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Does Capital Structure Matter for Firm Performance?
A Study on Listed Companies
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Abstract: This study examines the impact of capital structure on a company’s performance in the manufacturing industry in Bangladesh. The data is based on all listed companies in the public and private sectors. The required data was gathered from related financial statements of the concerned industry from 2014 to 2021. We used the Two-Stage Least squares (2SLS) to find out the correlation between independent variables and dependent variables. Here, ROA [Return On Assets), EPS [Earnings Per Share), and NPM (Net Profit Margin) are used to measure firms’performance. The ratios of the long-term debt ratio, total debt ratio and short-term debt ratio are considered the determinants of capital structure. Findings revealed that the short-term debt ratio is positively and significantly related to ROA and EPS, but negatively associated with NPM. In contrast, the Long-Term Debt Ratio (LTDR) has a significant negative impact on EPS. Control variable Firm Size (FS) consistently showed a significant positive infiuence on ROA and EPS, indicating that larger companies outperform smaller ones. More dependence on short-term debt positively affects profitability, while higher dependence on long-term debt can lessen it. This research supports original insights by covering manufacturing sectors which remain uncovered in the research area. The 2SLS regression addresses endogeneity and confirms more consistent outcomes. Moreover, this study offers a robust and context-specific analysis of a developing economy, utilizing firm-level panel data and a range of performance measures. The result will help in retaining an optimal capital structure, which will ultimately direct stockholders to wealth maximization.
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1. Introduction
One of the crucial choices in the corporate finance sector is capital structure, which describes how a business can fund its resources in the form of equity and liabilities (Gul & Cho, 2019). The fundamental feature of listed companies is that various shareholders own equity capital, forming the capital structure of the business. Research is required in the area of the effects of capital structure on company performance. Research on capital structures in developing nations, particularly those where state ownership is present, such as Eastern European and
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Asian nations, China, Vietnam, and Bangladesh, has its unique characteristics. After shifting from a centrally located economy, Capital structure is frequently evident in these countries, demonstrating the state's interference in business activities in the background economy (Nguyen & Nguyen, 2020). Firms' capital structure is assumed to be the mixture of debt and equity leveraged by its operations. As a result, working capital and bond issuance result in not only short-range but also long-term debt, whereas stock and retained earnings are justified by equity.
Thus, the study's primary goal is to evaluate how capital structure affects organizations' performance. As it shows how a company's operations are funded using equity and liability, one might say that a company's capital structure includes its debt-to-equity ratio (Yeung, 2021). However, following Modigliani and Miller's model recommendations, other research centered on determining the ideal capital structure. However, their hypothesis is based on several unreasonable assumptions, including the perfect capital markets presumption, which provides a preliminary point for our study. Up to this point, the four most essential theories on capital structure are the pecking order theory, the theory of trade-off, the theory of market timing and the theory of agency costs. Research on capital structure was mainly conducted after 1958, especially when Modigliani and Miller proposed that capital structure had no bearing on the company's value, assuming that the capital market operates at peak efficiency. Therefore, even if the company's debt-to-equity ratio altered, it couldn't impact the firm's value. Since we do not have even a single perfect capital market in the real world, this hypothesis has drawn criticism from several researchers. In 1963, Modigliani and Miller revised existing theory, taking into account taxes and the argument that, in cases of market imperfections, interest expenses are tax-deductible, leading to an increase in business value with increasing debt levels. Even if non-financial performance is difficult to assess, it nonetheless reflects market-based information. As a result, non-financial performance cannot be just compared to financial performance. i.e., the prices of shares have a significant influence on non-financial data. Therefore, non-financial measures such as efficiency, creativity, and market position can be detected. Liquidity, share growth concentration, resource growth, size, and capital structure are the factors that can affect a company's performance.
A company's capital structure, which highlights how it finances its resources by mixing obligations and equity, is one of the most crucial indicators for any business to maintain solid financial management and success (Afroze & Khan, 2022; Kangotra & Bhatnagar, 2024). The most crucial option made by the management of a manufacturing organization is its financial structure. A firm's capital structure, which is essential to support its entire operations and expansion, is made up of long-term debt, ordinary equity, specific temporary debt, preferred stock, and retained earnings (Bui et al., 2023). As it directly affects a company's risk and
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returns, capital structure is a crucial financial choice. Any impulsive capital structure choice can increase the capital cost, diminishing the firm's worth, whereas a wise capital structure choice has the opposite impact. Financing choices are crucial for maintaining a firm's profitability in the era of globalization and intense industry competition. Although several financing theories have emerged over time, none can recommend a specific level for the capital structure. So, up until now, there has been discussion about whether the finance approach is superior. This piques my interest in finding out more about this specific topic. A company can raise both temporary and long-standing debt. Long-standing debt is tied to decisions about long-standing investments in fixed assets, and short-range debt is linked to liquidity considerations (Yeboah, 2023). To meet the firms' investment needs, both stock and debt are required (Rahman et al., 2020). Retained earnings are only applicable to existing businesses because freshly established businesses do not have any (Caliendo et a1., 2023). The capital structure, which defines how operating cash flows are distributed between stockholders and creditors, can have a considerable influence on profitability. Because higher debt requires higher interest payments, which reduce profits, a firm's income will be lower if it has more debt than equity (Nazir et a1., 2021). By contrast, if a company has more equity, it doesn't have to pay interest and may instead pay dividends to its shareholders if it is profitable (Hasan et al., 2021). In debt-based finance, most businesses combine debt and equity to create their capital structure. Research on numerous anomalies in corporate governance and business performance typically focuses on theories of capital structure, which have considerable explanatory power in corporate finance behaviour and practices. The debt-to-equity ratio, which indicates how much debt a firm uses to finance its assets, is known as its capital structure.
Capital structure is the most challenging arena to help in making economic decisions, owing to its interaction with other economic variables (Zaid et a1., 2020). The financial health of a firm is significantly impacted by each financial action (Hama Said & Hassan, 2017). A firm's capital structure is the mixture of several long-standing sources utilized to finance its capital assets. Mortgage bonds, preferred shares, debentures, ordinary stock, and retained earnings are the long-standing means of funding (Abolarinwa et al., 2020). Different long-term capital sources make up the capital structure through which an organization finances its assets (Bolarinwa & Adegboye, 2020). Even if numerous researchers have endeavored to clarify the difference in debt ratios among firms, the capital structure remains an intricate issue. Theoretical assumptions were made in the early studies on the capital structure that were based on ideal capital market conditions. Campbell & Rogers (2018) have detailed the dilemma that arises when deciding on debt, cash holdings, and share payout strategies simultaneously. Managers frequently aim to choose capital structure policy at the firm level in a way that increases firm profitability (Tayachi et a1., 2023). This article aims to
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investigate the potential impact of capital structure on performance in emerging Bangladesh. Numerous theoretical and empirical studies that examined the connection between capital structure and business performance in both advanced and emerging markets have been published since the fundamental work of Modigliani and Miller (Brusov & Filatova, 2023). Asymmetric information and issues with debt overhang are the justifications for such a negative association. Combining debt source and equity, a firm's capital structure represents the sources of its assets. When a corporation has no debt, just stock makes up its capital structure. Various businesses have varying capital structures. Our findings add to the body of knowledge and offer fresh information about the affiliation between capital structure and performance from Bangladesh's perspective. Therefore, our findings not only fill this crucial gap but also provide the first effort to understand the events that occurred during the sample period. The findings have significant policy and stakeholder implications for Bangladesh. In addition to examining the level to which leverage impacts a firm's performance, the article aims to identify the factors that determine the proper combination of equity and debt sources, consisting of capital structure. In reality, the goal of the current study is to determine whether the capital structure of publicly traded corporations affects those companies' financial performance, which conducts research using key and index variables, including debt ratio (capital structure), asset turnover, asset tangibility ratio (assets structure), size, age, and opportunities for firm growth as determinants of capital structure, and industry type as indicators to assess performance. Here, we initially explain the literature review, secondly, we present our hypotheses, analysis procedures, and variable models, and lastly, we present our findings.
1.1 Objectives of the study: The study's primary goal is to demonstrate how capital structure influences the profitability of publicly traded Bangladeshi manufacturing companies. The specific objectives of this study are:
1. To know the extent of influence of capital structure on Return on Asset (ROA).
2. To recognize the extent of influence of capital structure on Earnings per Share (EPS), and
3. To explore the extent of influence of capital structure on Net Profit Margin (NPM).
2. Literature Review
According to Cerkovskis et a1. (2022), capital structure refers to the choice of debt instruments, stocks, or mix instruments for the company to funding.
To demonstrate the impact of capital structure on firm performance, Bangladeshi manufacturing companies listed on the Dhaka Stock Exchange were empirically analyzed. This study involved cross-sectional regressions on capital structure indicators such as long and short-term debt, the optimal debt-to-equity ratio, and firm financial indicators such as return on assets and return on equity. Financing choices are crucial for maintaining a firm's
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profitability in the era of globalization and intense industry competition. Several studies have examined the relationship and theoretical implications between capital structure and business performance. The influence of leverage on firm performance was mixed. Studies have revealed favourable results, negative results, and no relationships in some cases. The literature review encompasses the definition analysis, capital structure, company performance, theoretical literature review, and empirical literature review, covering both domestic and global perspectives.
This essay examines the development of the key capital structure theories and their implications for risk and business success. The capital structure is a dynamic process that shifts over time in response to the factors that affect how the economy, a specific industry, or a corporation as a whole develops. A capital structure is a permanent source of funding made up of shareholder equity, preferred shares, and long-term debt. The capital structure of companies listed on the Dhaka Stock Exchange must thus be investigated to see if internal factors like company size, liquidity, ROA (Return on Assets), and sales growth have an impact. The capital structure, which is a risk-return compromise, may also change depending on the company's projections of its expected profitability. By examining the factors influencing the capital structure of the companies operating in the Bangladeshi market, this study adds to the body of literature (Nenu et al., 2018). Our findings demonstrated a favorable correlation between leverage, company size, and share price volatility.
The debt structure, on the other hand, has a varied effect on business performance, whether this is measured using accounting measurements or viewed as the evolution of market share prices. The current study adds to the body of knowledge by examining the connection between ownership structure and business financial performance as measured by market share. As a result, the current work contributes to the literature via this link by utilizing consistent and practical measurements. By examining the relationship between ownership structure and market share in one of the growing economies, Bangladesh, this study makes a global contribution to the field of corporate governance and company performance (Alabdullah, 2018). Size and profitability were found to be positively connected with enterprise value by generalized least squares and structural pathways analysis, however, the capital structure was found to harm business value (Cerkovskis et al., 2022; Dang et al., 2019). The study's findings also indicated that it would be more acceptable to base EV estimation on enterprise value. Empirical research findings are helpful for businesses looking to enhance their values. The study concluded that the capital structure of a corporation affects risk and return. When choosing a financing option, a company should bear in mind its ideal capital structure to ensure that any rise in debt and preferred equity would boost the firm's value (Cerkovskis et a1., 2022). As long as a company's net operating income is healthy, the more leverage it has, the greater its rate of return will be since interest on debt is tax deductible (Charity et a1., 2019).
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2.1 Firm performance: Each company must function as per performance-based criteria if it intends to endure in cutthroat commercial surroundings. Nowadays, firm performance is a hot topic in studies of strategic management and is frequently utilized as a dependent variable (Bahrami & Shokouhyar, 2022). There are various ways to gauge a company's performance.
After reviewing every previous study, it is possible to state the following hypothesis as the basis for this investigation. Several pertinent works have assessed the way capital structure affects performance. To demonstrate how a corporation's performance is affected by the impact of its capital structure, it is necessary to look at the influence of capital structure variables on firm performance. This will have an effect on investor trust in the business and further reduce its value.
It is understood from meta-analysis that distinct qualitative characteristics involving research designs, sampling strategies, or analytical techniques account for the heterogeneity in each study. Capital structure does not affect firms' performance because companies' values can reflect the extent of their success. Contradictory results are seen even though several studies on the connection between capital structure and firm performance have been conducted (Dao & Ta, 2020). Any company organization must make a crucial choice about its capital structure. The choice is significant not only because it must maximize returns for different organizational stakeholders, but also because of the effect it will have on the long-term viability of the company. Despite its theoretical allure, scholars of corporate finance have not yet reached a consensus regarding the ideal level of capital structure and the connection between leverage and company performance.
2.2 A total debt ratio and firm performance. A firm's debt ratio can be determined by dividing total debt by total assets. A debt ratio exceeding 1.0 or 100% indicates that a firm has more debt than assets, whereas a ratio below 100% signifies that a firm's assets exceed its debt. By this metric, analysts can make a comparison of one firm's leverage with another within the industry. It can be a sign of how a firm is financially secure. The greater the ratio, the greater the degree of leverage (DOL) and, accordingly, the greater risk involved in the investment (Harasheh et al., 2022).
First, investors have a general idea of a firm's financial health, capital structure, and method of financing operations from the ratio of total debt to total assets. In theory, the smaller this ratio, which indicates that liabilities represent a tiny part of total assets, the less the financial risk the company faces. The riskier the economic system and the likelihood of insolvency and bankruptcy are, the higher the ratio (Kanapickien, 2023).
2.3 Firm size and profitability: Size is a foremost aspect in determining productivity because economies of scale are a concept related to size as per the traditional view.



30

[bookmark: Page 31]Brishti & Moon/Comilla University Journal ofBusiness Studies 10 (2023) 25-40

A company's size is strongly connected with innovation, globalization, adoption of cutting-edge technology, and the ability to handle new competitive difficulties. Through all of these avenues, larger companies record greater productivity, revenue levels, and frequent growth rates. Large businesses can produce items at a significantly lower cost. The term "size of the firm" refers to the increase in the number of employees at a company with a significant market value. The larger the total assets, the more resources the company owns. Total assets, sales, or corporate capital might be used to determine a firm's size. Because they have a larger market and more opportunities to make significant profits, large businesses are more competitive than small businesses (Salehi et a1., 2020). When goods are well-liked and connected to customer demands, sales might increase. High demand in the market will be advantageous to businesses, especially in terms of making profits. The corporation will maximize its profit by increasing sales, which will also boost profitability. High profits make it simple for businesses to develop production facilities as investments. More market demand may be satisfied, and earnings will rise as output rises. Investors will undoubtedly respond favorably to this good news by buying more shares of the company. According to the findings of the study, profitability has a favorable impact on the impact of sales increase on the firm value, as per the research of (Machmuddah et a1., 2020). The profits of the company are influenced by the size of the business. Whether or not the corporation is categorized as a major company depends on the assets it has. Ln total asset is a unit used to calculate company size. (Hirdinis, 2019) demonstrate that profitability is positively impacted by the size of the company. The reason of the article is to revisit the association between company size and productivity.
2.4 Long-term debt to shareholders' equity ratio: A leverage ratio known as the long-term debt to equity ratio is used to compare total long-standing debt to its equity. This ratio highlights the amount of debt the firm has. A larger ratio indicates that the entity is borrowing more money. A ratio of 1 means that the company's long-term debt is equal to the capital contributed by its owners. A healthy long-term debt-to-equity ratio should be less than 1.0, and preferably should be less than 0.5, because we want this ratio to be as low as feasible. Long-term Debt to Equity Ratio = Long-term Debt / Total Shareholders' Equity
This encouraged other investors to show a favorable attitude toward the company's share, which was reflected in a price increase. These factors drive the current study's hypothesis that foreign ownership and company performance are positively correlated (Rashid, 2020). A larger long-term debt to total shareholders' equity ratio often means a greater degree of leverage. This ratio helps businesses determine the proportion of debt in their capital structure and assess how potential future interest rate increases may affect their bottom line. It's essential to keep in mind that organizations with a larger ratio are viewed as riskier from the perspectives of lenders and investors. A greater percentage would indicate that lenders are
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more invested in the company. This means that it will be much simpler for a corporation to obtain more financing from these lenders to expand its core operations. It would be challenging for the company to make additional loans because a new lender's margin of safety is small when the ratio is comparatively high, indicating that a firm is on the way to insolvency. After all, a reduction in cash flow can make it unable to recover interest costs. It's considered a critical financial indicator since it presents a firm's stability and ability to raise more money for expansion.
2.5 Short-term debt to total asset: It is recorded under the current liabilities section of the total liabilities of the balance sheet. Whereas the latter is a consequence of duties resulting from routine business activities, the former is the outcome of activities made to raise money to expand the business. For evaluating a performance, the value of the short-range debt is vital. There is further anxiety about a firm's liquidity, the higher the debt-to-equity ratio. The firm can be in financial distress and may not have sufficient cash on hand to meet its upcoming liabilities. Current liabilities are known as short-term liabilities that will be payable within 12 months. It is essential in measuring a firm's credit rating.
2.6 Liquidity ratio and firm performance: A liquidity ratio is known as financial ratio which is used to know its capacity to repay short-range debt. A company's liquidity ratios can quickly indicate if it is financially stable or at risk of defaulting on its debt obligations (Blessing & Sakouvogui, 2023). A corporation that has a lot of liquidity can pay its short-term debts. Before giving loans, prospective creditors typically look at a company's liquidity. Lenders are interested in knowing whether a company can repay its debts. Insufficient liquidity may result in higher interest rates or rejection (Mann, 2022).
The potential for growth or expansion of a corporation may be constrained by a shortage of credit (Zhang & Sogn-Grundvåg, 2022). The firm's standing and credit rating are highly dependent on liquidity ratio. Bankruptcy can happen if firms ongoing fails to make short-range due payments. The quick ratio and current ratio are the two most popular liquidity ratios. These ratios are excellent for assessing a firm's capacity to fulfill short-range obligations. When the value is bigger than 1.00, indicates entirely covered.
3. Research Methodology
3.1 Data collection.- The study made use of panel data gathered over eight years, from 2014 to 2021, from 28 non-financia1 companies listed on the Dhaka Stock Exchange. The audited financial accounts of these businesses are used to obtain research data. State-owned businesses are those in this study that account for 50% or more of the state's capital, while non-state businesses are the remainder that account for less than 50%. 18 state-owned and 10 privately held businesses make up the sample. This article applies secondary data derived from the financial reports of listed companies on the Dhaka Stock Exchange (DSE).
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3.2 Dependent Variable: The performance of the company is a dependent variable in this study. To assess financial performance, this study used accounting metrics. Several proxies have been used to measure an organization's accounting performance, including ROA (Return on Assets), EPS (Earnings per Share), and NPM (Net Profit Margin).
3.3 Independent Variables. The following independent variables are utilized in this study to determine the firm-level leverage: Total Debt to Total Assets, LTDCE (Long-term Debt to Common Equity), TDTA (Total Debt to Total Assets), and SDTA (Short-term Debt to Total Assets) are four financial ratios (Total Debt to Total Equity). Other elements outside capital structure, such as firm size, the tangibleness of assets, cash flow, liquidity, etc., may also have an impact on how well a company performs. The variables GRO (% change in total Assets, i.e., Growth), Size (Natural log of Total Assets), TAN (Tangibility of Assets), CF (Cash flow, i.e., Operating cash flows to Total Assets), and LIQ are also considered in this study (Liquidity).
3.4 Control Variables: the control variables are liquidity, firm size, and firm age.
Tablel: Measurement of Variables

	Acronyms
	Variable Name
	Measurement-(Proxy)



Dependent variable:
ROA	Return on asset
EPS	Earnings per share
NPM	Net Profit Margin
Independent variable:
TDR	Total debt ratio
LTDR	Long-term debt Ratio
STDR	Short-term debt ratio
LTCQ		Long-term	debt	to common equity


Net Income after tax / Total assets
Net income/weighted average share outstanding Net income / Net sales

Total liabilities/Total asset
Total long-term debts / Total assets= (LTD / TA Total Short-term debts/Total asset =(STD/TA) Long-term debt / shareholders' equity

Control variable:
LQDT
Age


Liquidity Firm age


Current Asset/Current Liability
Firm age= Number of years of firm incorporation date to the sample period



SIZE	Firm size	(Size) = In (Total Asset)
3.5 Econometric Model: The panel data analysis's fundamental model looks like this. The panel-corrected standard error regression model is employed for this study's purposes. The panel data is used with this model. According to (Siddik et a1., 2017), the following model is determined with some modifications:
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Model-1: ROAit = o + § (STDR)+ 2(LTDR) + §,(LTCQ) + 4(TDR)+ bs(LQDT) + fi6 Age
+fi7(size)+ci.	1
Model-2: EPSit = o + bi(STDR)+ bz(LTDR) + 3(LTCQ) + 4(TDR) + §s(LQDT) + fi6 Age
+fi7(size)+ci	2
Model-3: NPM	« + §J(STDR)+ bz(LTDR) + 3(LTCQ) + 4(TDR) + §s(LQDT) + fi6 Age
+fi7(size)+ ei	3
5.6 Regression and Analysis: We applied Two-Stage Least Squares (2SLS) regression using EViews software for our analysis to address the endogeneity issue that may exist between the variables. In panel data, there is a high chance of reverse causation. For example, debt decisions may affect performance, and profitable companies may also influence their debt decisions. Moreover, several unobserved variables, such as management skill, market condition, or innovation, may concurrently affect both factors, resulting in biased estimates when using OLS models. 2SLS helps to address these issues, thereby giving more consistent and increased reliability of underlying relations, which increases the robustness of outcomes and reinforces the cogency of the drawn conclusions.
4. Empirical result and analysis
The results of the Unit root test based on the Augmented Dickey-Fuller Test Equation to test whether the data is stationary or non-stationary where the P-value is significant at a 100% confidence level. Here, the data of all variables are found as stationary at levels. Therefore, the data are suitable to precede further analysis and draw realistic results from regression analysis.
Table 2: Unit Root Test Result

Variable	At Level
	
	T static
	P value

	ROA
	-3.633163
	0.0058

	EPS
	-5.184536
	0.0000

	NPM
	-7.991315
	0.0000

	TDR
	-11.81685
	0.0000

	LTDR
	-4.763541
	0.0001

	STDR
	-11.74446
	0.0000

	LTCQ
	-4.303463
	0.0006

	LQDT
	-3.423282
	0.0112

	FA
	-4.250026
	0.0007

	FS
	-3.763764
	0.0038
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Moreover, descriptive analysis and correlation matrix are also conducted to know the descriptive statistics of the observed values. There is a negative relationship between ROA and Total debt ratio (-0.082), Debt equity ratio (-0.175), Long term debt ratio (-0.32), and long-term common equity ratio (-0.25). However, there is a positive relationship between Net profit margin, total debt ratio, debt equity ratio, short-term debt ratio, Firm age, and Firm size. There is a negative relationship between long-term debt ratio, and long-term debt to common equity.
Table 3: Variance Inflation Factors (VIF)

	
	Coefficient
	Centered

	Variable
	Variance
	VIF

	C
	0.002422
	NA

	TDR
	0.006523
	2.573539

	LTDR
	0.009893
	1.936898

	STDR
	0.005405
	2.149481

	LTCQ
	0.000266
	2.416677

	LQDT
	9.64E-06
	1.292804

	FA
	2.24E-07
	1.042907

	FS
	2.40E-05
	1.448225


A multicollinearity test is conducted in table 3 to ascertain whether the independent variables have a strong correlation among themselves. The test is important because the reliability of the results is questionable in the event of the existence of multicollinearity. Literature has suggested the value of centered VIF value should be below 10. It means that there is no multicollinearity issue in the studied model. Table 4 shows that the centered variance inflation factors are less than the standard value 10. Therefore, multicollinearity is not a problem in this model.
Table 4: Regression Results and Discussion

	Variables
	Model 1: ROA
	Model 2: NPM
	Model 3: EPS

	Intercept (o)
	-0.236339*** (0.043219)
	-0.283019***
(0.047127)
	-0.879174* (0.002576)

	TDR
	-0.145809***
	0.117277
	-0.281746**

	
	(0.073661)
	(0.077331)
	(0.000896)

	LTDR
	-0.232424
	-0.215981
	-0.670053***

	
	(0.084989)
	(0.086450)
	(0.089401)

	STDR
	0.153879***
	-0.121405
	0.346785***

	
	(0.073518)
	(0.070394)
	(0.007084)
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	LTCQ
	
	0.809560**
	0.356342
	0.376717

	
	
	(0.000999)
	(0.015608)
	(0.032415)

	LQDT
	
	0.332650**
	0.013543
	-0.253167*

	
	
	(0.002939)
	(0.002973)
	(0.057808)

	FA
	
	0.034761
	-3.913005
	0.209953***

	
	
	(0.000473)
	(0.000453)
	(0.089601)

	FS
	
	0.151240***
	0.167132
	0.572174***

	
	
	(0.004897)
	(0.000689)
	(0.008760)

	R-squared
	
	0.529351
	0.432165
	0.617934

	Adjusted
squared
	R-
	0.513454
	0.424365
	0.601179

	F-statistic
	
	15.23***
	14.68***
	16.12***

	Estimation
	
	2SLS
	2SLS
	2SLS

	Fixed Effects
	
	Yes
	Yes
	Yes


Note: Here ***, **, * indicate statistically significant at the 1, 5, and 10 percent levels
In model 1, the value of R-square is 0.529351, it is evident that the independent variables account for about 52.93% variation in firm performance. It shows that TDR has a negative and significant relationship with ROA. The regression result reveals that (p<0.05) a significant negative relationship between TDR (0.0001) and ROA at a 1 percent level of significance. This indicates that listed companies with a relatively lower total debt ratio tend to perform better in terms of ROA than companies with a larger percentage of Total debt ratio. This result contradicts the study that conducted a significant positive relationship between the total debt ratio and firm profitability. We can say that if a more portion of the debt-to-equity ratio of the company holds, it will enhance firm performance and the firm can give more return. On the other hand, firm size has a positive and significant relationship with ROA at a 1 percent level of significance. STDR and LTCQ have a positive but significant relationship with ROA at a 5 percent level of significance. But LTD has a negative and significant relationship with ROA at a 5 percent level of significant. Here, overall, the findings indicate that a high liquidity ratio reduces a company's profitability. But the control variable firm size has a positive but significant effect on ROA. Bank managers have recently focused more on capital structure intending to achieve optimal financial cost allocation in bank operations to enhance their performance. It shows that firm age significantly impacts firm performance, which means a more experienced firm has more impact on enhancing performance. This result is in consistent with (Siddik et a1., 2017) (Nguyen & Nguyen, 2020). Here the control variable firm size is a vital factor in changing the firm value.
In case of Model 2, R-square value of 0.432165, it is evident that the independent variables account for about 43.21% variation in firm performance. Here, TDR and LTCQ have a positive but significant impact with NPM at a level of 1 percent significant. The p-value of
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TDR is 0.0013. This indicates that listed companies with a relatively lower total debt ratio and long-term equity ratio tend to perform better in terms of NPM than companies with a larger percentage of Total debt ratio and long-term equity ratio. This result contradicts the study that conducted a significant positive relationship between the total debt ratio and firm profitability. LTDR and C have a negative and significant (p<0.05) relationship with NPM. The p-value of LTDR is 0.0123 and C is 0.0039. However, ER and LQDT have a positive but significant relationship with NPM. The control variable of FS has a positive and significant relationship with NPM at a 1 percent level of significance. Moreover, STDR has a negative and insignificant relationship with NPM. Also, control variables FA has a positive and insignificant relationship with NPM.
In case of model 3, R-square value of 0.617934, it is evident that the independent variables account for about 61.79% variation in firm performance. Here, independent variables TDR have a negative and significant relationship with EPS at a level of 5 percent (p<5) significant. Here the P value of TDR is 0.023. This suggests that listed companies with relatively low total debt ratio and debt to equity ratios typically do better than companies with higher percentages of total debt ratio and debt to equity ratio in terms of EPS. However, LTDR has a negative and significant relationship with EPS at a level of 1 percent significant. Control variable FA (0.0005) and FS (0.0001) has a positive and significant relationship with EPS at a level of 1 percent significant. Here, a key element in modifying the company value is the control variable, which is the firm's age and size. LTCQ has a negative and significant relationship with EPS at a level of 1 percent significant. Moreover, STDR has a positive and insignificant relationship with EPS. Also, LQDT have a negative and insignificant relationship with EPS.
5. Conclusion and Recommendations
Bangladesh, a developing nation, has transformed into an emerging market with enormous potential. Managers and owners must understand which capital structure is optimal for the organization to boost the economy and attract investors. Recently, during this pandemic, the pharmaceutical industry has experienced a surge. Determining the optimal mix of capital structure is therefore vital to achieve the best output and to run the company's operations effectively and efficiently. In addition to other choices, one of a company's most important considerations is whether to use internal or external debt financing because it determines which source of funding is more cost-effective for the organization. This Study sought to determine whether pharmaceutical and chemical firms' capital structures significantly affect their financial performance. This study investigated the impact of capital structure on listed companies indexed in the DSE from 2014 to 2021, focusing on their firm performance. This study included control factors, including business size, age, and liquidity. Statistical software EViews is used to evaluate the 8 years of panel data using the panel corrected standard error technique. According to the study's findings, there is a substantial negative relationship
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between capital structure, as assessed by the short-term and long-term debt ratios, and business performance. This relationship suggests that short-term loans can enhance firm profitability because they can be used efficiently in maintaining routine operations. Moreover, this study revealed that the short-term debt ratio is positively and significantly related to ROA and EPS, whereas it is negatively associated with NPM.
In contrast, the Long-Term Debt Ratio (LTDR) has a significant negative impact on EPS. Liquidity indicators LTCQ and LQDT positively influence ROA. Control variable Firm Size (FS) consistently showed a significant positive influence on ROA and EPS, indicating that larger companies outperform smaller ones. The higher a company performs (ROA, EPS, and NPM), the more it is scaling up. The state management agencies must make it easier for enterprises to get financing when they need to borrow money to grow their operations. Managers should consider interest rate policies that are appropriate so that businesses can obtain them. However, empirical research findings indicate that businesses with higher lending rates perform worse financially. These companies may face increased oversight and creditor scrutiny due to their tendency to borrow more money, which could improve their performance. However, this relationship also depends on the countries' levels of information transparency and the kind of borrowing practices used by their corporate citizens. For developed markets, borrowing is typically done directly through the issuing of debt instruments on financial markets. The capacity to monitor creditors' interactions with the company and a higher level of information transparency are both benefits of a well-developed market. The corporation and its creditors can periodically examine the quality of debt thanks to the secondary market for debt trading, which enables them to make timely adjustments to corporate operations and public performance. Financial leverage and overall company success have a mainly positive correlation for enterprises operating in industrialized nations.
5.1 Implications: This study has implications for shareholders, potential financiers, academicians, and strategy makers because the outcome reflects the influence of variables on performance. The result is noteworthy for local and international investors. Primarily, the significant negative impact of debt on performance suggests that firms should exercise caution when relying heavily on debt financing, particularly long-term debt, as this increases financial risk and reduces earnings. Secondly, the positive relationship between short-term debt and financing suggests that efficient management of short-term financing can be a good way to improve operational profit. Moreover, the significant effect of firm size on profitability indicates the necessity of scaling for expanding asset utilization.
5.2 Limitations: As every study has certain legitimate limitations, this one is not exempt from this rule. First and foremost, the results of this study are based on 28 companies that are listed on the Dhaka Stock Exchange (DSE). Although the listed companies were selected for the sample, the research was unable to obtain primary data due to several factors, including the lack of annual reports and the difficulty of accessing website information. In this situation, a
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company's condition is used to generate the necessary data for that type of corporation, even though its last one- or two-year's worth of annual reports are absent. Nevertheless, this represents a relatively small fraction of the sample year. Second, one of the opportunities for future researchers is to focus on every sector of industry mentioned in DSE since only one industry is covered in this study.
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