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This study examines the determinants of capital structure in general 
and the determinants of corporate debt- maturity in particular for 56 listed 

companies in Saudi Arabia. To achieve this objective the study was set to 
test a number of hypotheses regarding the determinants of capital structure 
and debt maturity. These hypotheses were related to the effects of 

profitability, growth opportunities, asset maturity, size, liquidity and age. 

Total debt ratio was found to be positively and significantly related to the 
percentage growth in total assets and negatively and significantly related to 
liquidity and asset structure. Growth opportunities variable was found to be 
positively and significantly related to long - term debt and was negatively 

and significantly related to short term debt. The relationship between asset 
maturity and long term debt was found to be negative and significant. 
Therefore, there is no support of the hypothesis that debt maturity decreases 
as the proportion of growth potentials increase. Size was found to be 

positively and significantly related to long term debt and negatively and 
significantly related to short term debt implying that larger firms borrow on 
long term and small ones borrow on short term. Profitability, age liquidity 

appeared to have no statistical significance on the different types of debt. 
The implications of these results have been examined and future research 
directions have been suggested. 

- 15-



1- Introduction 

Under the assumptions of the absence of tax and default and with the 
possibility of replacing corporate borrowing with personal borrowing, 
Modigliani and Miller (MM) [1] stated and proved mathematically the 
irrelevance of both the capital structure of the firm and debt maturity in a 
perfect capital market. However, in the absence of such prefect market an 
extensive body of theoretical research has discussed the influence of the 
imperfections on the corporate debt- maturity structure. For example, Myers 
[2] demonstrated the importance of growth opportunities and their impact 
on debt- maturity. Other theoretical contributions have been made by 
Flannery [3] and Diamond [4] who emphasized the importance of 
information asymmetry, while Barnea et al [5] and Ross [6] emphasized the 
effects of the agency problem and signaling respectively. The empirical 
evidence on the importance debt maturity has been provided by a number of 
researchers, including for example Guedes and Opler [7], Barclay [8], Stohs 
and Mauer [9], and Scherr and Hulburt [10]. 

The present paper addresses the determinants of corporate debt 
maturity structure of listed companies in Saudi Arabia. The importance and 
significance of undertaking this study is supported by several factors. First, 
the firms under study in this paper operate in an emerging stock market with 
some features quite different from those prevailing in the developed 
markets. Some of these features include thin trading, inefficiency, weak 
organization and poor information disclosure. Moreover, the Arab stock 
markets including the Saudi stock market are still smaller and less active 
than the developing countries average. For example, in 2001 Arab market 
capitalization to GDP and turnover ratios averaged 26% and 6% 
respectively against corresponding averages of 33% and 29% for 
developing countries [ 11]. In addition to being a small market, the Saudi 
market suffers from concentrated ownership, modest number of listings and 
a fair number of closed companies. 

Second, the listed firms in this market display some characteristics 
quite different from large listed firms in the developed markets in several 
aspects, such as ownership structure, flexibility and tax systems. For 
example, the government owns more than 34% of traded shares and there is 
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also an absence of income tax on citizens. However, citizens have to pay 
Zakat based on their net worth and if there is a non- Saudi partner in the 
ownership of the listed company, he has to pay an income tax on the share 
of the taxable income. Moreover, some sectors like electricity and 
agriculture are enjoying government's subsidies in addition to loans 
provided by Saudi Industrial Development Fund [12]. 

Third, the economy in which the listed companies operate is assumed 

to be interest -free economy and this could have several implications 
regarding borrowing behaviour. In addition to that, the market for finance in 
the Saudi Market is considered to be inefficient as manifested by a number 
of phenomena among which are the concentration of commercial bank 
lending to the trade sector at the expense of the industrial, service and 
agricultural sectors and the absence of a bond market in addition to the 
higher rates of defaults among firms. 

Finally, very few or meager research on the issue of debt maturity has 
been carried out in Saudi Arabia. Apart from the work of ALsakran [12] and 
Abdullah and EL-Siddig [13] on the general determinants of capital 
structure, we could not find an empirical work in this field. 

Therefore, the objective of this paper is to find out the determinants of 
capital structure in general and those of debt maturity in particular. To that 
end the rest of the paper is organized as follows: In section 2 we provide a 
brief literature review of the main determinants of capital structure and debt 
maturity. Section 3 presents the models to be tested as well as the definition 
of the variables and their hypothesized relationships. In section 4 the data 
and the research methodology will be laid out, while section 5 discusses the 
empirical results and section 6 concludes the paper. 

2- Literature Review 

The propositions advocated by MM [1] on the issue of capital structure 
have produced a great deal of debate and discussions about the determinants 
of capital structure and debt maturity of the firm. According to MM and 
under the assumptions of perfect capital market, capital structure would be 
irrelevant, i.e., the market value of the firm and its cost of capital are 
independent of its capital structure and as a result there is no optimal capital 
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structure. However, in the absence of such prefect market and in the 
presence of taxes and floatation costs, MM argued that the value of the firm 

would be maximized by using as much debt as possible [14]. Since then an 
extensive body of theoretical as well as empirical research has identified a 
number of factors that were believed to influence the capital structure and 
debt maturity. These factors include "the maturity matching principles" 
growth opportunities, asset structure, size, age, liquidity and profitability. In 
this section we provide a brief account of the main findings of previous 
studies with respect to the effects of some of the factors mentioned on the 
capital structure and debt maturity. 

In his study on the determinants of financial structure of manufacturing 
companies Gupta [ 15] found a positive relationship between debt ratio and 
fixed assets turnover. This finding explained partially the effects of size and 
growth on capital structure i.e. firms with higher fixed asset turnover tend to 
have higher debt in their financial structure. The rationale for this was that 
those larger firms have lower agency problems and higher tangible assets 
and has easy access to long-term debt markets. Titman and Wessels [16] 
argued that larger firms have higher leverage ratios because they are more 
diversified and enjoy easier access to capital markets and can borrow at 
favourable interest rates. On the other hand smaller firms tend to have lower 
leverage ratios because they are more likely to be liquidated when they are 
in financial distress [ 17] and they face higher failure rates compared to 
larger firms. Therefore a positive relationship is expected between the firm' 
size and the total debt ratio. 

According to Myers and Majluf [18] and in line with the pecking order 
theory (POT) of capital structure, firms prefer retained earnings as the main 
source of finance followed by debt financing and last come new equity 
issues. This is due to the floatation costs and the agency problems that result 
from issuing new equity. In this respect profitability allows the firm to 
employ retained earnings rather than external finance. As a result, a 
negative relationship is expected between profitability on the one hand and 
short- and long-term debt ratios on the other hand. This rationale was also 
advocated by others [16, 19, 20]. 

Liquidity may have a mixed impact on capital structure. On the one 
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hand firms with higher liquidity ratios my use this liquidity to meet 

short-term obligations when they are due and consequently a negative 
relationship is expected between liquidity and short-term debt. On the other 
hand finns may use their higher liquidity in financing their investment 
instead of debt and in this case a negative relationship is expected between 
liquidity and debt maturity [21,20]. 

With risky fixed claims in the firm's capital structure as a result of 
using debt, the benefits from undertaking profitable investment 
opportunities are split between stockholders and debt holders and in some 
cases debt holders may gain more benefits than the stockholders. This 
situation may lead to a conflict of interests between stockholders and debt 
holders and as a result firms financed with risky debt may be pushed to pass 
up some valuable investment opportunities in some states of the future. 
Myers [2] refers to this behaviour as "an underinvestment problem". One 
way for the firm to eliminate or reduce this problem according to the author 
is to shorten the maturity of its debt or include less debt in its capital 
structure. This implies that firms with more investment opportunities should 
employ short -term debt in their capital structure. This hypothesis has been 
tested empirically by a number of researchers [9,22] to mention a few. 

However, the findings of these studies were inconclusive. While the first 
study reported a moderate support of the hypothesis, the second study 
strongly supported the hypothesis and showed that firms with more growth 
opportunities in their investment sets tend to have more shorter-debt in their 
capital structure. 

Asset structure which shows the level of assets that can be used as 
collateral by the firm when it opts for borrowing has an impact on debt 
maturity. This collateral mitigates information asymmetry and agency 
problems because it will secure the interests of lenders in the event of 
problems arising from lack of information or conflicts of interests between 
the internal and external parties. In this regard it is expected that a 
'matching' will take place where long-term assets will be used as collateral 
for long-term debt and short-term assets for short-term loans [22]. The 
rationale for matching can be explained by the fact that debt with maturity 
shorter than the maturity of the asset is risky because the asset might not 
have yielded enough profit to repay the debt. On the other hand, debt with 
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the maturity longer than the maturity of the asset is also risky because debt 

might have to be repaid after the asset ceased to yield income. Therefore, 

firms try to match the maturity of the assets with that ofliabilities. 

The determinants of capital structure were investigated by few scholars 

in the Arab world. For example, in Kuwait it was reported that the use of 

debt in capital structure was negatively related to profitability, liquidity and 
the previous debt ratio and positively related to growth opportunities, 

dividend payout and collateral [23]. In Jordan it was found that a positive 

relationship existed between the use of total debt within the capital structure 
on one hand and the size of the firm and the retention ratio on the other 

hand. Moreover, the ratio of long term debt within the capital structure was 
positively and significantly related to total assets (as a measure of size) and 

the ratio of fixed assets to total assets. 

In Saudi Arabia and in absence of tax, negative relationships between 

the debt ratio on the one hand and growth opportunities and profit margin 
and return on assets on the other hand were reported. In addition, the 

government share in the ownership of public companies and size 
demonstrated a positive relationship with the debt ratio within the capital 

structure [12]. Similar results were reported in a recent study on the 
determinants of capital structure where the total debt ratio was positively 

and significantly related to the past debt ratio and size and negatively related 
to profitability, liquidity, collateral and growth opportunities [13]. 
Surprisingly none of the two studies have addressed the determinants of 

debt maturity among the Saudi public companies. 

3- Variables Definition and Hypotheses 

Based on the review of previous studies with respect to the mam 
determinants of capital structure and debt maturity we have formulated the 
following three models to define the dependent and independent variables 

and stated the hypothesized relationships. 

(1) Rtd =a+ {3
1
Roa + {3

2
0 = {3

3
Size + f3,r4ge + f3

5
Mat + /3rfq 

(2) Rtd = a+ {3
1
Roa + {3

2
0 = {3

3
Size + f3 ,r4ge + {35Mat + {36Lq 

(3) Rtd = a+ {3
1
Roa + {3

2
0 = {3

3
Size + f3 ,r4ge + {3

5
Mat + {36Lq 
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Where: 

Rtd is the ratio of total debt to total assets where total debt includes 
both short-term and long-term debt. i.e Rtd = .IR_ 

. TA 
where TD refers to total debt and T A refers to total assets. 

Rsd is the ratio of short-term debt to total debt, where short-term debt 
includes all types of debt that mature in less than a year (i.e. repayable 
within a year) i.e. Rsd = _§!..P.. where STD refers to short term debt and TD 

TD 
refers to total debt. 

Rid is the ratio of long-term debt to debt, where long-term debt 

includes all types of debt that mature beyond one year i.e. Rld = _I]_I}_ where 
TD 

LTD stands for long-term debt. 

Roa is the return on total assets as a measure of profitability and 

defined as a ratio of operating profit to total assets. Roa = §.§..p; where EBIT 
TA 

is the earnings before interest and tax. The empirical hypothesis here is that 
profit will be negatively related to both short- and long-term debt. 

G stands for the growth opportunities facing a firm and they are 
measured by the percentage change in the total assets over the last three 

TA
1

- TA
1
_3 .. 

years. G = ----------------- where t refers to the year 2000. The empmcal 
TAt-3 

hypothesis is that growth options or opportunities are positively related to 

short-term debt and negatively related to long-term debt. 

Size refers to the size of the firm and is measured by the natural 
logarithm of assets i.e size = LnTA and expected to be positively related to 
total debt and long-term debt and negatively related to short-term debt. 

Age refers to the age of the firm and is expressed in the number of 
years and is calculated as the present year (2000) minus the year of 
inception. The relationship between age and the different types of debt 
maturity is expected to be negative. The rationale for this expectation is 
based on the belief that older firms have the ability to accumulate funds and 
therefore borrow less. 
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Mat refers to the asset structure or asset maturity and is expressed as a 
ratio of fixed assets to total assets and serves as collateral and the ratio is 

expected to be positively related to total debt. However, a matching 
principle may take place and in this situation the ratio of fixed assets is 
positively related to long term-debt and negatively related to short-term 
debt. The maturity of assets is measured by the percentage of total assets 

that is fixed. Mat = _!_1 __ where FA refers to fixed assets and T A refers to 
TA 

total assets. 

Lq refers to liquidity of the firm and is defined as a ratio of current 

assets to current liability i.e. Lq = -~1 __ ,where CA refers to current assets 
CL 

and CL refers to current liabilities. The relationship between liquidity and 
all measures of debt maturity is expected to be negative. 

4- The Data and Method of Analysis 

The data related to the dependent and independent variables were 
extracted from annual balance sheets and profit and loss accounts of a 
sample of 56 stock companies operating in four different economic sectors 
as shown in table (1). This sample represents 74% of the total listed 
companies operating in Saudi Stock Market in 2001 and companies were 
selected according to the availability and continuity of data for the period 
1995-2000. Companies in the financial sector were excluded because of the 
nature of their financial structure. Data were collected for total debt, short
and long-term debt, profitability, liquidity, size, age, asset structure and 
growth opportunities. 
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Table (1) :The Sample of the Study 

Sector Number of Firms 

Industrial 22 

Cement 8 

Service 17 

Agricultural 9 

Total 56 

Source: Zugbaibi and Kabbani [24]. 

5- Empirical Results: 

5.1- Descriptive analysis and ANOVA 

Percentage 

39.3 

14.3 

30.4 

16.0 

100 

Before proceeding with data analysis using the regression analysis, it is 
useful to present summary descriptive statistics of the dependent and 
independent variables described in the previous section. In table (2) we 
reported the means, standard deviations, maximum, minimum and the 
median of these variables. It can be observed that the ratio of total debt to 
total assets on average is less than 24% which is quite low compared to that 
found in some of the economies in the Middle East. For example, the ratio 
amounted to 42% in Jordan [24] and higher ratios were reported in other 
developed and developing countries [25]. In addition to that, 80% of the 
debt issued was short term debt with the median being 19% and the standard 
deviation being 25%. The long -term debt ratio was 20% on average with 
the median being 9% and standard deviation 25%. On the other hand the 
average proportion of fixed assets to total assets (Mat) was 74% with 
median being 78% and the standard deviation 18%. The standard deviations 
of the percentage of the debt ratios were remarkably different from the 
standard deviation of the percentage of fixed assets. The first implication of 
this descriptive statistics was that the matching principle was not apposite. 

Past growth (G), which measures the growth opportunities has a mean 
of 18% which was fairly high and indicated the influence of some high 
growth firms and this could also be deduced from the maximum which 
amounts to 195%. The average size of the firms in the present sample as 
measured by total assets amounted to more than $60 million. 
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Table (2) Descriptive Statistics of Dependent and Independent 
Variables 

Variable Mean 
Standard 

maximum 
.. 

median 
Deviation 

mmtmum 

Rtd (%) 23.46 14.3 63 1.0 21 

Rtd (%) 80 24.9 100 19 19 

Rtd (%) 20 25.2 89 0 9 

Rtd (%) 6.8 7.7 31.3 -12.5 4.8 

G(%) 17.55 48.6 195 -24 0.67 

Size 13.3 1.4 18.3 9.7 13.4 

Lq 1.97 2.1 11.6 0.2 1.4 

Age 18.4 10.4 45 6 17 

Mat 74 18.2 99 4 77.8 

The descriptive statistics may suggest that some variables are skewed 
and as a result we can apply the normality test which indicates that apart 
from the size factor, all variables appear to be normally distributed as shown 
in table (3). 

Table (3) Tests of Normality 

Variable Kolmogorov -Smimov Statistic Sig. 

RTD .137 .024 

RSD .166 .002 

RLD .299 .000 

Roa .174 .001 

G .224 .000 

Size .093 .200 

Liq .315 .000 

AGE .146 .012 

Mat .147 .011 
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In table (4) we report the average leverage ratios and it appears that 
these ratios vary across sectors. Average total debt is above 27% in the 
industrial sector compared to just over 15% in the agricultural industry. The 
agricultural sector displays the lowest total debt ratio and also the lowest 
long term debt ratio, but enjoys the highest short- term debt ratio compared 
to those found in industrial and service sectors. Despite these variations, it 
appears that there is no significant statistical difference as shown by the one 
way analysis of variance. 

Table (4) Average Leverage Ratios Across Sectors 

Sector RTD (%) RTD(%) RTD (%) 

Industrial 27.86 73.68 26.68 

Cement 21.25 73.6 26.4 

Service 22.8 84.76 15.24 

Agricultural 15.78 93 7.0 

One- Way Analysis of Variance 

F- Statistics 1.704 1.704 1.75 

Sig. 0.178 0.169 0.168 

In table ( 5) we present the average values of the main determinants of 
capital structure and it seems that they vary across sectors. It is evident from 
the table that liquidity, age, size and growth vary across industries as 
manifested by the one-way ANOVA. 

Table (5) Determinants of Capital Structure 

Sector Roa (%) G(%) Size Age Mat(%) Lq 

Industrial 7.7 36.8 13.4 18.8 69.6 2.0 

Cement 11.4 3.06 14.2 27.4 74.03 1.8 

Service 1.6 12.2 13.2 15.8 79.75 1.1 

Agricultural 5.0 -6.6 12.5 14.6 73.98 3.8 

One- Way Analysis of Variance 

F- Statistics 1.744 2.4 2.5 3.1 1.0 3.6 

Sig. 0.17 0.08 0.07 0.03 0.40 0.02 
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For example average liquidity in agricultural sector is 3.8 compared to 
just over 1 in the service industry. The average age of the sample firms in 
the cement industry is over 27 years compared to 15 years in the agricultural 

sector. The industrial sector enjoys the highest growth in assets which is a 
positive growth of 37% compared to a negative growth of 7% in the 

agricultural sector. If we compare the results of table ( 4) with that of table 
(5), we can see that companies with the highest debt ratio are those which 
have the highest growth in assets. On the other hand, companies with 
highest liquidity ratios are those which have the lowest total debt ratios. 

5.2- Correlation and regression 

To test for the presence of first-order collinearlity between the 
independent variables, we report in table ( 6) Pearson correlation matrix 
which does not support strongly the existence of collinearlity. Apart from 
the correlation between profitability and age and profitability and fixed 
assets, there is little evidence of a problem of collinearlity. Moreover, the 
correlation coefficient between any two independent variables has not 
reached 50%.2 

Table ( 6) shows no primary evidence of the existence of the matching 
principle as measured by asset maturity (mat) because the correlation 
between the ratio of fixed assets on the one hand and the long-term and 
short-term debt ratios on the other hand is not significant. However, there is 
a negative and significant correlation between asset maturity and the ratio of 
total debt within the capital structure. The growth opportunities variable (G) 
correlated positively with the ratio of long term debt and negatively with 
short term debt. Both correlation coefficients are significant at 5% level. 
This finding is not in line with the proposition of Myers [2] who advocates 
that because of the underinvestment problem firms tend to borrow on short 
term basis. Table ( 6) depicts a positive and statistically significant 
correlation between the size of the firm and the long term debt ratio and a 
negative and significant correlation with short term debt. Despite the fact 
that liquidity (Lq) appears to be negatively correlated with total debt, other 
independent variables have demonstrated very low and insignificant 
correlations with dependent variables. 
2- Even when we ran Spearman correlation instead of Pearson, we found only one correlation 

coefficient between liquidity and assets structure that reached 52%. 
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Table ( 6) Correlation among the variables 

Rtd Rid Rsd Roa G 

Rtd 1 

Rid 0.58*** 1 

Rsd -0.57*** -0.99*** 1 

Roa 0.21 0.04 -0.04 1 

G 0.29 0.33** -0.334** 0.06 1 

Size 0.17 0.28** -0.29** 0.12 0.06 

0.36 -

Age 0.03 -0.01 0.01 *** 0.20 

-

Mat -0.45*** -0.16 0.14 0.37 0.12 

** 

Liq -0.34** -0.06 0.06 - -

0.06 0.08 

*** Correlation is significant at O.Ollevel. 

** Correlation is significant at 0.05 level 

* Correlation is significant at 0.1 level. 

Size Age Mat 

1 

0.33 

** 1 

- -

0.01 0.12 1 

0.33 - -

** 0.11 0.17 

Lq 

1 

In the following paragraphs we employ the linear regression models to 
identify the main determinants of capital structure and test the hypotheses 
formulated earlier where three dependent variables are used: The ratio of 

total debt to total assets(Rtd), the ratio of short- term debt to total debt (Rsd) 
and the ratio of long-term debt to total debt (Rld). The independent variables 

remain as defined before. 

In table (7) we report the main determinants of total debt (Rtd) and debt 
maturity (Rld and Rsd). It can be observed from the table that the significant 
detenninants of total debt of the firms are growth opportunities, liquidity 

and asset structure all of which are significant at 1%. Growth opportunities 
are positively related to total debt which means that firms faced with higher 

growth potentials are more likely to use more debt in financing. For asset 
maturity (mat), the relationship with total debt is negative and statistically 

significant, a result that is contrary to the majority of previous studies. 
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Liquidity is negatively and significantly related to total debt ratio i.e. the 
more liquid the firm is, the less it resorts to borrowing. This result indicates 
that firms with higher liquidity use that liquidity to pay off short-term 
obligations; therefore they reduce short term debt and may also use their 
liquidity to finance part of their long-term investments. 

Other independent variables which include profitability, size and age 
appear to be insignificant determinants of total debt within the capital 
structure. The dependent variables altogether explain more than 50% of the 
variations in total debt ratio. 

Chittenden et al [27] suggested that total debt may mask two opposite 
effects for long-term and short-term debt for some of the explanatory 
variables. Consequently we investigated the effect of the independent 
variables on the two types of debt (short-term and long -term) separately 
and this has been done in table (7). It can be seen that the main determinants 
are growth opportunities, size and asset maturity. These independent 
variables explain about 23% of the variation in both the long term and short 
term debt ratios. 

Growth opportunities variable (G) is found to be positively and 
significantly related to long term debt and negatively and significantly 
related to short term debt at 1% level. This result runs contrary to Myers' 
hypothesis that firms with significant growth opportunities borrow on short 
term basis. In other words we found no support of the prediction that debt 
maturity decreases as the proportion of growth options in the firm's 
investment opportunity set increases. One possible explanation for this 
result is the fact that firms may have the ability to roll over their short term 
debts and therefore short term loans are converted to long term debts. 
Another explanation might be that most of the loans particularly in the 
dominant industrial sector come from the Saudi Industrial Development 
Fund (SIDF) which are paid in installments over 25 years. Moreover, some 
of the companies in this sector enjoy a higher contribution of the 
government share, an element that works as a collateral in securing more 
long term debt. 
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Table (7) Results of the regression models 

···.v~ars 
·;c •. 

Rtd (equation I) .. · . ~l~.(equatiori2) 
' _.~·;. .; 

. •> .. '' 
Constant 0.16*** -0.18 

(3.23) (-0.5) 
Roa -.06 -0.1 

(-0.54) (-0.7) 
G 0.33*** 0.34*** 

(3.13) (2.53) 
Size 0.09 0.05** 

(0.93) (2.0) 
Age -0.04 -0.04 

(0.3) (-0.14) 
Mat -0.61 *** -0.25* 

( -5.6) ( -1.8) 
Liq 0-41 *** -0.04 

(-4.0) (-0.3) 
R2 0.53 0.23 

* Correlation is significant at 0.1 level. 

** Correlation is significant at 0.05 level 

*** Correlation is significant at 0.01 level. 

. ,\-<: • ~ 

~sd (eqmttion3)" 
·., .. :;; ., 

1.23*** 
(3.48) 
0.09 
(0.6) 

-0.34*** 
(-2.6) 

-0.28** 
(-2.06) 
0.03 

(0.22) 
0.23 
(1.6) 
0.3 

(0.26) 
0.23 

The proposed hypothesis that firms seek to match the maturities of 

assets to liabilities is not observed in this study. For the asset structure the 

displayed sign is contrary to the expectation of the model, indicating that 

firms with higher percentage of fixed assets within their asset set use less 

long -term debt. This relationship is found to be negatively and significantly 

related to long term debt and positively but insignificantly related to short 

term debt, which could mean that part of fixed assets is financed by short 
term debt. 

The stated fact in theory is that the proportion of tangible assets is 

related to the availability of collaterals, which may reduce the agency costs 

of debt. The availability of collateral is very important for newly established 

firms which have no close ties to creditors. These arguments suggest a 

positive relationship between the firm's total and long term leverage on the 

one hand and the proportion of fixed assets (maturity) on the other hand. 

The results from developed markets uniformly confirm this relationship. 
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However, in the Saudi emerging stock market we may identify a number of 
factors that limit the importance and role of tangible assets as collateral in 
securing more total debt in general and long term debt in particular. One of 

these factors is the poor and inefficient legal system which in many cases 
make the recovery of collateral (in cases of defaults) costly and 
time-consuming. A second factor relates to the fact that the thin and illiquid 
secondary market for the firms' assets creates uncertainty about their 
recoverable market value and thereby reduce the collateral value [28]. The 
above factors may suggest the negative relationship between tangibility and 
the leverage ratios in this study. The negative relationship between the 
proportion of fixed assets to total assets on one the hand and the long term 
debt on the other hand may reflect the value of flexibility in operations. The 
problem of adjusting to new economic conditions and discovering new 
markets was very severe for Saudi companies. In this respect the 
modification of production operations was more difficult for companies 
with large percentage of fixed assets that require long-term financing. 
[27.183] . 

Size is found to be positively and significantly related to long term debt 
and negatively and significantly related to short term debt at 5% level. This 
result implies that big companies borrow on long term basis while small 
ones are relatively sticking to short term borrowing. This is so because 
larger firms have the ability to reduce the unsystematic risk via 
diversification. The rest of the explanatory variables, namely profitability, 
age and liquidity are statistically insignificant although some of them 
display the expected results with the debt maturity variables. 

6- Conclusions and recommendations 

The focus of this paper has been on the determinants of capital 
structure and debt maturity among listed stock companies operating in Saudi 
Arabia Stock Market. The companies belong to four different economic 
sectors namely industrial, cement, service and agricultural. The main 

findings of the paper show that in general the use of debt among the Saudi 
listed companies is low compared to the reported debt ratios in other 
countries in and outside the region. Among the Saudi stock companies the 
industrial companies have the higher total debt ratio followed by the 
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services, cement and agricultural companies. 

The one way analysis of variance (ANOV A) shows no significant 

differences in the use of debt, whether total, short-term or long-term debt 

among sample companies in the four sectors. Moreover, the results of the 

ANOV A indicate significant differences among the companies in the 

sample with respect to growth opportunities, size, liquidity and age as 

determinants of capital structure. The regression analysis shows that total 

debt is positively and significantly related to growth opportunities and 
negatively and significantly related to both liquidity and asset structure. On 

the other hand, the long term debt ratio is found to be positively and 
significantly related to the growth opportunities and size variables and 

negatively and significantly related to maturity. For the short term debt the 
only two significant variables are growth opportunities and size variables 

which are both negatively related. The interpretation of these relationships 

has been discussed within the context of the framework within which the 
sample companies operate. The other variables which include profitability 

and age, have no significant effect on capital structure and debt maturity. 

The empirical results of this study have to be looked at in the light of the 

features of the companies and the financing market in which they operate. In 
general, debt financing is limited in Saudi Arabia for two main reasons. The 

first reason is that the commercial banks are reluctant to direct much of their 
credit to the industrial, service and agricultural activities and instead they 

concentrate on lending to the trade sectors. The second reason rests in the 

absence of a developed bond market where companies can resort to. 

At company level, we observe that some companies in the industrial 
sector enjoy government support and free interest loans. This explains 
partially the higher debt ratios in this sector, both long- and short-term, and 
the insignificant impact of some variables like profitability in explaining the 
variations in capital structure. Other companies such as those in the cement 
and agricultural sectors do not receive direct subsidy from the government 

have to rely on their own resources in order to decide on the level and 
structure of debt in their capital structures. We believe that more research in 

this area may help in verifying the extent to which variations in capital 
structure between industries are due to industry effects. Moreover, a study 

- 31 -



based on the use of long time series data is needed to gain more insights into 
the determinants of capital structure in general and debt maturity in 
particular. 

References 
[1] Modigliani, F and Miller, M.H., (1958) "The Cost of Capital, Corporation Finance and the Theory 

oflnvestment" American Economic Review, Vol. 48, PP. 261-97. 

[2] Myers, S.C. (1977), " Determinants of Corporate Borrowing", Journal of Financial Economics, 

Vol. 5. PP.147-175. 

[3] Flanner, M.,J., (1986), " Asymmetric Information and Risky Debt Maturity Choice", Journal of 

Finance, Vol.41. PP. 19-37. 

[4] Diamond, D., W. (1991)," Debt Maturity and Liquidity Risk", Quarterly Journal of Economics, 

Vol. 106. PP. 709-737. 

[5] Barnae, A., Haugen, R. and Senbet,L. (1980), "A Rationale for Debt Maturity Structure and Call 

Provisions in the Agency Theory Framework", Journal of Finance, Vol.35, PP. 1223-1234. 

[6] Ross,G.C.,(l977),"The Determinants of Financial Structure: The Incentive Signaling Approach," 

Bell Journal of Economics, Spring, PP. 23-40 

[7] Guedes, J. and Opler,T. (1996), " The Determinants of the Maturity of Corporate Debt Issues," 

Journal ofFinance, Vol. 51. PP. 1809-1833. 

[8] Barclay, M. J., and Smith, C. W., (1995), "The Maturity Structure of Corporate Debt", Journal of 

Finance, Vol. 50, June PP. 609-631. 

[9] Stohs, M. and Mauer. D., (1996) " The Determinants of Corporate Debt Maturity Structure", 

Journal ofBusiness, Vol. 69, NO.3. PP. 279-312. 

[10] Scherr, F. and Hulburt, H., (2001), " The Debt Maturity Strucutre of Small Firms", Financial 

Management, Spring, pp. 85-111. 

[11] Bolbol,A. and Omran, M (2004), Arab Stock Markets and Capital Investment. Arab Monetary 

Fund, UAE. 

[12] AL- Sakaran ,S., (2001)"Leverage Determinants in the Absence of Corporate Tax System: The 

Case of Non-Financial Publicly Traded Corporations in Saudi Arabia", Managerial Finance, 

Vol.27, No. 10111, pp. 58-86. 

[13] Abdullah,A. and Elsiddig,B (2002) " The Determinants of Capital Structure of Industrial Listed 

Companies in Saudi Arabia", Public Administration, Vol.42, No.2, pp.723-747. 

[14] Modigliani, F and Miller, M.H., (1963) "The Cost of Capital, Corporation Finance and the 

Theory oflnvestment", American Economic Review, Vol. 48, pp. 261-97 

(15] Gupta,M.C., (1969) " The effects of Size, Growth and Industry on the Financial Structure of 

- 32-



Manufacturing Companies", Journal of Finance, Vol. 24, pp. 517-529. 

[16] Titman, S. and Wessels, R. (1988)," The Determinants of Capital Structure Choice", Journal of 

Finance, Vol.43, pp. 1-19. 

[17] Ozkan, A. (1996), "Corporate Bankruptcies, Liquidation Costs and the Role of Banks", The 

Manchester School, Vol. 64, pp. 187-221. 

[18] Myers, S.C. and Majluf, N.S. (1984), " Corporate Financing and Investment Decisions When 

Firms have Information that Investors Dnot Have", Journal of Financial Economics, Vol. 13, 

PP.187-221. 

[19] Whited, T. (1992), "Debt Liquidity Constraints and Corporate Investment: Evidence from Panel 

Data", Journal of Finance, Vol. 47, pp. 1425-1460. 

(20] Ozkan, A. (2001), " Determinants of Capital Structure and Adjustment to Long Run Target: 

Evidence From UK Company Panel Data", Journal of Business Finance and Accounting, Vol. 

28, No. 1 &8 (Jan./Marsh), PP.175-198. 

[21] Prowse, S.D., (1991), " Institutional Investment Patters and Corporate Financial Behaviour in 

U.S. and Japan", Journal of Financial Economics, Vol. 27. PP.43-66. 

(22] Hall, G., Hutchinson and Chittenden, F. (2000), " Industry Effects on the Determinants of 

Unquoted SMEs' Capital Structure", International Journal of the Economics of Business, Vol. 7, 

No.3. PP. 297-312. 

[23] Abdulla, J (1994), "An Empirical Investigation of Pecking Order Hypothesis: The Case of 

Kuwait," Arab Journal of Administrative Sciences, Vol. I. No.2. PP.407 423 

(24] Zugbaibi and Kabbani (2003), Gulflnvestment Guide, Jeddah, Saudi Arabia 

[25] Omet, G.M. and Nobanee ,H.J. (2001), "The Capital Structure of Listed Industrial Companies in 

Jordan", Arab Journal of Administrative Sciences, Vol. 8, No.2, PP. 273-289 

[26] Claessens,S., Djankov,S. and Lang, L. (1998), " East Asian Corporates: Growth, Financing and 

Risks over the Last Decade", World Bank Policy Research Paper, Washington (DC), 1-23. 

[27] Chittenden, F , Hall, G. and Hutchinson P. (1996), " Small Firm Growth, Access to Capital 

Markets and Financial Structure: a Review of Issues and Empirical Investigation", Small 

Business Economics, Vol. 8, pp. 58-67. 

[28] Nivorozhkin, E. ( 2002) "Capital Structure in Emerging Stock Markets: The Case of Hungry" 

Developing Economies, XL-2, June, pp. 166-87 

- 33-




