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The impact of profitability on capital structure and speed

of adjustment: An empirical examination of selected firms in

Nigerian Stock Exchange
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5. Conclusion

Motivated by continues interest in capital structure study, we examined to assess the speed at
which firms adjust their leverage level. The empirical results shows that firms seek a target leverage.
The dependence of a firm’s leverage level of a firm characteristics has usually been interpreted in
favour of either the trade-off theory or the pecking order theory. For firms in Nigeria profitability is
negatively associated with leverage which is consistent with the prediction of Myers’ pecking order
hypothesis rather than the trade-off theory. Also, the results show that large firms appear to be highly
leveraged, which supports the agency theory in that as firms grow in size, owners become devoid of
control and hence will prefer debt so that managers can be committed to interest payment obligations.
However, in presence of adjustment costs, it might be cheaper for firms not fully adjust their leverage
level, even if they recognise that their leverage level is not optimal.
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