positive relationship between the
variables which was consistent with the trade off theory and negative relationship which
was not consistent with the trade off theory

Since most of researchers in Tanzania managed to the relationship between capital
structure and commercial bank performance, this study based on measuring the
relationship between capital structure and profitability of listed manufacturing
companies. Kipesha (2014) and Kaaya (2013) conducted the study on the relationship
between commercial bank performance and capital structure in Tanzania. There are
several researchers who analyzed the effect of capital structure on firm performance in
developed countries. However, empirical studies on the impact of capital structure on
firm performance in developing countries especially in Tanzania are very little. This
study filled the gap and adds the new knowledge by analyzing such kind of relationship
here in Tanzania.

This study used Dar es Salaam stock exchange as a data collection point. It is a stock
market where investors can buy and sell financial securities such as shares and bonds.
The stock market was established in 1996 and became operational in 1998. Up to now
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the stock market has managed to list 21 companies and among them, 14 are local while
7 are cross listed companies.

1.2 Statement of the Problem
Companies usually need resources for them to grow and develop their operating
activities however; there are constraints in financing company resources. For that case,
company resources should be applied with care so as to create enough shareholders
value and for users of company resources. This study was intend to assist finance
managers and company managements to have guidance on attaining optimal financing
decisions of using debt and equity in order to improve their company’s financial
performance. This argument was supported by Kibet (2011) cited by Mwangi (2014)
who argued that company managers lack adequate guidance for attaining optimal
financing decisions.

The study about capital structure is a crucial tool used in maximizing company financial
performance which is the best interest of shareholders who expects dividends and
capital gains from the company. Mansoon (2014) stated that “the decision of capital
structure choices is of paramount importance for firms and optimal capital structure is
such a mix of debt and equity that maximizes the firm’s value and reduces the weighted
average cost of capital”. Capital structure decision also helps managers to accomplish
their financial strategies like investment and daily operational activities. The argument
supported by Toraman (2013) who stated that the selection of capital structure
components and uses play an important role during the determination of financial

4

strategies of the company. Mireku (2014) also argued that capital structure is strongly
linked to the capability of organization to fulfill the expectations of their stakeholders.

Researcher got an opportunity to add the knowledge by analyzing such relationship in
Tanzania because for many years, the link between capital structure and company
profitability of the firm has been the subject of global debate and yet there is
insufficient evidence to support this argument.

1.3 General Research Objective
The main objective of this study was to analyze the effect of capital structure on
profitability of manufacturing companies listed in Dar es Salaam stock exchange.

1.4 Specific Research Objectives
(i) To analyze profitability of manufacturing companies listed in Dar es Salaam stock
exchange.
(ii) To analyze capital structure ratios of manufacturing companies listed in Dar es
Salaam stock exchange.
(iii) To determine the relationship between capital structure and profitability of
manufacturing companies listed in Dar es Salaam stock exchange

1.5 Research Hypothesis
The researcher tested the truthiness of the statement by either accept or reject the
hypothesis statement at 5% significance level. There was only one hypothesis statement
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which was divided into null and alternative hypothesis. The null hypothesis (H0) and
alternative hypothesis (H1) was as follows,
(i) Ho: There is no significant relationship between capital structure and company
profitability.
(ii) H1: There is a significant relationship between capital structure and company
profitability.

1.6 Significant of the Study
The results of this study will provide financial guidance to managers, business
consultants and investors with the necessary techniques of combining debt and equity
and being able to maximize company performance. This study will assist decision
makers especially finance managers and policy planners of both public and private
companies to formulate better policy decisions in respect of the mix of debt and equity
capital and therefore increase shareholders value and reduce bankruptcy costs. This
study will be used by investors and other people with the intention of investing to
analyze the companies and see what kind of capital structure mix generates more profit
for the company. This study will assist other academicians to write further studies
concerning financial issues and add the knowledge to the community. Academicians
who intend to write dissertations for Bachelor and Masters Degree programs provided
in Tanzania and in other parts of the world may use the study results as the reference to
support their studies.

This study will assist finance managers and other finance officers in public listed
companies to advice on their management about the best source of finance which
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contribute more profitability of the company. Investors and other company stakeholders
after reading this study will be in a position to know the profitability and capital
structure indicators of the companies in which they would like to invest and acquire
returns in terms of dividends or capital gains.

1.7 Organization of the Study
The second chapter of this study consisted of literature review which clarified definition
of key study concepts, theoretical literature of the study where theories related to the
study were elaborated. In that section, empirical literature was also reviewed.
Moreover, research gap and conceptual framework were part of that section. Chapter
three of this study clarified about the methods of data collection, research methodology,
data processing and analysis of the study.

Moreover, the study talked about chapter four which talked about study findings and
discussion. In that chapter, empirical results of the study were discovered and compared
with previous studies and theories of capital structure. Then chapter five of this study
talked about the conclusion and recommendation of the study. Finally, this study
consisted of final pages which were references and appendices of company data or
information used for data analysis purpose. Appendices also consisted of statistical
results already analyzed by regression, correlations, and descriptive statistics with the
help of STATA computer software program.
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CHAPTER TWO

LITERATURE REVIEW
2.1 Introduction
This chapter covered literature and views of other researchers who supported the
research topic. This chapter was divided into two sections, section one covered
definitions of key concepts and clarifications of theories related with the study topic
called theoretical literature review while section two clarified ideas of other researchers
presented in their research reports, journals and books related to this study called
empirical literature review.

2.2 Conceptual Definitions
This section defined the key concepts of the study and those concepts were capital
structure and profitability of a company which were the study variables

2.2.1 Capital Structure
Capital structure is how a firm would be able to fund its future investments projects via
debt, equity or mixed. Capital structure was also defined by Roshan (2009) as a mix of
debt and equity capital maintained by a firm. There is a sign of stability about the
meaning of capital structure if newest definition by Narayasanary (2015) is compared
with the older definition by Roshan (2009) because both of them considers a mix of
debt and equity capital which form a company capital structure.

2.2.2 Company Profitability
This is an outcome or result of company business operations. That company result is the
difference between the company revenue and expenditure. Burja (2011) defined
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company profit or performance as the direct result of managing various economic
resources and of their efficient use within operational, investment and financing
activities. In this study, company profit was a dependent variable measured by Return
on equity and return on asset.

2.3 Components of Financial Statements
In this study, researcher described two types of financial statements as a guide for data
collection purpose from listed manufacturing companies. Those financial statements
were balance sheet and income statement.

2.3.1Balance Sheet
Pandey (2010) defined balance sheet and income statement of a company as follows.
He defined balance sheet as a statement that indicates the financial condition or the state
of affairs of a business at a particular moment in time. To provide more clarification on
this, balance sheet consists of information about resources (assets) and company
obligations (liabilities) and owners funds (equity) at a particular point of time. Normally
balance sheet prepared at a particular date reveal the firm’s financial position at that
specific date.

Moreover, Pandey (2010) defined company assets as the valuable economic resources
owned by the firm which are divided into current and noncurrent assets. Current assets
are short term in nature while noncurrent assets are long term in nature. Liabilities
represent debts payable in the future by the company to its creditors. They are divided
into current and long term liabilities; where current liabilities are debts payable within
an accounting period while long term liabilities are the obligations in period longer than
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one accounting period. Another part of balance sheet is owners equity which is the
capital contributed by shareholders of the company. Owner’s equity according to
Pandey (2010) is divided into two parts, “paid up share capital and reserves (retained
earnings)”. Paid up capital is the amount of funds directly contributed by the
shareholders through purchase of shares while reserves or retained earnings are
undistributed profits.

2.3.2Profit and Loss Account
Pandey (2010) defined profit and loss account as a score board of the firm’s
performance during a period of time. Since the profit and loss account reflects the
results of operations for a period of time, it is a flow statement. Profit and loss account
represents the summary of revenues, expenses and net income or net loss of a company,
and net income is the difference between company revenues and expenses at a
particular financial year.

2.4 Capital Structure Ratios
Capital structure ratios as represented by leverage ratios indicate the proportion of debt
and equity in financing the firm’s assets, Pandey (2010). To judge the long term
financial position of a firm, financial leverage or capital structure ratios are calculated.
These ratios indicate a mix of funds provided by owners and lenders. As a general rule,
there should be an appropriate mix of debt and owners equity in financing the firm’s
assets. The use of debt magnifies the shareholders earnings as well as increases their
risk. Creditors treat the owner’s equity as a margin of safety that is if the equity base is
thin, then creditors risk will be high.
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2.4.1 Debt Ratios
According to Pandey (2010) debt ratio normally used to analyze the long term solvency
of a firm. The firm may be interested in knowing the proportion of the interest-bearing
debt in the capital structure. Debt to equity ratio is the relationship describing the
lenders contribution to the company. Chandy (2012) defined debt to equity ratio as the
financing of total assets of a business concern done by owner’s equity (also known as
internal equity) as well as outside debts (known as external equity). How much fund has
been provided by the owners and how much by outsiders in the acquisition of total
assets is a very significant factor affecting the long term solvency position of a firm. In
other words, the relationship between borrowed funds and owners capital is a popular
measure of the long term financial solvency of the company.

2.4.2 Factors Determining Capital Structure
Different previous studies have been indicating either negative or positive influence on
firms leverage ratio. Factors like firms profitability, tangibility of assets, company
growth and size are said to affect firm leverage. Profitable firms companies attracts debt
financing because of their ability to settle company obligations, companies with large
fraction of asset tangibility have the chance of attracting more financiers because
noncurrent assets acts as collateral for loan repayment purpose.

In terms of company size, bigger firms are more diversified and the chance for them to
become bankruptcy is less hence attracts more financiers. Narayanasary (2015)
measured the determinants of capital structure using leverage as dependent variable
against profitability, tangibility, growth, size and non debt tax shield as independent
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variables. Researcher used multiple regression analysis and revealed the positive impact
of firm’s profitability, firm’s growth, size and non-debt tax shield on firms leverage
while only tangibility of assets showed negative relationship.

2.5 Profitability Ratios
Chandy (2012) defined profitability ratio as a measure of the operating efficiency and
performance of the company. Users of financial statements like management,
shareholders, suppliers and customers are interested with performance ratios because
they help them to judge the company performance. Shareholders require profitability
information because help them to judge the survival of the company in which they have
invested. Creditors of the company want to get interest and repayment of principal
regularly. Moreover, for owners of the company a good profitability ratio assure them
to acquire a huge required rate of return.
2.5.1 Return on Asset
This is the ratio showing the contribution of company assets on profitability of the
company. The greater the ratio the greater the company performance contributed by
company assets of that company.

2.5.2 Return on Equity
This is the contribution of shareholders fund (equity) in generation of company profit. It
is a ratio of company profit to shareholders fund. The greater the ratio the greater the
performance of a company generated by equity
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2.6 Theoretical Literature Review
2.6.1 Capital Structure Theories
In this section, researcher reviewed different capital structure theories as follows

Traditional Model of Capital Structure
Under this, the value of the company is affected in the way it is financed. According to
this model, change in capital structure directly affects the firm’s market Value. Optimal
capital structure exists at the point where weighted average cost of capital is minimized.
Under this model the value of the company and its capital structure are related
Figure 2. 1 Traditional Model of Capital Structure
Cost of capital

3
2
1

0

µ

gearing

From the above figure, the vertical line on the left hand side represents cost of capital;
the horizontal line represents the firm’s gearing. Line 3 represents cost of equity (Ke),
line 2 represents overall cost of capital (Ko), line 1 represents after tax cost of debt.
Overall cost of capital is minimized in order to maximize firm’s value. µ is the value of
the firm where overall cost of capital (Ko) is minimized or it is the maximum value of
the firm which represents the point where there is an optimal mix of debt and equity.
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Under traditional model of capital structure, there are two main assumptions described,
the first assumption is that all earnings are distributed as dividends that mean no
retention by the company and the second assumption is that firm’s earnings are
expected to remain constant throughout.

According to Frentzel (2013) with his study on capital structure theory since Modigliani
and Miller, stated that “the traditional view of capital structure assume that there is a
specific optimal gearing level that eventually minimizes the cost of capital and
maximizes the value of the firm and shareholders wealth”

Modigliani and Miller theory of capital structure
These are the earlier theories of capital structure explaining the effect of capital
structure on the value of the firms. The first theory discovered by Modigliani and Miller
in 1958 and their second theory which corrected the first theory was in 1963. This
theory as cited by Sharma, K. (2014) explained MMI and MMII as follows

Modigliani and Miller (MMI)-1958
Founders in this theory concluded that the value of the firm is self determining of
capital structure and that the value of un geared firm is equal to value of geared firm.
Their research based on MMI model without and with taxes. Under MMI without taxes,
this theory is also called capital structure irrelevancy theory, which means that in capital
market without taxes, value of the firm is not related to its capital structure.
The argument is that the value of the firm depends on firms earning and risk of its
assets not its capital structure which means Value of geared firm is equal to the value of
un geared firm. Their argument is represented by the following equation where Vg is
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the value of geared firm, Vu is the value of un geared firm, EBIT is the earnings before
interest and tax, Ko=is the overall cost of capital and Ku cost of un geared firm;
Vg  Vu  EBIT / K 0  EBIT / KU .MMI with taxes states that the value of geared firm is

greater than that of un geared firm because of the tax advantage or debt tax shield
achieved from the interest expense deducted before taxable income of a company.
According to their model, they believed employing debt leads a company to pay lesser
corporate taxes. The following equation represent the MMI with taxes where VG is a
value of geared firm, VU is a value of un geared firm, PV (DTS) is a present value of
debt tax shield,Tc is corporate tax, Ki is after tax cost of debt, DG is a debt market
value. VG  VU  PV (DTS) Where; PV ( DTS)  TC KiDG / Ki  TC DG then total value of
geared firm is VG  VU  TC DG

Modigliani and Miller (MMII)-1963
MMII with taxes stated that as company’s debt ratio increases, it increases the firm’s
financial risk and pushes the cost of equity capital up, but because of the corporate taxes
subsidies, of the cost of debt (Ki) then the overall cost of capital falls. This model
expand the first idea by including the risk of a firm to become bankruptcy after raising
huge amount of fund using debt, they insisted that using more debts increases the threat
of bankruptcy for a company. Cost of equity of a company goes up because of the
higher risk of using debt that the company has and shareholders perception about the
future of the company on which they have invested. The following graph show the
behavior of MMII model with tax, where CC is a cost of capital, ki is a cost of debt, ke
is a cost of equity and Ko is an overall cost of capital
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Figure 2.2 Behavior of MMI model with taxes
CC
Ke

Ko =Wacc
MMII without taxes states that capital structure of a firm has no effect on overall cost of
capital (Ko) and the assumption is that firm’s cost of equity (Ke) increases with the
increase in Debt to equity ratio. The behavior of this model is presented by the
following equation where DG is a market value of debt, EG is a market value of equity,
Ke is a cost of equity, and Ki is a cost of debt and Ku is a cost of capital for un geared
firm. Ke=Ku+(Ku-Ki) DG/DE; as Ke goes up also DG/EG goes up

Trade off Theory of Capital Structure
According to Modigliani and Miller (1963), cited by Sharma (2014), they argued that,
“trade off theory created a benefit for debt in that it served to shield earning from
taxes”. This theory states that, there is an advantage for corporations to be financed with
debt because of the balance between the tax benefits gained by corporations and costs
of bankruptcy due to the risk of taking more debts. The tax benefit occurs because of
the interest deducted from before interest and tax earnings (EBIT), which brings about
tax advantage because taxable income become less and hence less corporate tax
payment for the company.
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The capital structure decision is critical for the existence of any business organization
as to the maximization of returns to shareholders in the current business environment
although Modigliani and Miller theory has a weakness if compared with the current
business environment. Ross (2003) described the Modigliani and Miller theory by
stating that VG  VU  TC DG . According to this theory, one can increase firm’s value
by increasing leverage, implying that firms should issue maximum debt. That means the
increase in firms debt ratio influence the increase in firm performance.

Pecking Order Theory
Pecking order theory as cited by Nicola and Myers (1984), states that “companies
priories their sources of financing, first preferring internal financing, then debt, lastly
equity as a last resort. They also came up with a conclusion by giving out the reason of
treating equity financing as a last resort. They said that, ‘when managers issue new
equity, investors believe that managers think that the firm is overvalued and managers
think that the firm is overvalued and managers are taking advantage of this
overvaluation. As a result, investors place a lower value to the new equity issuance.”

Internal financing is mostly suggested by this theory because it is less costly as
compared with external financing of debt and equity, debt finance increases cost to the
firm in terms of interest expense while equity finance give out firms authority. Siro
(2013) argued that firms would prefer internal source of finance as compared to
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expensive or costly external finance and therefore profitable firms that generate
earnings are expected to use less debt than those that do not generate earnings.
Agency Cost Theory
Agency theory states that leverage companies are better for their shareholders because
debt level can be used as a monitoring tool for managers hence maximize company
performance by lowering agency costs. Kajola (2010) as cited by Odita and Osuji
(2012) with their study on the impact of capital structure on financial performance in
Nigerian, supported the argument by stating that, higher leverage is expected to lower
agency costs, reduce inefficiency and lead to improvement in a firm’s performance.
2.7 Empirical Literature Review
Several empirical studies around the world have been conducted to measure the
relationship between capital structure and company profitability. In most cases,
researchers came up with mixed results; some revealed a positive relationship between
the variables, others revealed the negative relationship while other researchers revealed
the contradictory results between study variables. Such kind of results shows that the
topic is still debatable hence it’s high time to measure such relationship in Tanzania
using manufacturing companies listed in Dar es Salaam stock exchange.

Decision on capital structure is among the challenging issues facing companies because
its decision determines the performance and survival of the company. Kipesha (2014)
argued that, business firms especially small ones are said to die or poorly perform due
to different challenges facing managers on the financing decisions. Due to importance
of capital structure decisions on firm performance, studies have conducted to measure
its applicability and revealed mixed results. Researcher targeted the previous
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researchers, those who revealed the positive relationship, those who revealed negative
relationship and those who revealed no relation.

The first group of researchers tested the relationship between capital structure and
company profit proved the negative results between the variables as follows; Mireku
(2014) in Ghana listed companies revealed that firms financial performance have
negative relationship with financial leverage and depend more on internal source of
finance thus supporting the pecking order theory. Chisti (2013) in listed companies in
India discovered that Debt to equity ratio of Indian listed companies was negatively
correlated to profitability ratios. This empirical evidence shows only the negative
relationship between the variables without showing the other source of finance which is
mostly preferred by Indian Listed companies which might prove the applicability of the
capital structure theories.

Kayode (2014) in Nigeria conducted a study on the effect of capital structure on firm
performance in Nigeria using the panel data of 10 companies from 2003 to 2012.
Researcher used descriptive and regression technique was employed to test the
relationship between performance variables of return on asset and return on equity
against capital structure variables of total debt to total assets, total debt to equity. In his
study results he revealed that capital structure was negatively related to firm
performance. Lavorskyi (2013) in Ukraine conducted a study on the impact of firm
performance in Ukraine. Researcher used regression to measure the relationship
between the capital structure variable of Leverage ratio against performance variables
of Return on assets, total factor productivity (TFP) and EBIT margin. After analyzing
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the relationship, researcher found that firm leverage was negatively affecting firm
performance.

Another study was done by Tailab (2014) in America used a sample of 30 energy
American firms for a period of nine years from 2005 to 2013 to test the effect of capital
structure on profitability of energy American firms and found the negative relationship
between debt ratios and performance variables of return on equity (ROE) and return on
asset (ROA) while company size in terms of sales indicated a negative effect only on
return on equity (ROE) of the energy American firms. Researcher used multiple
regression method to analyze his study data where 10% of ROE and 34% were
predicted by independent variables of short term debt, long term debt, total debt to
equity ratios and firm size measured by company sales.

Another study Leon (2013) was about the impact of capital structure on financial
performance of the listed manufacturing firms in Sri Lanka. He used a panel data of 30
listed manufacturing companies from 2008 up to 2012 to measure the relationship
between the variables. The data were analyzed and hypotheses were tested using
correlation and regression analysis using SPSS. The findings of his study revealed that,
there is a significant negative relationship between leverage and return on equity at the
same time the relationship between leverage and return on asset showed no relationship.

Nasreem (2013) also tested the relationship between firm’s capital structure and
financial performance in Pakistan using a sample of 83 companies listed in Karachi
stock exchange. Researcher used debt to equity ratio as a measure of capital structure
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while other ratios like earning per share, price earnings ratio; operating profit margin,
return on asset and return on equity were used as proxies for firm performance. After
analyzing data using regression model, researcher found that financial performance of a
company was significantly affected by their capital structure and their relationship was
negative in nature also capital structure showed a negative relation with company
market value

Study by Marietta (2012) in Kenya listed companies used multiple regression analytical
models to measure the relationship between independent variables of institutional debt
and institutional equity as capital structure variables against the dependent variables of
ROA and ROE as firm performance variables and revealed that there is a negative
relationship between total debt and firm performance. In terms of relationship between
equity and firm performance, his study revealed that there is a significant positive
correlation between return on equity (ROE) and total equity using Pearson correlation.

Moreover, empirical evidence was shown by Ratheepkanth (2011) in Sri-Lanka listed
companies’ revealed negative relationship between capital structure and company
profitability. The study by Kaaya (2013) about the relationship between capital
structure and commercial bank performance in Tanzania concluded that the relationship
between these two variables (capital structure and bank performance) was negative and
their results were significant at 5% significant level.

Another study conducted by Shubita (2012), measured the relationship between capital
structure and profitability of Jordan companies. The researchers used correlations and
multiple regression analysis to measure the relationship between variables to reach the
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intended results. The researcher used ROE as performance variable against capital
structure variables of Short term debt to Asset, Long term debt to asset, and total debt
to asset as independent variables. The study results showed a negative relation between
debt finance and profitability. Their findings implied that an increase in debt position is
associated with a decrease in profitability of companies, thus the higher the debt the
lower the profitability of the firm. The researcher used only one performance measure
of ROE to come up with the conclusion, this study used two company performance
measures of ROE and ROA to analyze their relation with capital structure indicators.

Toraman (2013) examined manufacturing companies in Turkey and discovered the
negative relationship between short term debt to total assets, long term debt to total
assets and Return on assets (ROA). He also discovered no significant relationship
between total debt to equity ratio and ROA. Researcher used regression model to
measure the relationship between capital structure and company profitability using a
sample of 28 manufacturing industries.

Another study by Ntogwa (2014) with his study on the influence of capital structure on
working capital and growth opportunity of a firm in Tanzania, found that the growth
opportunity of listed companies in Tanzania does not depend on the capital structure but
depends on the investment opportunity available in that company. Feng (2013) in
Sweden listed companies used regressions and correlations models to measure such
relationship and revealed the negative relationship between capital structure and
corporate performance.
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Badu (2012) targeted 7 listed banks in Ghana from 2000 to 2010 and tested the
relationship between capital structure and banks performance. The regression result of
his study indicated that capital structure is inversely related to performance of the listed
banks in terms of return on equity. His study used one profitability measure of return on
equity to come up with the study results, this study included return on assets as another
indicator of company profitability.

Lovorskyi (2013) examined the impact of capital structure on firm performance in
Ukraine using regression model and found that, firms leverage ratio had negative
impact with performance indicator of return on asset (ROA) at -0.098 confidence level,
leverage against earnings before interest and tax (EBIT) at -0.119 and leverage ratio
against total productivity factor at -0.458. Other study by Zeitun (2007) in Jordan used a
sample of 167 Jordan companies from 1989 to 2003.His study results indicated a
negative relationship between firm performance indicator of return on asset with capital
structure indicators of total debt to total assets, long term debt to total assets, short term
debt to total assets and total debt to total equity.

Odita (2012) used regression and Pearson correlation to analyze the impact of capital
structure on firm performance in Nigeria. He used performance measures of return on
assets and return on equity while capital structure measures were debt ratios and
controlling variables of asset turnover, firm size, age, asset tangibility and firm growth
opportunity. His study results indicated a negative and significant relationship between
performance measures of return on assets and return on equity against debt ratio.
Alawwad (2013) in Saudi Arabia, used regression technique to measure the relationship
between the variables of capital structure against variables of firm performance and
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found that all levels of debt ratios had inverse relationship with firm performance
indicators of return on asset(ROA), return on equity(ROE) and profit margin.

The second group of researchers measured the relationship between capital structure
and company profitability and revealed the positive relationship between the
measurable variables of their studies. Hughes (2013) listed firms in Ghana, discovered a
significant positive relationship between short term debt and profitability, negative
relationship between profitability and long term debt. The overall results of the study
revealed that Ghana firms listed in Ghana stock exchange depended on short term debt
than long term debt. Uremagu (2012) Olalebe (2013) and Adesina (2015) in Nigerian
companies, their studies revealed that profitability of Nigerian firms depends on capital
structure components.

Another study was done by Abiodum (2012) on the effect of optimal capital structure
on manufacturing firms performance in Nigeria, used a sample of 10 firms from 2000 to
2009. Researcher used debt ratio as capital structure variable against company
performance, and found that there is a relationship between the distribution of debt ratio
and corporate performance and their main conclusion was that the manufacturing
industries was consistent with trade off theory. That means debt ratio has positive
relation with corporate performance.

Moreover Soyebo (2014) used performance variables of return on assets (ROA) and
return on equity (ROE) and capital structure ratios of debt to equity and debt to asset
ratios to analyze the relationship between the variables. Correlation coefficient and
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regression technique used to test a panel data of 10 companies from 2000 to 2011. His
study results indicated that the relationship between capital structure and return on asset
is not significant across all firms and insignificant relationship was shown between
return on equity and debt to asset ratio however the results showed the significant
relationship between return on equity and debt to equity ratio for all firms. This justified
that a highly geared firm tend to have high profitability.

Zuraidah (2012) in Malaysia, measured the relationship between the capital structure
indicators of short term debt, long term debts and total debts against performance
indicators of return on assets and return on equity. Researcher used panel data of 58
firms from 2005 to 2010.The results of the study indicated that only Short term debt and
total debt had a significant relationship with return on assets(ROA), other capital
structure variables had a significant relationship with return on equity(ROE).

Another study showing positive relationship was conducted by Priya (2013) who
targeted listed trading companies in Sri-lanka, and analyzed variables using correlation
method and come up with the conclusion that debt to asset ratio and debt to equity ratio
of listed companies correlated with gross profit margin, net profit, ROCE and ROE at
significant level of 0.05 and 0.1 their final conclusion was that, there was a positive
relationship between capital structure and financial performance of listed companies in
Sri-lanka. Mwangi (2014) targeted non financial companies listed in Kenya and
concluded that, financial leverage had a negative effect on performance as measured by
return on equity of non financial companies listed in the Nairobi stock exchange.
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Jaffna (2013) analyzed the impact of capital structure on financial performance of the
listed trading companies in Sri Lanka. He used companies data listed in Sri-lanka stock
exchange during 2006 to 2010 and came up with the following results. He used
correlation analysis and revealed that debt asset ratio and debt equity ratio and
correlated with gross profit margin, net profit margin, ROCE, ROA and ROE at
significant level of 0.05 and 0.1 Finally their results concluded a positive relationship
between capital structure and financial performance. Another analysis was conducted
by Pouraghan (2012) who measured Iran companies using Pearson correlations and
estimation of multiple regressions models to test independent variables of Debt ratios
and controlling variables of firm size, firm age, asset tangibility and growth
opportunities against dependent variables of return on assets and return on equity. He
then discovered strong negative relationship between debt ratios and performance
measures. Moreover, researcher discovered a positive relationship between controlling
variables and performance variables of the companies.

Other empirical studies have shown mixed results where some study variables shows
negative relationship while others revealed the positive relationship. Goyal (2013) with
his study on listed public sector banks in India, tested the study variables using
regression analysis. The results of his study validated a strong positive dependence of
short term debt to capital with all profitability measures of ROA, ROE and EPS while
long term debt to capital and total debt to capital had a negative relationship with return
on assets (ROA), return on equity (ROE) and Earning per share (EPS).

Mihael (2012) in listed firms in Romania, his results indicates that there was a
contradictory as the delivered both in favor of the positive correlation and in favor of
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negative correlation between the capital structure and firm’s performance. Due to this
conclusion, it was not clear whether capital structure influenced performance or not, for
that case the further study on this relationship has to be conducted.

Abbasali (2012) in Tehran used Pearson correlation and multiple regression models to
test the relationship between independent variables of debt ratios against dependent
variables of return on asset (ROA) and return on equity (ROE). Researcher also used
controlling variables of asset turnover, firm size, and asset tangibility and growth
opportunity as other independent variables of the study. The results of the study
indicated a negative relationship between debt ratio and financial performance. Also,
results indicated a significant positive relationship between asset turnover, firm size,
and asset tangibility and growth opportunity with financial performance measure.

Study by Kipesha (2014) with his study on commercial banks in Tanzania, used fixed
effect regression model with the help Housman test to measure the relationship between
capital structure and banks performance. His results indicated the a presence of
significant negative relationship between total debt to equity and long term debt to
equity with bank cost efficiency and return on equity, something which implies the
presence of negative tradeoff between firm leverage and firm performance. The same
study indicated a causality relationship between firm leverage and return on asset.

The other empirical studies base on capital structure have either supports or not
supporting the earlier capital structure theories of Irrelevancy theory by Modigliani and
Miller, Pecking order theories and trade off theories. Bundala (2012), on his study on
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investigating whether Tanzania Listed companies practice Pecking Order Theory,
Agency cost theory or Trade off theory. His results of the study revealed that there is a
little support for Pecking Order Theory that predicts significant positive slopes for
growth rate, liquidity, dividend payout and asset tangibility variables and negative
significant slope for profitability variable. These results show that there is a need to
prove this relationship in Tanzanian environment. The study by Naidu (2011) in South
African companies his findings suggested that, an increase in the usage of debt by a
bank has some effect of increasing the profitability of that bank but it was not the sole
determinant of an increase in profitability. The findings were significant as it supported
the MMII where a firm can increase its value by increasing its use of cheaper debt
finance. The results of his study supports the Modigliani and Miller theory II that debt
finance is the best approach that influence the increase of the firm’s value. The
proposed study will reveal the truth of this argument after the final analysis on the
relation between the capital structure and profit of Tanzania Listed companies.

Miglo (2010) with his study was about the implications of pecking order theory, trade
off theory, signaling and market timing theory by listed firms. His empirical evidence
confirmed that under trade off theory, the leverage of firms was inversely related to the
expected bankruptcy costs. The implication on pecking order theory showed that there
was a negative correlation between debt and profitability of the firms. Since the
implication of two theories of trade off and pecking order theory are mostly related with
the proposed study, then the researcher used the correlation results to approve or
disapprove theories with the real behavior within the public listed companies in
Tanzania. Pontoh (2013) in Indonesia listed companies used regression model to

28

measure the relationship and revealed that companies in Indonesia depend their funding
from internal source, so their companies had application of pecking order theory.

2.8 Research Gap
Many researchers who tested the relationship between capital structure and firm
profitability came up with controversial results; some discovered the negative
relationship between the variables, some discovered positive relationship while others
revealed no relationship between capital structure and profitability. That situation gave
the chance for a researcher to add the knowledge by testing the relationship between
capital structure and firm’s profitability using listed manufacturing companies in
Tanzania. Because this topic is still debatable, therefore it was high time to be analyzed,
and compare its results with the capital structure theories and see whether there is any
relation between them. Also many similar studies about capital structure in Tanzania
relied on analyzing the relationship between capital structure and commercial bank
performance. Study by Kipesha (2014) and Kaaya (2013). This study targeted
manufacturing companies listed in Dar es Salaam stock exchange.
Figure 2.3 Conceptual Framework (Capital structure vs Company profit)

Total debt to
equity ratios
Td/eq,
ld/eq,Sd/eq

Return on
Assets
And

Total debt to
asset ratios
td/ast, ld/ast,
sd/ast

Return on
equity
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From conceptual framework figure above, debt ratios on the left hand side represented
the independent variables (capital structure) while profitability ratios on right hand side
represented the dependent variables (company profit). This figure above represented
the two regressions equations; the first equation represent the relationship between
return on asset and debt ratios or capital structure variables while the second equation
represent the relationship between return on equity and debt ratios or capital structure
variable. Researcher tested the relationship between the variables got the results and
compare them with trade off theory of capital structure.

Researcher used trade off theory to back up the study results because the theory also
states the relationship between company debt and its performance. Because this study
revealed the mixed results, therefore some variables relationship were consistent with
the trade off theory while other variables relationship were not consistent with the trade
off theory of capital structure.
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CHAPTER THREE

RESEARCH METHODOLOGY AND DESIGN
3.1 Introduction
This was an essential part of the research activity which showed research procedures
plans and techniques used during the whole process of data collection and processing.
This chapter covered different aspects like data collection methods, research design,
research approach, survey population, and sample size and data analysis techniques.

3.2 Research Paradigm
This study used quantitative approach because this study used quantitative data to
analyze the relationship between dependent variable (company profitability) and
independent variable (company capital structure).

3.2.1 Type of Research
This was an analytical study where a researcher used already available information
which was secondary data of six listed manufacturing companies, analyzed them and
came up with study results. Data were collected from six manufacturing companies
listed in Dar es Salaam stock exchange from their annual financial statements.

3.2.2 Research Approach
This study used deductive approach where capital structure theory that describes the
relationship between capital structure and company profitability was used to develop a
proposition. And finally the results of this study confirmed the applicability of the trade
off theory by listed manufacturing companies in Tanzania for some variables but others
did not confirm its applicability. Trade off theory of capital structure supports the use of
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debt by a company and suggests that, debt finance increases company profitability due
to tax advantage of acquired by companies because of interests deducted before tax.

3.2.3 Research Design
In order to carry out the research assignment, Researcher used descriptive research
design which aimed at testing associations of relationships. The researcher used
secondary data from DSE published financial statements for companies under the study.

3.2.4 Research Strategies
Researcher used a secondary data from published financial statements, during the
period of data collection process. Data were collected and analyzed using correlations,
regression analysis and descriptive statistics techniques and then interpreted. Data were
entered in STATA software for processing and computations.

3.3 Survey Population
The survey population of this study was 21 companies listed in Dar es Salaam stock
exchange. A researcher selected companies listed in Dar es Salaam stock exchange as a
survey population due to the challenge of getting data from unlisted companies. The
study sample was represented by listed manufacturing companies with 30 observations
as a panel data, which means six companies for the period of five years, were targeted
by a researcher. Sample selected was an appropriate representative of a study
population and information from targeted companies was collected from Dar es Salaam
stock exchange web site using annual financial statements of manufacturing companies.
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3.3.1 Sampling Design and Procedures
Sampling technique of this study was non probability sampling, because the study data
used was secondary data which was purposive and quantitative. Non probability
Sampling was used because a researcher selected a particular unit of the universe for
forming a sample. Six manufacturing companies listed in Dar es Salaam stock exchange
from 2009 to 2013 were selected as a sample of the study which created 30
observations making the study sample valid.

3.4 Variables and Measurable Procedures
The dependent variable of this study was company profitability while independent
variable was capital structure of companies. The dependent variable was measured
using company profitability indicators of return on equity (ROE) and return on asset
(ROA) while independent variables were measured using capital structure indicators of
total debt to equity ratio, long term debt to equity ratio, short term debt to equity ratio,
total debt to asset ratio, long term debt to asset ratio and short term debt to asset ratio

3.5 Methods of Data Collection
Data were collected from the secondary source by reviewing annual financial
statements of listed manufacturing companies listed in Dar es Salaam stock exchange.
Annual statements collected by a researcher were audited balance sheets and income
statements from DSE web sites. A panel data of six manufacturing companies from
2009 up to 2013 were used as a targeted sample which created 30 observations.
Observations of a study justified the use of Sample selected by a researcher

All financial ratios were computed on the basis of book value. Chisti (2013) included
ten automobile companies as his study sample for five year period from 2007 to 2011.
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The data set of his study was completely base on secondary data which was collected
from various websites and annual financial reports of the sample firms after searching
from the DSE web sites. Researcher collected the financial information from six
manufacturing companies for the period from five years (2009-2013) from Tanga
Cement limited, TCC, TBL, TATEPA, TOL and Twiga cement limit

3.5.1Sample Size
Sample of this study was (6) six manufacturing companies listed in Dar es Salaam stock
exchange from 2009 to 2013. The selected manufacturing companies were observed
over five year period from 2009-2013 periods, allowing a researcher to form a panel
data of 30 observations to make a sample of this study valid. Awunyo (2012) in Ghana
listed banks, used a panel data of seven listed banks as their sample in their study over
the period of 10yers from 2000 to 2010 and had 70 observations. Also study by
Nimalathan (2007) selected 13 listed manufacturing companies as his panel data from
Colombo stock exchange from 2003 to 2007 and made about 65 observations.
Researcher used this technique in order to avoid the problem of using small sample by
pooling observations on a cross section of units over several time periods. Researcher
collected data from the following companies presented in the table below where
company information were collected from annual financial statements of the below
companies. Financial statements used for ratio computations were annual balance sheets
and company’s income statements of manufacturing companies listed in Dar es Salaam
Stock Exchange published from 2009 up to 2013.
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Table 3.1: Companies Covered in the study
Companies
Abbreviated
name
Tanga Cement
TC
Tanzania Breweries Limited
TBL
Tanzania Cigarette Corporation
TCC
Tanzania Oxygen Limited
TOL
Tanzania Tea Packers
TATEPA
Twiga Cement
TWC
Source: DSE 2015

No of years financial data
obtained
5 years (2009-2013)
5 years (2009-2013)
5 years (2009-2013)
5 years (2009-2013)
5 years (2009-2013)
5 years (2009-2013)

3.6 Data Processing and Analysis
Data were collected and entered into STATA software program in order to meet the
computations of independent variables of capital structure and dependent variables of
company profitability. Data were analyzed using multiple regression statistical tools,
partial correlations, summary of descriptive statistics and bar graphs used to indicate
capital structure and company profitability trend. This study used a panel data of six
listed manufacturing companies using a period from 2009 to 2013 to measure the
relationship between capital structure and company profitability. The capital structure
ratios of TD/EQ, LD/EQ, SD/EQ, TD/AST, LD/AST and SD/AST were independent
variables of the study while profitability ratios of ROA and ROE were dependent
variables of the study. Researcher adopted the same variables used by Kipesha (2014)
who used partial correlations and fixed effect regression model to estimate the impact
of capital structure on commercial bank performance in Tanzania. He measured the
relationship between capital structure and bank performance using independent
variables of TD/EQ, LT/DEQ, STDEQ, TD/AST, LTD/AST, STD/AST and dependent
variables of ROE, ROA and EFF. Higgins J (2005) defined multiple regression as a
statistical tool that allows a researcher how multiple independent variables are related to
a dependent variable. He also defined correlation coefficient as a single summary
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number that tells a researcher whether a relationship exists between two variables and
whether the relationship is positive or negative. The following base model was used, a
multiple regression equation used by a researcher for predictions purpose.
Y     it   it

Or Y= a + b x

Where, Y is the dependent variable, ʎ is the intercept term, β is a vector of parameters
explained on the explanatory variable, Xit is the vector of observations on the
explanatory variables, t denotes time period t=1, and i denote cross section i=1The
following two regression equations used by the researcher to test the relationship
between the variables
Equation 1

ROAit     1 (TD / EQ ) it   2 ( LD / EQ ) it   3 ( SD / EQ ) it   4 (TD / AST ) it
  5  ( LD / AST ) it   6  ( SD / AST ) it   it
Equation 2

ROE    1  (TD / EQ ) it   2  ( LD / EQ ) it   3  ( SD / EQ )   4  (TD / AST ) it
  5  ( LD / AST ) it   6  ( SD / AST ) it   it

Computations of the study variables were done with the help of STATA software
computer program which handles panel data analysis. Capital structure ratios and
company profitability ratios were computed using data collected from targeted
companies. Researcher used the Haussmann test to get an appropriate method of
measuring a panel data between random effect and fixed effect regression model. After
testing Haussmann, researcher selected fixed effect regression to measure the
relationship between capital structure and return on asset and used the random effect
method to measure the relationship between capital structure and return on equity.
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Researcher used a summary of descriptive statistics to find out the relationship between
capital structure ratios and profitability ratios. Moreover, Pearson correlation was used
to measure the relationship between independent and dependent variables of the study.
Financial statements of Six listed manufacturing companies for the period from 2009 to
2013, and the average values of each item was considered for the purpose of ratio
computation before analysis process.

3.6.1Capital Structure and Profitability ratios computations
After computation of the below ratios, the results were entered into ms excel and then
transferred into STATA software for further processing and computations. The data
acquired were then analyzed using descriptive statistics, correlations and regressions
model in order to get the intended results. The following table indicates a method used
by a researcher to compute capital structure and profitability ratios of listed
manufacturing companies for five years from 2009 up to 2013.

Table3.2: Capital Structure and profitability ratios
Capital structure ratios

Company profitability ratios
Source: Researcher 2015

Td/Eq
Ld/Eq
Sd/Eq
Td/Ast
Ld/Ast
Sd/Ast
ROA
ROE

Total debt/Equity×100
Long debt/Equity×100
Short debt/Equity×100
Total debt/Assets×100
Long debt/Assets×100
Short debt/Assets×100
Net income/Assets×100
Net income/Equity×100
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CHAPTER FOUR
RESEARCH FINDINGS AND DISCUSSIONS

4.1 Introduction
This chapter discussed about the study findings after analyzing the relationship between
capital structure and company profit. Secondary data were collected from annual
financial statements of listed manufacturing companies and analyzed in order to get the
results. Results were also compared with the previous theories and previous studies.

4.2 Research Findings
Having discussed the methodology for this study in the previous section, Researcher
employed descriptive and other inferential statistics in discussing the study findings as
presented below. Annual financial statements of listed manufacturing companies were
collected from Dar es Salaam stock exchange and analyzed in order to get the results.

Table 4.1: Descriptive Statistics
Variables

Obs

Mean

Std. Deviation Minimum

Maximum

Return on assets

30

0.1472869

0.1564368

-0.2627663

0.3788781

Return on equity

30

0.1880837

0.3628739

-1.169513

0.5222073

Total debt/Equity

30

1.241381

1.376244

0.2329353

4.897709

Long debt/Equity

30

0.4913901

0.6007895

0.0550804

2.284226

Short debt/Equity

30

0.751243

0.8364858

0.1133146

3.199814

Total debt/Assets

30

0.4351322

0.2135024

0.1889274

0.8304426

Long debt/Assets

30

0.186056

0.1324869

0.032551

0.5194169

Short debt/Assets

30

0.2685662

0.140149

0.919064

0.5483121

Source: Research findings 2015
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Researcher analysed the company profitability using two performance indicators of
return on equity (ROE) and return on asset( ROA). The capital structure of a company
was measured using indicators of total debt to equity (TD/EQ), Long debt to
equity(LD/EQ), short debt to equity ratio (SD/EQ) , total debt to asset ratio (TD/AST),
Long debt to asset ratio (LD/AST) and Short debt to asset ratio (SD/AST). As indicated
in the table above, the mean value of return on assets (ROA) was 0.1473 its standard
deviation was 0.1564 and its minimum and maximum value was found to be -0.2628
and 0.3789 respectively. The positive return on assets indicates that some companies
were generating profit while negative minimum value was an indication of loss
generated by some companies.

The results in table 1 further indicate that return on equity (ROE) ratio had a mean
value of 0.1881 and standard deviation of 0.3629. The minimum observed value
indicated by return on equity was -1.1695 while the maximum value was 0.5222,
positive return on equity means that some manufacturing companies were generating
profit (ROE) while negative minimum observed value indicates that some companies
were operating at loss. From results in table 1, mean value of return on asset was
(14.73%) while the mean value of return on equity was (18.81%), this indicate that
contribution of shareholders fund (equity) on generating company income is greater
than contribution of company assets in generating company income in five years time.
These results also mean that manufacturing companies have less utilization of assets to
generate profit than shareholders fund or company equity.
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From capital structure ratios, researcher revealed the following results from the
descriptive statistics shown in table 1, above. Base on total debt to equity ratio, its
greatest mean value of 1.2414 indicates that manufacturing companies depend more on
total debt than equity to finance its operations. The greatest proportions of their
resources and daily operations were financed by total debt. The greatest standard
deviation of 1.3762 signifies a great variation in total debt as evidenced by minimum
observed value of 0.2329 against the maximum value of 4.8977.
The results further indicates that if long term to equity ratio is compared to short term
debt to equity, manufacturing companies revealed the use of more short term debts to
finance operations than long term debts, this results was indicated by less observed
mean value of 0.4914, with standard deviation of 0.6008 shown by Long term debt to
equity ratio in table 1 above. In case of short term debt to equity ratio, results indicate
that manufacturing companies use more short term debts as their source of finance than
equity. This is indicated by observed mean value of 0.7512with standard deviation of
0.8365 shown by short term debt to equity ratio. In general, results indicate that
manufacturing companies use more short term debts than long term debt to finance their
operations due to mean values of ratios shown in table 1. Mean value of 0.7512which is
(75.12%) of short term debt used to finance company operations while mean value of
0.4914 which is (49.14%) used to finance company operations.

Findings from debt to asset ratios indicate that the companies use less total debt to
finance its assets; this is shown by mean value of 0.4351 (43.51%) with standard
deviation of 0.2135 as shown by total debt to asset ratio in table 1.There is also less use
of long term debt to finance company assets which is indicated by mean observed value
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of 0.1861 (18.61%) with standard deviation of 0.1325 of long term debt to asset ratio in
table 1. In terms of Short term debt to assets ratio, companies use less short term debts
to finance company assets. This was indicated by the mean value of 0.2686 which is
(26.86%) from summary of descriptive statistics with standard deviation of 0.1402. If
short term debt is compared with long term debt, short term debt was much used to
finance company operations than long term debt. In general, the descriptive statistics
above indicate that manufacturing companies depend much on short term debts in their
operations if compared with long term debts. This is supported by Also contribution of
equity (Shareholders fund) in generating profit (18%) was greater than contribution of
asset on generating company profit (14%).

4.2.1 Capital Structure trend of listed manufacturing companies in Tanzania
The company’s capital structure trend of manufacturing companies in Tanzania
indicated a mixed trend. Some of the companies experienced a considerable rise in the
use of debt financing and others experienced a reduction in debt financing. The
following tables indicate capital structure ratios trend of six listed manufacturing
companies from 2009 to 2013.

Table 4.2: Total debt to equity ratio trend of manufacturing companies
Companies
2009
2010
2011
2012
2013
Average
Tanga cement 0.26
0.42
0.42
0.32
0.32
0.35
TBL
1.22
1.25
0.65
0.70
0.51
0.87
TCC
0.69
0.38
0.38
0.28
0.38
0.42
TOL
0.81
3.45
4.12
4.34
3.25
3.19
TATEPA
0.98
1.37
2.24
1.99
4.90
2.30
Twiga cement 0.36
0.29
0.35
0.35
0.32
0.33
Overall
1.24
average
Source: Researcher 2015
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Results from table 4 above show that, three companies of Tanga cement, TATEPA and
TOL indicated the rise in the use of debt financing while other companies of TCC,
TBL, Twiga and Tanga cement indicated a fluctuations results of falling, rising and
constant use of debt financing for some years. TOL have been experiencing the rise in
the use of debt financing from the ratio of 0.81 in 2009 up to 4.34 in 2012 and slightly
fall in debt financing for the year 2013 with the ratio of 3.25. Moreover, TATEPA have
also been experiencing the rise in the use of debt financing from the ratio of 0.98 in
2009 up to the ratio of 4.90 in 2013, with exception of slightly fall in debt financing in
the year 2012 (1.99) from the ratio of 2.24 in 2011. Tanga cement indicated a rise in the
use of debt financing from 2009 with the ratio of 0.26 up to 2011 with the ratio of 0.42.

Also constant use of debt financing by the company was indicated in 2010 and 2011
with the ratio of 0.42 and in the year 2012 and 2013 with the ratio of 0.32 Twiga
cement showed a fluctuation in the use of debt financing where from 2009 to 2010. A
company indicated a fall in the use of debt financing from 0.36 in 2009 up to 0.29 in
2010. In the year 2011 and 2012, there was a constant use of debt financing of 0.35, and
in 2013 there was a fall in the use of debt from 0.35 in 2012 up to 0.32 in 2013. To
summarize the information in table 3, data indicate that Tanzania oxygen limited (TOL)
was a company that used huge amount of debt to finance equity if compared with other
companies with the ratio of 3.19 that means a company uses more debt as compared
with equity or company shareholders fund.

The company that used less amount of debt as compared with equity was Twiga cement
limited with the ratio of 0.33 and the overall usage of total debt financing for all
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manufacturing companies is 1.24. A company that seems to use an optimal proportion
of debt to equity ratio was Tanzania cigarette company (TCC) with the ratio of 0.42.
From the above results, it seems that all listed manufacturing companies prefer to use
debts to finance their daily operations and their investment process; this was shown by
the overall average debt usage of 1.24 indicated in the table above. The trend also
indicate that as time goes on debt usage has also been increasing for some companies,
example TOL and TATEPA companies indicated an increasing trend of debt usage

Figure 4.1: Total debt to equity trend of manufacturing companies

Source: Researcher 2015

The above results indicate that some listed manufacturing companies used total debt to
equity ratio at increasing rate while others showed a decreasing and others showed a
constant debt to equity ratio. Tanga cement and Twiga cement indicated a constant use
of debt to equity ratio. That means these companies prefer to use the same ratio of debt
to equity annually. Tanzania breweries limited (TBL) and Tanzania cigarette company
(TCC) indicates a decrease in the use of debt to equity ratio, that means debt to equity
ratio have been reduced annually.
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Tanzania oxygen limited (TOL) and Tanzania tea packers (TATEPA) have shown the
rise in the use of debt to finance equity, except for TOL in the year 2013, there was a
drop in the use of debt to equity. If we look at the graph above clearly, majority of the
listed manufacturing companies use less debt to finance equity except TATEPA and
TOL which indicated a great use of debt as shown in the figure above

Table 4.3: Long term debt to equity ratio trend of manufacturing companies
Companies
2009
2010
2011
2012
2013
Average
Tanga cement 0.15
0.16
0.15
0.13
0.12
0.14
TBL
0.07
0.36
0.29
0.23
0.09
0.21
TCC
0.06
0.07
0.10
0.10
0.08
0.08
TOL
0.23
1.01
1.56
2.29
1.27
1.27
TATEPA
0.50
0.93
1.35
1.02
1.70
1.1
Twiga cement 0.17
0.15
0.14
0.17
0.14
0.77
Overall
0.60
average
Source: Researcher 2015

Results of capital structure trend from table 4 above indicate that, long term debt ratios
of Tanga cement, TBL, TATEPA and TOL cement have been fluctuating except TCC
and Twiga cement which indicated constant debt financing for some years. In the year
2011 and 2012 there was a constant debt financing with the ratio of 0.10 and during
2009 and 2012 Twiga cement indicated the use of constant debt financing of 0.17

Moreover the company that used huge amount of long term debt was Tanzania Oxygen
Limited (TOL) with the average ratio of 1.27 and less amount of debt was used by
Tanzania Cigarette Company (TCC) with the ratio of 0.008.The overall average long
term debt used by all listed manufacturing companies were 0.60 the above results above
indicate that three companies of Tanga cement, TBL and TCC used less than 50% of
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long term debt to equity, that means companies prefer less long debt finance as
compared with equity funds from shareholders

Companies showing increasing trend of using long term debts indicate that they still
need more funds to develop their investment projects and increase company value
although risk and cost of debt also increases. Decreasing trend of using debt indicate
that companies already generating investments while managements were only
maintaining the company performance
Figure 4.2: Long term debt to equity ratio trend of manufacturing companies

Source: Researcher 2015

The figure above indicate the less use of long term debt to finance equity by majority of
companies from 2009 to 2013, where TCC is a company that used least debt as
compared to other companies. Tang cement, TCC, and Twiga cement indicate a
constant trend, TBL indicate a decrease trend while TOL and TATEPA show an
increase trend of using long term debt. TOL is a company that indicates a huge use of
long term debt in the year 2012 and TATEPA is the company that used huge long term
debt in the year 2013.
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To summarize the above results it seems that most of the manufacturing companies do
not prefer long term debt to finance shareholders fund as evidenced from the figure
above where only two companies out of four which showed the growth trend of using
long term debt, all others showed a less use of debts, decreasing and constant trend.
TOL and TATEPA were the companies that used huge long term debt to finance their
equity as time goes on, this was an indication of growth for these companies due to
their ability of taking risks and having enough collaterals for securing long term loans

Table 4.4: Short term debt to equity ratio trend of manufacturing companies
Companies
2009
2010
2011
2012
2013
Average
Tanga Cement 0.12
0.25
0.27
0.19
0.11
0.19
TBL
1.15
0.90
0.37
0.47
0.42
0.66
TCC
0.64
0.31
0.28
0.19
0.30
0.34
TOL
0.58
2.44
2.57
0.19
1.98
1.55
TATEPA
0.52
0.45
0.88
0.97
3.2
1.20
Twiga Cement 0.19
0.14
0.21
0.19
0.18
0.18
Overall
0.69
average
Source: Researcher 2015

Results of capital structure trend from table 5 above indicate that, short term debt ratios
of all manufacturing companies above have been fluctuating except Twiga Cement
Company limited indicated a ratio of 0.19 in the year 2009 and 2012. Moreover the
company that used huge amount of short term debt financing was Tanzania Oxygen
Limited (TOL) with the average ratio of 1.55 and less amount of short term debt was
used by Tanzania Cigarette Company (TCC) with the ratio of 0.34. The overall average
long term debt used by all listed manufacturing companies was 0.69. After long term
debt financing was compared with the average short term debt financing of all listed
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manufacturing companies, it seems that companies use more short term debts with the
average ratio 0.69 if compared with long term debt with 0.60

The above results indicate that Manufacturing companies prefer more short term debts
than long term debts to finance equity.

Figure 4.3 Short term debt o equity ratio trend of manufacturing companies

Source: Researcher 2015

The above figure indicate an increasing rate of using short term debt and huge used of
short term debts for two companies of TOL and TATEPA while the rest of
manufacturing companies indicate a less use of short term debts, decreasing rate and
constant use of short term debts to finance equity. TBL and TCC showed a decreasing
trend, while Twiga Cement Company and Tanga cement indicated a constant trend in
using short term debts.

Again, majority of companies showed a less use of short term debt to finance equity as
shown in the above figure. Only two companies of TATEPA and TOL showed the huge
use of short term debts to finance equity. From the figures above, if figure 4.2.2
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compared with figure 4.2.3, results indicates that most of companies do not prefer both
short term debts and long term debts to finance equity, because out of six (6) sampled
manufacturing companies, only two companies indicated the higher rate of using short
and long term debts.

Table 4.5: Total debt to assets ratio trend of manufacturing companies
Companies
2009
2010
2011
2012
2013
Average
Tanga Cement
0.21
0.29
0.40
0.24
0.19
0.27
TBL
0.55
0.56
0.40
0.41
0.34
0.45
TCC
0.41
0.27
0.27
0.22
0.07
0.25
TOL
0.45
0.78
0.80
0.81
0.76
0.72
TATEPA
0.49
0.58
0.69
0.67
0.83
0.65
Twiga Cement
0.26
0.22
0.26
0.27
0.24
0.25
Overall average
0.43
Source: Researcher 2015

Results from table 6 above show that, two companies of TOL and TATEPA indicated
the rise in the use of debt financing to finance assets while other companies of TBL and
Tanga cement indicated a fluctuations results of falling and rising while reduction in
using total debt was shown by TCC. TOL have been experiencing the rise in the use of
debt financing from the ratio of 0.49 in 2009 up to 0.81 in 2013 and slightly fall in debt
financing in the year 2013 with the ratio of 0.76. Moreover, TATEPA have also been
experiencing the rise in the use of debt financing from the ratio of 0.49 in 2009 up to
the ratio of 0.83 in 2013, with exception of slightly fall in debt financing in the year
2012 with the ratio of 0.67 from the ratio of 0.69 in 2011.

TCC indicated a reduction in the use of debt financing from the ratio of 0.41 in 2009 up
to the ratio of 0.07 in 2013.Twiga cement showed a fluctuation in the use of debt
financing to finance assets, except two years of 2009 and 2011 which indicated a
constant ratio of 0.26. TBL and Tanga cement indicated a fluctuation results, rise and
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fall. To summarize the table 6 above, TOL was the company that used huge amount of
debt to finance assets than other companies with the average ratio of 0.72. Twiga and
TCC used less amount of debt to finance assets with the average ratio of 0.2.

Figure 4.4: Total debt to assets ratio trend of manufacturing companies

Source: Researcher 2015

The figure above indicate that, most of manufacturing companies use huge amount of
debt to finance company assets although some indicated an increasing trend of using
debt and others indicated a decreasing trend of using debts and others random trend.
Tanga cement indicated a random trend, TBL and TCC indicate a decreasing trend, and
TOL and TATEPA indicated a decreasing trend while Twiga cement showed a constant
trend in using debt to finance assets.
Table 4.6: Long term debt to asset ratio trend of manufacturing companies
Companies
2009
2010
2011
2012
2013
Average
Tanga cement
0.11
0.11
0.11
0.10
0.10
0.11
TBL
0.03
0.16
0.17
0.13
0.06
0.11
TCC
0.03
0.05
0.07
0.08
0.06
0.06
TOL
0.13
0.23
0.30
0.43
0.30
0.28
TATEPA
0.25
0.40
0.42
0.34
0.29
0.34
Twiga cement 0.13
0.12
0.10
0.13
0.10
0.12
Overall
0.17
average
Source: Researcher 2015
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Results of capital structure trend from table 7 above indicate that, TCC have shown a
rise in the usage of debt financing from the ratio of 0.03 in 2009 up to 0.08 in 2012, and
slightly fall in the in long term debt usage with the ratio of 0.06 in 2013. TOL also
experienced a growth in the usage of long term debt financing from the ratio 0.13 in
2009 to the ratio of 0.43 in 2012 with the slightly fall in long term debt usage with the
ratio of 0.30 in 2013.

Tanga Cement Company indicates a constant usage of long term debt f from 2009 to
2011 with the ratio of 0.11 and another constant ratio of 0.10 in 2012 and 2013. TBL
and Twiga Cement showed a fluctuation results in the usage to long term debt to
finance assets. Finally, TATEPA indicates a great use of long term debt if compared
with other companies with the average ratio of 0.34 while TCC indicates a less usage of
long term debt with the average ratio of 0.06

Evidence also show that manufacturing companies use more short term debt to finance
their asset which is indicated by table 4.2.6 below with an overall average of 0.27 than
long term debt with the average ratio of 0.17. The overall trend of manufacturing
companies above indicates a fluctuation result, which means rise and fall of debt
financing by companies. Few companies indicate an increasing trend of using long term
debts to finance their assets. For example TOL and TATEPA were the companies that
use huge long term debt if compared with other companies from the above table. This is
an indication of growth for their companies because debt are used to finance their
operations and new investments projects which provide return for the company in future
although using huge debts is much riskier, increases bankruptcy costs and cost of debt
for the company. Theoretically, debt sage is an advantage for the company because of
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tax relief acquired by the company due to interest deducted before company profit
generated
Figure 4.5: Long term debt to asset ratio trend of manufacturing companies

Source: Researcher 2015

The above results indicate a less use of long term debt to finance company assets by all
manufacturing companies except, TATEPA in 2013. Increasing trend was indicated by
TOL while other companies used constant debts although they were still using fewer
amounts of long term debts to finance their assets. Tanga cement, TBL, TCC and Twiga
cement indicated a constant trend of using debts, and TCC was a company that showed
a least use of long term debt to finance its assets.

According to the trend results indicated above, majority of listed manufacturing
companies do not prefer long term to finance their assets. In general, these companies
prefer to use more long term debts to finance equity than long term debt to finance
assets, if figure above 4.2.5 is compared with figure 4.2.2. That means companies prefer
to use much long term debts to finance shareholders fund rather than using long term
debts to finance their assets
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Table 4.7: Short term debt to assets ratio trend of manufacturing companies
Companies
2009
2010
2011
2012
2013
Average
Tanga Cement

0.09

0.18

0.19

0.14

0.09

0.14

TBL

0.52

0.40

0.22

0.28

0.32

0.35

TCC

0.38

0.22

0.20

0.15

0.22

0.23

TOL

0.32

0.55

0.50

0.38

0.47

0.44

TATEPA

0.26

0.19

0.27

0.33

0.54

0.32

Twiga Cement

0.14

0.11

0.16

0.14

0.14

0.14

Overall average

0.27

Source: Researcher 2015

Results of capital structure trend from table 8 above indicate that, TCC have shown a
fall in the usage of debt financing from the ratio of 0.38 in 2009 up to 0.15 in 2012, and
slightly rise in the usage short term debt usage with the ratio of 0.22 in 2013. TATEPA
indicated the rise in the in usage of short term debt to finance assets from the ration of
0.26 in 2009 up to 0.54 in 2013, with the exception of fall in debt usage in 2010 with
the ratio of 0.19.

Other companies of TBL, Tanga cement and TOL indicated a fluctuation results for the
whole period of five years. Finally, TOL indicated a great use of short term debt as
compared with other companies with the average ratio of 0.44 while Tanga cement
limited and Twiga cement indicated a less usage of long term debt finance with the
average ratio of 0.14.

If short term debt to finance assets is used as compared with long term debt, the overall
results indicate that manufacturing companies use more short term debts with the
average ratio of 0.27 as compared with the long term debt usage with the average usage
of 0.17
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Figure 4.6.Short term debt to assets ratio trend of manufacturing companies

Source: Researcher 2015

The above results indicate that most of manufacturing companies use more short term
debts to finance their assets. This is shown by four companies which uses huge debts
out of six sampled companies. TBL, TCC, TOL, and TATEPA showed a great use of
short term debts after being compared with other companies of Tanga and Twiga
cement. Trending indicated that, TOL and TATEPA had an increasing trend, TBL and
TCC show a decreasing trend, Tanga cement indicate a random trend while Twiga
cement indicated a constant trend.

At large extent manufacturing companies prefer to finance their assets using short term
debts than long term debts. The trend was shown by figure 4.2.5 (Long term debt to
assets) after being compared with figure 4.2.6 (Short term debt to assets) above. If all
debt ratios to equity and debt to assets compared, conclusion is that listed
manufacturing in Tanzania rely more in using short term debts than long term debts to
finance their equity and company assets.
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4.2.2 Profitability Trend of Listed manufacturing companies in Tanzania
The company’s profitability trend of listed manufacturing companies in Tanzania
indicated a mixed trend. Some experienced a considerable rise in profitability while
experienced a reduction of profit and loss.

Table 4.8: Return on assets trend of manufacturing companies
Companies
2009
Tanga cement
0.26
TBL
0.23
TCC
0.31
TOL
-0.09
TATEPA
-0.05
Twiga cement
0.25
Overall average
Source: Researcher 2015

2010
0.21
0.20
0.34
-0.26
0.001
0.23

2011
0.13
0.23
0.34
0.01
-0.05
0.20

2012
0.19
0.24
0.38
0.07
0.03
0.22

2013
0.15
0.24
0.33
0.05
-0.11
0.12

Average
0.19
0.23
0.34
-0.04
-0.036
0.20
0.88

Table 10 above indicate a return on assets of listed manufacturing companies in
Tanzania, this is the contribution of company assets in profit generation. From above
information, Tanga cement experienced a fall in profit from 0.26 in 2009 up to the ratio
of 0.13 in 2011. Other companies indicated a fluctuation results for the rest of five years
although constant profit generation by companies was shown by TBL in the year 2012
and 2013 with the ratio of 0.24 and TCC also experience constant ratio in the year 2010
and 2011 with the ratio of 0.34. Loss also experienced by TOL in the year 2009 with
the ratio of -0.09, 2010 (-0.26) and TATEPA experienced loss in 2009(-0.05), 2011(0.05) and 2013(-0.11). The overall results indicate that TCC generates more profit if
compared with other companies as indicated by the return on assets of 0.34 while TOL
experienced a huge loss with the average loss of -0.04, followed by TATEPA(-0.036)
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Figure 4.7: Return on assets trend of manufacturing companies

Source: Researcher 2015

The above figure shows that most of manufacturing companies generate huge amount
of profit a contributed by their company assets. Three companies of TBL, TCC and
TOL indicate some increasing trend while Twiga cement limited and Twiga cement
indicated a decreasing trend of profitability. TCC was a company that created highest
profit in the year 2012 and TOL created a biggest loss in the year 2010, although in the
following years, a company had an increasing profitability trend.

Table 4.9: Return on equity trend of manufacturing companies
Companies
2009
Tanga Cement 0.33
TBL
0.52
TCC
0.52
TOL
-0.17
TATEPA
-0.11
Twiga Cement 0.34
Overall
average
Source: Researcher 2015

2010
0.30
0.46
0.47
-1.17
-0.003
0.30

2011
0.19
0.38
0.47
0.07
-0.16
0.27

2012
0.25
0.41
0.49
0.36
0.09
0.28

2013
0.19
0.36
0.46
0.23
-0.66
0.16

Average
0.25
0.43
0.48
-0.14
-0.17
0.27
0.19

Table 11, above indicate a return on equity of listed manufacturing companies in
Tanzania, this is the contribution of company shareholders fund in profit generation.
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The information indicate that Tanga cement experienced a fall in return on equity from
2009 showing a ratio of 0.33 up to 2013 (0.19) except a slightly rise in return on equity
shown in 2012(0.19). TBL experienced a fall in return on equity from the ratio of 0.52
(2009) up to the0.36 in 2013, except a slightly rise of the ratio shown in 2012(0.41)

Fluctuations situations was indicated by TCC, where in the year 2010 and 2011 there
was a constant return on equity of 0.47. TOL experienced a loss in the two years of
2009(-0.17) and in 2010(-1.17). TATEPA experienced a loss in 2009(-0.11), 2010(0.003), 2011(-0.16) and 2013(-0.66). Twiga cement indicated a fall in return on equity
from 0.34(2009) to 0.27(2011) the fluctuations results occurred for remaining period of
2012 and 2013.

The overall results indicate that TCC experienced a great return on equity with the
average ration of 0.48 and TATEPA and TOL indicated an average loss of -0.17 and 0.14 respectively. For comparison purpose, if performance ratio ROE compared with
ROA, listed manufacturing companies seem to acquire higher ratio of ROA with the
average ratio of 0.88 if compared with the average ratio of 0.19.In general, both capital
structure ratios and profitability ratios of listed manufacturing companies have been
showing fluctuation results in Tanzania, there is no clear consistent trend of either
increasing or decreasing. Using two performance ratios of return on assets and return on
equity, all manufacturing companies were making profit, except TOL and TATEPA
who experienced a loss as indicated by the overall average results.
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The above table indicates that the all manufacturing companies generate less amount of
profit in terms of return on equity for all six sampled companies above. Profit generated
by all companies has less than 50% average of return on equity. That means
contribution of equity on profit is less for manufacturing companies as compared with
return on asset indicated in the table above

Figure 4.8: Return on equity trend of manufacturing companies

Source: Researcher 2015

The above figure indicate that majority of manufacturing companies generate profit as
contributed by equity (shareholders fund) except TOL and TATEPA. TOL generated
loss in the year 2009 and 2010, the rest of remaining years 2011 up to 2013 a company
generated profit while TATEPA generated losses in the year 2009, 2011 and 2013.
Profitability trend indicates that only TOL indicated an increasing trend although that
company made losses in preceding years, the rest of the remaining companies indicate a
decreasing trend of profit generated by equity or shareholders fund. Profitability of
manufacturing companies was much generated by company assets than shareholders
funds.
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Table4.10 Correlation results between capital structure and return on asset
Variable
Correlation
Significance Level
Total debt /equity

0.3033

0.141

Long debt/equity

-0.2705

0.191

Short debt/equity

-0.3215

0.117

Total debt/assets

-0.5977

0.002

Long debt/assets

0.0125

0.953

Short debt/assets

0.5839

0.002

Source: study findings 2015

Above results indicate a negative correlation between long debt to equity and short debt
to equity against return on asset while long debt to asset and short term debt to asset
indicated a positive relationship with return on asset. Researcher discovered that
contribution of company assets to generate profit was greater than shareholders fund.

Table4.11 Correlation results between capital structure and return on equity
Variable
Correlation
Significance Level
Total debt/equity

0.2017

0.331

Long debt/equity

-0.1581

0.450

Short debt/equity

-0.2332

0.262

Total debt/assets

-0.5871

0.002

Long debt/assets

0.0753

0.721

Short debt/assets

0.6531

0.000

Source: study findings 2015
Correlation results above indicate significant negative relationship between debts to
equity ratios against return on equity. Researcher also revealed a positive correlation
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between debt to asset ratios (long and short debt to asset) and return on equity. Due to
the above results, researcher concludes that contribution of assets in profit generation in
terms of return on equity was greater than contribution of shareholders fund.

To summarize the partial correlation results above, researcher revealed the mixed
results between capital structure and performance of listed manufacturing companies.
Some variables indicated a positive correlation and others indicative a negative
correlation results. Researcher recommends to managements of listed manufacturing
companies in Tanzania to rely much on resources or assets as a guide for their debts
because they have positive correlation with company profit in terms of both return on
assets and return on equity. Researcher recommend to managers of listed manufacturing
companies to rely on debt to assets ratios, especially short debt to assets ratios because
they indicated a greater positive correlation with all profitability indicators than other
variables. From the above results, positive correlation results between short debt to
assets and return on equity is 0.6531 while positive correlation between short debt to
assets and return of asset is 0.583

Housman and regression results (Capital structure variables vs. Return on asset)
Researcher used Housman test to test for appropriate method to use between fixed and
random effect regression. Researcher used Housman statistical technique in order to
avoid errors when testing the relationship between capital structure variables and
profitability variable of return on assets (ROA). After testing, Researcher got the
following Housman and regression results below.
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Table 4.12 Housman test results (Fixed Vs Random effect regression method)
Coefficient (f e),
b

Coefficients (r e),
B

(b-B)

Total/Equity

-0.3528801

3.97227

-4.32515

Long/Equity

0.5213898

-3.538455

4.059844

Short debt/Equity

0.2686853

-4.24231

4.510995

Total debt/Assets

-0.2221991

-1.938838

1.716639

Long debt/Assets

0.1185286

0.014474

0.1040546

Short debt/Assets

0.1683276

2.252587

-2.08426

Variables

Chi 2(6)=(bB)=42
Prob>chi2=0.0000
Source: Research findings 2015
Haussmann test results in the table above supported the use of fixed effect regression
model because p- value (0.0000) indicated above is less than confidence level of 0.05.

Table 4.13 Fixed effect regression results (Capital Structure Vs Return on Assets)

Return on assets

coefficient Std error

Total debt/Equity

-0.352880

Long debt/Equity

95%
confidence

t

P>ItI

2.074418

0.17

0.867

-4.711071

0.5213898

2.056519

0.25

0.803

-3.799197

Short debt/Equity

0.2686853

2.087685

0.13

0.899

-4.117377

Total debt/Equity

-0.222199

0.5572327

-0.40

0.695

-1.392902

Long debt/Assets

0.1185286

0.1730035

0.69

0.502

-0.244938

Short/Assets

0.1683276

0.6396691

0.26

0.125

-1.1755

Source: Study findings 2015
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From the above results, Researcher discovered two types of study findings after using
fixed effect regression model. The first test result in the table above indicated a
significant negative relationship between Return on asset (ROA) and capital structure
variables of total debt to equity (TD/EQ) and total debt to asset (TD/AST) at -0.3529
and -0.2222 respectively. These results were against the trade off theory of capital
structure which supports the influence of company debt on generating profit.

These study findings indicating the negative relationship between capital structure
variables and dependent variable of return on asset (ROA) were consistent with
previous studies by Abbasali (2012) who measured the relationship in Tehran using
Pearson correlation and multiple regression models, Odita (2012) who tested the
relationship in Nigerian firms using Pearson correlation, Alawwad (2013) in Saudi
Arabia, and Toraman (2013) in Turkey. Also positive relationship results were
consistent with Zuraidah (2012) in Malaysian firms, Narayanasamy (2015) in Malaysia,
Goyal (2013) in India and other studies with similar results.

Moreover, the second type of study results indicated a positive relationship between
return on asset (ROA) and capital structure variables of Long term debt to equity
(LD/EQ) at 0.5214, short term debt to equity (SD/EQ) at 0.2687, long term debt to asset
(LD/AST) at 0.1185 and Short term debt to asset (SD/AST) at 0.1683. The second
group of study results supported the application of trade off theory which clarifies the
influence of debt on profit generation. The results also indicate that Long term debt to
equity ratio (LD/EQ) has a great positive effect on firm profitability as indicated by
0.5214 confidence level. The study results indicating positive relationship were
consistent with trade off theory which supports the use of leverage as an indicator of
profit generation while the negative relationship between the variables rejects the
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application of trade of theory. Due to above results, researcher discovered that there is a
positive relationship between capital structure of manufacturing companies and their
profit (ROA) because both long term and short term debt ratios had a positive
relationship with return on assets. That means the greater the capital structure ratio kept
by a company the greater the profitability in terms of return on assets and the lesser the
ratio kept by a company the lesser the profit to be acquired by that company.

The overall results of this study which revealed the positive relationship between the
variables were consistent with previous studies conducted by Hughes (2013) using
listed firms in Ghana, Uremagu (2012) Olalebe (2013) and Adesina (2015) in Nigerian
companies and priya (2013) tested such relationship between capital structure and
performance using listed companies in Ghana, their studies revealed that profit depends
on capital structure.
Housman and Regression results (Capital Structure Vs Return on Equity
Researcher used Housman test to test for appropriate method to use between fixed and
random effect regression. Researcher used Housman statistical technique in order to
avoid errors when testing the relationship between capital structure variables and
profitability variable of return on equity (ROE). The following regression results and
Housman test results were discovered by a researcher after testing. Housman test
assisted a researcher to know the regression method which tested the relationship
between capital structure and profitability of manufacturing companies listed in Dar es
Salaam stock exchange. Six capital structure variables which were treated as
independent variables were tested against dependent variable of return on equity in
order to analyze the relationship between capital structure and company profit.
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Table 4.14 Housman test results (Fixed Vs Random effect regression method)

Coefficient (f e), b

Coefficients
(re), B

(b-B)

Total debt/Equity

-3.857744

6.70211

-10.55985

Long debt/Equity

4.866519

-5.230258

10.09678

Short debt/Equity

3.077945

-7.773576

10.85152

Total debt/Asset

-1.379302

-4.893065

3.513763

Long debt/Asset

0.252409

0.2260395

0.026370

Short debt/Asset

3.171389

7.00877

-3.837381

Variables

Chi 2 (6)=10.67
Prob >chi2=0.0991
Source: Research findings 2015
Housman test results above supported the use of random effect regression model since
the p- value 0.0991 was greater than confidence level of 0.05

Table 4.15 Regression results (Capital structure Vs Return on equity)

Return on equity

Coefficients Std error

z

p>I z I

95%
confidence

Total debt/Equity

6.70211

6.751746

0.99

0.321

-6.531068

Long debt/Equity

-5.230258

6.812504

-0.77

0.443

-18.58252

Short debt/Equity

-7.773576

-1.15

0.250

-21.02129

Total debt/Assets

-4.893065

1.406882

-3.48

0.001

-7.650502

Long debt/Assets

0.2260395

0.6244482

0.36

0.717

-0.9978565

Short debt/Assets

7.00877

1.694554

4.14

0.000

3.687506

Source: Research findings 2015

6.75916
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The study results in a table above, on the relationship between capital structure and firm
profitability in terms of return on equity indicate a significant negative relationship with
capital structure ratios of long term debt to equity (LD/EQ) at -5.2303, Short term debt
to equity (SD/EQ) at -7.7736 and Total debt to asset at -4.8931. On the other side the
above results in table 6 indicate that return on equity had a positive relationship with
total debt to equity ratio (TD/EQ) at coefficient of 6.7021, Long term debt to asset
(LD/AST) at 0.2260 and Short term debt to asset at coefficient of 7.0088. Results
showing the positive relationship between debt ratios and profitability ratio of ROE,
support the application of trade off theory which encourages the influence of debt on
firm profit generation while the results showing the negative relationship between debt
ratios variables and profitability ratio of ROE, rejects the application of trade off theory.

The study findings indicated the negative relationship between capital structure
variables against profitability variable of return on equity (ROE) were consistent with
previous studies by Chisti (2013) in India, Marietta (2012) in Kenya, Shubita (2012) in
Jordan and Feng (2013) in Sweden. Also results indicated the positive relationship
between capital structure variables against profitability measure of return on equity
(ROE) were consistent with previous studies by Uremagu (2012) in Nigeria, Priya
(2013) in Srilanka, Naidu (2011) in South Africa.

From the above results, two contradicting results occurred because capital structure
measures of long term debt to equity (LD/EQ), short term debt to equity (SD/EQ) and
total debt to asset (TD/AST) indicated a negative relationship with performance
measure of return on equity (ROE) at -5.2303 coefficient, -7.7736 coefficient and 4.8931 respectively while other remaining capital structure measures of total debt to
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equity(TD/EQ), long term debt to asset(LD/AST) and short term debt to asset
(SD/AST) indicated a positive relationship against return on equity(ROE) at
coefficients of 6.7021, 0.2260 and 7.0088 respectively.

These results also indicate that short term debt to assets ratio had a great positive
relation with return on equity at 7.0088 confidence level. For that case, short term debts
to assets are the most influential ratio on profit generation of manufacturing companies.
The partial correlations results supported the fixed effect regression through the ratio of
total debt to asset ratio where both methods indicate a negative relationship between
total debt to asset ratio against return on equity and return on asset. That means return
on assets indicated a higher amount of profit than return on equity. To summarize the
above results, researcher revealed two kinds of results; first results indicated a negative
relationship between debt to equity ratios and return on equity while the second type of
results indicated a positive relationship between debt to asset ratios and return on
equity. Second results were consistent with the trade off theory while the first results
were against theory.
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CHAPTER FIVE
CONCLUSION AND RECOMMENDATIONS
5.1 Introduction
In this final part of the dissertation, conclusions and recommendations are given based
on the results and the analysis of data collected from the field. The suggestions of the
possible solutions to the research problem are also given in this chapter. Finally,
researcher suggests the area for further study in order to assist others who will be in a
position to conduct studies by referring this study

5.2 Conclusion
This study used panel data of 6 manufacturing companies for the period of 5 years
creating 30 observations of the data. Researcher analyzed the relationship between
capital structure variables (independent variables) against profitability variables
(dependent variable). Fixed effect regression method was used to measure the
relationship between capital structure and return on asset (ROA) while random effect
regression model used to test the relationship between capital structure and return on
equity of manufacturing companies (ROE). Moreover, partial correlation technique also
used to measure the relationship between the study variables in order to support the
regression results.

After testing the relationship, researcher revealed the mixed results between capital
structure variables and company profitability that means some capital structure
variables indicated a negative relationship with company profitability variables while
other capital structure variables indicated a positive relationship with profitability
variables. Long term debt ratios and short term debt ratios were used as capital structure
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indicators of manufacturing companies. The random effect regression results indicated
a negative relationship between Long term debts to equity (LD/EQ) against return on
equity (ROE) at a coefficient of -5.2303 which was also supported by partial correlation
results at -0.1581. In terms of short term debt to equity (SD/EQ) against return on
equity (ROE), random effect regression results also indicated a negative relationship at
-7.7736 which was supported by partial correlations results at -0.2303.Both long term
debt and short term debt to equity indicated a negative relationship with return on
equity, that means there is no relationship between capital structure and company
profitability in terms of return on equity.

Fixed effect regression results indicated a positive relationship between short term debt
to assets and return on asset at 0.1683 coefficient level .These results were supported by
partial correlation results .Except negative results indicated between long term to equity
and short term to equity against return on assets. The positive relation between the
variables is consistent with the trade of theory and other previous empirical studies by
Abiodum (2012) in Ukraine, and Soyebo (2014) in Nigerian firms. The negative
relationship between the variables is consistent with Leon (2013) who used to study
manufacturing firms in Sri- Lanka, Tailab (2014) who tested the relationship in
American companies, and Lavorskyi (2013) in Ukraine.

Finally this study revealed that, capital structure of listed manufacturing companies in
Tanzania affect company profitability in terms of return on assets positively. On the
other side, capital structure of listed manufacturing companies has negative relationship
with company profit in terms of shareholders fund or return on equity. The results
indicate that debt usage has more advantage for companies that depend much on assets
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to generate profit than those that depend much on equity or shareholders fund to
generated company profit

5.3 Recommendations
To improve the profitability of listed manufacturing companies in Tanzania, the
following recommendations have to be observed. The company management of listed
manufacturing companies should increase the use more short term debt to asset ratios
because they have much influence on company profitability in terms of both return on
equity and return on assets if compared with other capital structure ratios.

Moreover, investors of listed manufacturing companies in Tanzania should review the
capital structure of companies before investing in them because the strength of a
company capital mix determines the level of returns. More companies in Tanzania
should put their financial information through Dar es Salaam stock exchange in order to
allow investors to review their capital structure and attracts more investors in their
companies

5.4 Area for Further Study
A study should be taken to analyze the effect of capital structure on profitability of
other companies, especially financial companies, service companies and non listed
companies. In addition, future studies could be done to analyze the determinants of
capital structure in Tanzania companies. Moreover, study on relationship between the
capital structures of Tanzanian companies and companies of other nations should be
done.
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APPENDICES
Regression results (Capital structure Vs Return on Assets /Return on Equity)
Fixed-effects (within) regression
Group variable: cpycode
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Random-effects GLS regression
Group variable: cpycode
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Fixed-effects (within) regression
Group variable: cpycode
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B = inconsistent under Ha, efficient under Ho; obtained from xtreg
Test:

Ho:

difference in coefficients not systematic
chi2(6) = (b-B)'[(V_b-V_B)^(-1)](b-B)
=
10.67
Prob>chi2 =
0.0991
(V_b-V_B is not positive definite)

.
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Partial correlation results
. pcorr roa tdeq ldeq sdeq tdast ldast sdast
(obs=30)
Partial correlation of roa with
Variable

Corr.

Sig.

tdeq
ldeq
sdeq
tdast
ldast
sdast

0.3033
-0.2705
-0.3215
-0.5977
0.0125
0.5839

0.141
0.191
0.117
0.002
0.953
0.002

Partial correlation of roe with
Variable

Corr.

Sig.

tdeq
ldeq
sdeq
tdast
ldast
sdast

0.2027
-0.1581
-0.2332
-0.5871
0.0753
0.6531

0.331
0.450
0.262
0.002
0.721
0.000

Summary of descriptive statistics

. summarize roa roe tdeq ldeq sdeq tdast ldast sdast
Variable

Obs

Mean

roa
roe
tdeq
ldeq
sdeq

30
30
30
30
30

tdast
ldast
sdast

30
30
30

Std. Dev.

Min

Max

.1472869
.1880837
1.241381
.4913901
.751243

.1564368 -.2627663
.3628739 -1.169513
1.376244 .2329353
.6007895 .0550804
.8364858 .1133146

.3788781
.5222073
4.897709
2.284226
3.199814

.4351322
.186056
.2685662

.2135024
.1324869
.1401949

.8304426
.5194169
.5483121

.1889274
.032551
.0919064
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