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Abstract. Decisions regarding to capital structure is essential one since firm’s
profitability affected by such decision. This study is vital for financial
managers to understand an effect of Capital Structure on Profitability. The
paper was aimed to examine relationship between Capital Structure and
Profitability of listed firms in Kazakhstan over five years’ period from 2013 to
2017. Secondary data such as audited financial statements were used from
randomly selected fifty listed companies in Kazakhstan. Regression analysis,
specifically, generalized method of moments (GMM) estimator has been
employed in order to analyze an impact of capital structure on firm’s
performance. The findings of this study revealed that a significant negative
relationship between total debt ratio and profitability of Kazakhstani listed
firms.
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Anparna. Kanutanm KypbeUTBIMBIHA KATBICTBI IIEHIIMAEP MaHBI3IbI
OosbIm  TaOBLIAABI, OWTKEHI (UPMAaHBIH TaOBICTBUIBIFBEI OCHI IIEHIIMIEPTe
OarbIHBIIITEL. byJT 3epTTey KapKbl MEHEIDKEPIEPIHEe KalUTal KYPHUIBIMBIHBIH
nalJaablIBIFbIHA OCEPIH TYCIHY YIIiH oTe MaHwBAbl. basagama 2013-2017
KBUIAAP apallbIFbIHIAFl Ke3eHIe Oec Kbul iminae KasakcTaHmarbl TUCTUTTIK
KOMITAHHMSUTAPJBIH, ~ KaluTaldl KYPBUIBIMBI MEH  KIPICTUIITT  apachIHIAFbI
KATBIHACTHI 3epTTEyre OarbITTalFaH. AYAUTOPIBIK KAPKBUIBIK €CeOl CHUSKTHI
Kalitanama naepektep Kazakcranparbl ey KOMIIAHMSIAH KE3CHCOK Typae
KOJaHbUIABI. KanuTan KypbUIBIMBIH (PUPMaHBIH OHIMIUIITIHE 9CEpiH Tauaay
YIIIH pPerpeccusUIblK Tajljlay, aran aWTKaHaa, J>KaIMbUIAHFaH OiC-COTTep
(OKOC) Oaramay arkapsIMbl  peTiHAE  HalgalaHbUINBL.  3epTTEyIiH
KOPBITBIHBICH Ka3aKcTaHIBIK JTMCTHHITIK KOMIAHHSUIAPIBIH)KAIIBI Oeperiek
KOO(QPHUIMEHTI MEHKIpICTUIIr  apachIHIAFbl eleylli Tepic KaThIHACTHI
AHBIKTAIbI.

Tyilinai ce3mep: KamuTan KypbUIBIMBI, KipiCTLTIK, >Kajmbl Oeperek
KO3 (D PUITMEHTI, JTICBEPHIK.

skskk

AnHOTanus. PemeHus, kacarommecs CTPYKTYphl KaluTajga, WMEIOT
BaXHOE 3HAYEHHUE, IMOCKOJIbKY TPHOBUIBHOCTH (PUPMBI 3aBUCUT OT TaKOTO
pelreHus. DTO HMCCIeA0BaHNE BAXKHO JUIS (PUHAHCOBBIX MEHEKEPOB, YTOOBI
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MOHATh BIUSHUE CTPYKTYPhl KamuTajga Ha MpUOBUIBHOCTH. llenmpio maHHOTO
WCCJICTOBAHMSI SIBIISICTCS U3YYCHHUE B3aUMOCBSI3H MEXKY CTPYKTYpPOU KamuTaia
1 NpUOBUIBHOCTHIOKOMITAHWM, KOTHpYIOIMUXCs Ha Oupke B Kazaxcrane 3a
natunetHuit nepuon ¢ 2013 nmo 2017 rox. BropuuHble naHHBIE, TaKhe Kak
aynupoBaHHas (UHAHCOBAasS OTYETHOCTh, MCIOJIB30BAINCH OT CIy4ailHO
BBIOpAaHHBIX  MATHACSCATH  JUCTHHTOBBIX  KommaHuid B Kasaxcrase.
Perpeccronnplii aHanu3, B YaCTHOCTH, OIEHKa OOOOIIEHHOTO METoa
MoMmeHTOB (OMM) ucnosip30Bascs A aHaJIW3a BIUSHUSA CTPYKTYpbI KalluTaa
Ha PE3ynbTaThl JEATEILHOCTH (GUPMBI. Pe3ymbTaThl 3TOTO HCCICAOBAHUS
MOKAa3ajdy, 4YTO CYIIECTBEHHAs OTpHUIATENbHAS  B3aUMOCBS3b  MEKIY
kod(duimeHToM 00IIeH 3aJ0HKHOCTH M TMPUOBUIBHOCTHIO Ka3aXxCTAaHCKHUX
JINCTUHTOBBIX KOMIIAHHIA.

KiroueBble  ciaoBa:  CTpyKTypa  KamuTajia, pPEHTAOCIBbHOCTb,
K03 puuHeHT 0011ei 3aJ0KEHHOCTH, JIEBEPHIK.

Introduction

Nowadays in competitive and changing economic environment world,
financial decision is crucial in day to day performance efficiency and
operations of a firm. Business’s financial decision influences most of all
activities in a company. In the sphere of corporate finance, capital structure
(CS) is the most arguable subject for individuals in academic field and
practitioners [1]. Essentially, CS is the combination of debt and equity
financing that is used in order to finance its operations [2]. The notion is
referred as mix of equity and debt which make firm’s total capital [3]. In
general, a firm can choose among many types of CS whether to employ a high
amount of debt or low level of debt financing [4]. CS decision is important one
because firm performance is strongly affected by that decision [3].
Furthermore, the decision is very vital because of the need to maximize their
returns as well as it influences on the firm’s value. Besides that, solution
adapted regarding to CS decision assist companies to adjust under competitive
and changing environment. Thus, companies need to set appropriate strategy in
order to have accurate combination of equity and debt to finance its assets.
However, apart from investment decisions, CS decisions perform another
decision. Hereby, it is essential because of the involving a vast amount of
finance and has firm’s implication in long run [5]. In addition, CS provide
financial information to the management and users on how firm’s strategic
decision creating its value [4].

Generally, companies concentrate attention to internal financing rather
than on external in order to have stability on firms’ operations [6]. In a case,
when external financing could not be avoided, the firm is highly opting for
secured debt financing and firms would issue equity as common stock for last
order [7]. Furthermore, tax system has an effect when choosing appropriate
level of debts [8]. In a situation when interest on debt is not tax deductible,
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companies are in difference whether to employ debt or equity to enhance its
operations. Therefore, companies would not choose debt as CS since there is
no tax advantage for debt. However, if interest from debt is tax deductible,
firm would use debts in order to maximize its returns. Thus, due to tax benefit
companies would prefer external financing as debt [4]. On the other hand,
usage of huge amount of debts for CS leads to default risk [10]. Default risk is
referred to the unpredictability of paying its obligations during specified time
frame [9]. From the point of risk, high level of debt ratio overcome all benefits
in terms of tax. However, under unfavorable situation, firm might fall into
difficult times and earnings before interest and tax (EBIT) is not sufficient to
pay for interest charges, after that, main users of financial statement such as
shareholders need to overcome that issue and in case of inability to do that,
firms might go bankruptcy. Due to this, using too much debt lead to the
possibility to be bankrupted [4].

The objectives of this study is to examine the relationship between total
debt (TD) and profitability.

Financial performance of s firm is dramatically impact on different
factors and among them CP is one of the main factors. Vast amount of studies
has been researched to examine any significant relationship (negative, positive
or no relation) between performance efficiency and CS and additionally,
authors come into different results [11].

Salim&Yardar[11] found that total debt (TD) negatively effect on
return on equity (ROE) and these findings in line with [4], [5], [6]. Besides
that,Tailab [12] has found negative relationship between non-current liabilities
as well as TD. The reason is that the more company uses its external financing
as debt leads to lower performance level and means company uses more equity
finance.

However, there are studies that found positive relationship between dependent
variables such as ROE and independent variables as TD, for instance, [7].

Methodology
The present study used secondary data for the analysis. Secondary data refers
to the data that previously has been collected rather than gathered by
researcher. Secondary data was obtained from financial reports which made up
of statement of profit or loss and statement of financial position of the sample.
These data were taken from Kazakhstan Stock Exchange (KASE), firm
publications and official websites. Specifically, the financial statement of the
observed sample was collected for the period 2013 to 2017.

The study has employed panel data which were collected from 50 listed
companies of Kazakhstan (Figure 1) for a five years’ study period (2013-2017).
The present study employed stratified sampling method. Listed firms were
screened against several factors: financial service institutions (banks and
insurance companies) were deleted from the sample and those companies
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which have incomplete annual reports or insufficient data also were excluded
from the study.
Figurel. Sample of companies by main activities (in %)
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GMM is an efficient test and tool that can reduce and ease endogeneity
problem. Endogeneity is the correlation between the parameters or variables
with the error term. This test controls the endogeneity problem by employing
unobservable shocks in the cross sectional component [14]. The validity of the
GMM estimators depends on fulfilling following two necessary conditions.
First, the Hansen/Sargan test for instruments validity and the second is the AR
(2) for the second order serial correlation in the disturbances.

The Sargan test is performed to explore the over identifying
restrictions. This test is measured by Chi- squared p value. A strong evidence
of the validity of the model is achieved and the Chi square result is not
significant. The Sargan test measures the validity of the instruments used in the
estimation [14].

The serial correlations AR (2) determine the absence or existence of
first and second order serial correlations. First and second order autocorrelation
tests of residuals are employed to test the null hypothesis of no serial
correlation [14].

Research model

ROE it = 29+ A;TDR i+ ASIZE;+ 23GROWTH+é;,

Where:
Ao is the intercept of the equation
A is regression coefficient
ROE is return on equity
TDR is total debt ratio
Size is natural logarithm of total assets
Growth is Current Year Sales minus Previous Year Sales divided by
Previous Year Sales
iis firm
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t is period, 2013-2017

¢ is error term

Results and Findings

Descriptive statistics are present on Table 1 that provides summary of
measures of dependent, independent and control variables for the sample of the
firms. From the analysis, we can observe that listed firms on average finance
their total assets by 57% by total debt.

Table 1 Summary of Descriptive statistics

Variable Obs Mean Min Max
ROE 250 -1,29 -140.02 8.58
TDR 250 0.57 0.01 2.12
Size 250 7.64 5.37 10.38
Growth 250 0.27 -0.99 18.87

Source: Compiled by author, based on results on STATA

Table 2 is presented summary of regression model by using GMM
estimator. From analysis, it is seen that TD ratio is statistically significant and
negatively relates to ROE. Basically, post diagnostic test is provided and null
hypothesis of Arellano-Bond Test for AR2 and Hansen test are supported.
Therefore, it is concluded that total debts negatively impact on profitability of
listed firms in Kazakhstan.

Table 2 GMM Regression model of ROE and Independent Variables

GMM regression Model

Number of obs. 250

Number of groups 50

ROE Coef. | Robust |t p>[t] [95% Conf.Interval]

Std.Err

TDR - 1.7111 | -2.18 | 0.034** | -7.170002 | -0.2927216
3.731
3

Size 0.966 | 0.6606 | 1.46 | 0.150 -0.360565 | 2.294522
9

Growth 0.281 | 0.1484 | 1.90 | 0.064* |-0.169739 |0.5797105
3

_Constant | - 52715 | -1.26 | 0.215 -17.21743 | 3.969836
6.623
7

Arellano- | Pr>z 0.146

Bond Test

for AR(2)

Hansen Prob>Chi (2) 0.311

test
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NOTE: *Statistically significant 10%
** Statistically significant 5%

Source: Compiled by author, based on results on STATA

Conclusion

To sum up, CS decision is vital one since profitability and company
value is affected by such decision. What’s more, such decision is helpful to
deal with competitive and changing environment. Thus, this study is essential
for companies as well as financial managers. According to our study, from
panel data regression analysis results revealed that total debt level negatively
affects to profitability of listed firm in Kazakhstan. More company uses debts,
lower profitability is.

The sample of this study is not analyzed by sectors, thus, the outcome
of the study may not represent results by sectors. Besides that, in order to have
deeper analysis, other independent variables should be included. The study
didn’t take into account macro level such as interest rate or inflation rate.
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