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Extended abstract – Work in progress 

This paper takes a closer look at the links between corporate capital structure and firm-level 

productivity, profitability and access to finance. We analyse if the overall capital structure (i.e. 

the mixture of debt and equity financing) has an influence on industry- or firm-level produc-

tivity and profitability based on Danish industry-level and firm-level accounting data from the 

period 2000-2011.  

Our results indicate that the overall capital structure has no significant impact on profitabil-

ity or productivity, neither at an industry level nor at a firm level. We find no significant corre-

lation between a firms' debt-to-assets ratio and their return on assets, growth in labour 

productivity or growth in total factor productivity. This finding is consistent with Modigliani 

and Miller (1958) who showed that the value of a firm is independent of its capital structure 

subject to certain idealised assumptions. A suggested implication of this irrelevance theorem 

is that a firm's return on assets or productivity is independent of its capital structure. The 

capital structure matters only for the distribution of the return on assets among different 

creditors and shareholders but not for the size of the return on assets or the level of produc-

tivity or productivity growth. 

However, the mix between equity and debt financing is usually considered to be important 

in relation to financial stability. Firms with high solvency ratios are more robust to adverse 

macroeconomic shocks than firms with low solvency ratios. Since corporate customers con-

stitute a large share of the lending portfolio in the banking sector, the financial system will all 

else equal be more robust the higher the solvency ratios are in the non-financial business 

sector. Furthermore, high solvency ratios give firms a larger range of financing options to 

choose from and thereby lower funding and refinancing risks. Our analysis based on Danish 

firm- and bank-level data for small and medium-sized enterprises (SMEs) shows that firms 

with high solvency ratios tend to have a higher acceptance rate when they apply for bank 

loans than firms with low solvency ratios. We also find that firms that issue exchange-traded 

stocks and bonds have higher solvency ratios than other firms. 

Our empirical results suggest that there are no "costs" (before tax) for firms in terms of lost 

profitability or productivity by increasing the equity ratio to achieve this greater resilience to 

shocks to the economy and greater financial flexibility and safety. After tax, however, there 

may be a cost due to the bias in favor of debt financing over equity in the Danish tax system.  

Finally, our results indicate that the credit-rating system in the Danish banking system after 

the financial crisis seems to allocate the loan capital to the most solid, profitable and produc-

tive businesses. This is an important and necessary condition for the banking system to func-

tion as an efficient provider of loan capital. Prior to the financial crisis there was no significant 

relationship between banks' acceptance of loan applications and corporate customers' prof-

itability and productivity. 


