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Abstract
This paper examines how capital structure choices relate to shareholders’ wealth in a high-cost borrowing environment, using panel data for 43 listed Nigerian manufacturing firms over 2013 to 2023 (473 firm-year observations). Shareholders’ wealth is proxied by market capitalisation, with short-term and long-term interest-bearing debt as the principal regressors, cost of debt as a conditioning variable, and profitability and firm size as controls. The empirical strategy relies on pooled Ordinary Least Squares with year effects and firm fixed effects with year effects, with standard errors clustered at the firm level. Interaction terms are constructed from mean-centred debt ratios to aid interpretation and reduce collinearity. The results show that short-term debt is positively and significantly associated with shareholders’ wealth in both estimators, whereas long-term debt is negatively and significantly associated with shareholders’ wealth. The direct effect of the cost of debt is negative and statistically significant in the pooled specification but not in fixed effects. In the fixed-effects framework, the cost of debt significantly moderates the debt–wealth relationship, with a positive interaction with short-term debt and a negative interaction with long-term debt. Overall explanatory power is high in OLS with year effects and, as expected, more modest for within-firm variation. The findings highlight the joint importance of tenor mix and borrowing costs for value creation, with practical implications for treasury policy, investor screening, and credit-market interventions in emerging economies.
Keywords: Capital structure; Shareholders’ wealth; Cost of debt; Short-term debt; Long-term debt; Debt maturity structure; Fixed effects panel; Emerging markets; Nigeria; Manufacturing firms

Introduction
The choice of capital structure remains a fundamental concern in corporate finance because it directly influences firm valuation and the wealth of shareholders. Seminal international evidence shows that despite institutional differences across countries, firms’ leverage choices are systematically related to a core set of firm-specific characteristics, including profitability, asset tangibility, firm size, and growth opportunities (Rajan & Zingales, 1995). Subsequent synthesis work confirms the robustness of these relationships over long historical periods and across alternative leverage definitions, while also highlighting the role of debt market conditions and inflation expectations in shaping financing behaviour (Frank & Goyal, 2009). In emerging economies, however, where interest rates are persistently high and macroeconomic conditions are unstable, financing decisions take on an even more critical role.
For firms in Nigeria’s manufacturing and non-financial sectors, borrowing costs are persistently high and access to long-term financing is constrained, making the efficient structuring of debt not merely a theoretical consideration but a practical necessity for survival and competitiveness. In such high-cost borrowing environments, capital structure choices are closely intertwined with debt maturity composition and borrowing costs, which together condition the extent to which leverage enhances or erodes shareholder value. Understanding how these financing decisions affect shareholder wealth is therefore of paramount importance to corporate managers, policymakers, and investors (Sike et al., 2022, 2023; Uremadu & Onyekachi, 2018).
Shareholder wealth is generally defined as the market value of a firm’s equity and is most commonly proxied by market capitalisation, dividend returns, and stock price appreciation (Farooq, Su, & Haque, 2016). Capital structure, on the other hand, refers to the mix of debt and equity used to finance a firm’s activities (Modigliani & Miller, 1958). Within this framework, short-term debt offers flexibility and typically lower financing costs but exposes firms to refinancing risk, while long-term debt provides funding stability but can exacerbate financial distress when interest rates are high. The cost of debt, representing the effective interest rate a firm pays on its borrowings, therefore becomes a decisive channel through which macroeconomic conditions translate into firm-level valuation outcomes (Damodaran, 2024). Consistent with this view, Frank and Goyal (2009) emphasise that debt market conditions play a critical role in shaping financing behaviour, even though their primary focus remains on leverage determination rather than shareholder value effects.
Extant literature has offered significant insights into the capital structure–firm value relationship. Studies in developed economies generally find that debt can enhance firm value through tax shields up to the point where the risk of financial distress outweighs such benefits (Kraus & Litzenberger, 1973; Jensen & Meckling, 1976). Evidence from emerging markets, however, is less consistent. For instance, Chen and Wang (2017) report that short-term debt depresses market value in China’s manufacturing firms, whereas Froko (2017) finds that short-term financial leverage enhances shareholder wealth in Ghanaian banks. Recent studies further suggest that high borrowing costs can erode the value-enhancing effects of debt financing, particularly long-term debt, in environments characterised by volatile interest rates and currency fluctuations (Bakri, Sufian, & Chin, 2022; Uwuigbe, Otekunrin, & Otekunrin, 2023).
Despite these contributions, important gaps remain in the literature. First, while prior studies have identified firm-level determinants of leverage across countries (Rajan & Zingales, 1995; Frank & Goyal, 2009), most focus on leverage determination rather than on how debt structure and borrowing costs jointly influence shareholder wealth. Second, research in African contexts has disproportionately concentrated on financial institutions, leaving the manufacturing sector underexplored. Third, many studies rely on single-method regression approaches that may not fully capture unobserved firm heterogeneity and time-specific shocks inherent in volatile, high-interest environments. Consequently, there is limited evidence on how the interaction between debt maturity choices and the cost of borrowing shapes shareholder wealth in Nigeria’s manufacturing sector.
This study aims to address these gaps by examining the extent to which short-term and long-term debt affect shareholder wealth and by assessing how the cost of debt moderates these relationships in a high-cost borrowing environment. Using panel data from 43 listed Nigerian manufacturing firms over the period 2013–2023, the study employs Ordinary Least Squares with year effects and firm Fixed Effects with year effects to isolate both cross-sectional and within-firm dynamics. By incorporating interaction terms between debt structure and borrowing costs, the analysis explicitly captures the channel through which adverse debt market conditions influence shareholder value.
The main contribution of this study is threefold. First, it extends capital structure theory by demonstrating how the traditional benefits and costs of debt are conditioned by borrowing costs in emerging markets. Second, it provides sector-specific empirical evidence from Nigeria’s manufacturing firms, a context largely overlooked in prior research. Third, it offers practical guidance for corporate managers and policymakers by highlighting the importance of cost-efficient debt management strategies for enhancing shareholder value in high cost borrowing environments.
2. Literature Review
2.1 Theoretical Framework
The relationship between capital structure and shareholder wealth has been explained by several key theories of corporate finance. The most influential among these are the Trade-off Theory, the Pecking Order Theory, and Agency Theory.
The Trade-off Theory posits that firms balance the benefits of debt, particularly the tax shield provided by interest deductibility, against the costs of financial distress and bankruptcy (Kraus & Litzenberger, 1973). Under this framework, firms maximise value by choosing an optimal debt level where marginal tax benefits equal marginal distress costs. However, in high-cost borrowing environments, the benefits of debt may be offset more quickly, reducing the likelihood of value creation.
The Pecking Order Theory (Myers, 1984) suggests that firms prefer internal financing through retained earnings, followed by debt, and only resort to equity as a last option. This hierarchy arises due to information asymmetries between managers and investors, which make external equity more expensive. In contexts such as Nigeria, where borrowing costs are high, this theory predicts an even stronger reliance on internal financing, with debt used cautiously.
Agency Theory (Jensen & Meckling, 1976) explains how debt can discipline managers by limiting free cash flow available for discretionary projects. However, high interest obligations can also increase the likelihood of financial distress, shifting risk from shareholders to debt holders and eroding firm value. The theory thus highlights both the disciplining and constraining roles of debt.
Collectively, these theories underscore the contingent nature of capital structure decisions. The extent to which debt enhances or reduces shareholder wealth depends not only on the maturity structure of debt but also on the prevailing cost of borrowing.
2.2 Empirical Review and Hypotheses Development
2.2.1 Short-Term Debt and Shareholders’ Wealth
Short-term debt provides firms with liquidity and flexibility, enabling them to meet working capital needs without committing to long-term obligations. Empirical evidence, however, remains mixed. Smith and Brown (2015) reported a negative association between short-term debt and market capitalisation in United States technology firms, suggesting refinancing risks diminish value. Similarly, Chen and Wang (2017) observed that Chinese manufacturing firms with high short-term debt experienced lower firm valuation.
In contrast, Froko (2017) found that higher levels of short-term financial leverage increased shareholder wealth in Ghanaian banks, reflecting the benefits of flexibility in emerging markets. Altaf and Ahmad (2019) also argued that short-term credit can improve firm performance by adjusting quickly to financial needs. However, Baños-Caballero, García-Teruel, and Martínez-Solano (2016) cautioned that excessive reliance on short-term financing heightens refinancing and liquidity risks, which may undermine value.
In Nigeria, studies are limited but indicate similar dynamics. Oke and Adebayo (2020) found that short-term debt negatively influenced firm valuation in the agricultural sector, emphasising the risks of liquidity shocks in volatile financial environments. Against this backdrop, the study proposes the following hypothesis:
H1: Short-term debt has a significant effect on shareholders’ wealth in high-cost borrowing environments.
2.2.2 Long-Term Debt and Shareholders’ Wealth
Long-term debt is commonly used to finance capital expenditures and strategic growth initiatives. Theoretically, it provides stability and reduces refinancing pressure. However, empirical studies often show adverse effects on shareholder wealth in developing economies. Shubita and Alsawalhah (2012) documented that excessive long-term debt increased bankruptcy risks and reduced profitability among Jordanian firms. Li, Meng, and Sun (2022) highlighted that long-term debt can improve value only when borrowing costs remain manageable.
In emerging markets, Martinez and Lopez (2016) found that long-term borrowing in Brazil’s energy sector eroded firm valuation when interest rates were high. Similarly, Caragnano, Giacosa, and Mazzoleni (2020) concluded that while long-term debt can limit managerial discretion and overinvestment, its value-enhancing potential declines in environments of financial instability.
Evidence from Nigeria underscores this trend. Ogundajo and Nwaobia (2021) reported that long-term debt had a negative association with shareholder wealth among listed firms, primarily due to high servicing costs. The findings suggest that reliance on long-term borrowing in volatile environments may constrain investment opportunities and diminish market confidence. Accordingly, the study hypothesises that:
H2: Long-term debt has a significant effect on shareholders’ wealth in high-cost borrowing environments.
2.2.3 Cost of Debt, Debt Structure, and Shareholders’ Wealth
The cost of debt represents the effective rate a firm pays on its borrowings, reflecting both explicit interest expenses and implicit risks of financial distress. It is a critical determinant of whether debt financing enhances or erodes shareholder wealth. Fama and French (2002) argue that high borrowing costs can neutralise the tax benefits of debt, thereby reducing firm value. Empirical evidence confirms that borrowing costs play a moderating role. Borio and Zabai (2020) demonstrated that rising interest rates increase debt servicing burdens, weakening firm performance.
In the Nigerian context, where interest rates often fluctuate between 10 and 20 per cent (Central Bank of Nigeria, 2023), the moderating role of borrowing costs is particularly pronounced. Ogundipe, Osho, and Adebayo (2022) showed that during the COVID-19 period, rising borrowing costs amplified financial distress in manufacturing firms, diminishing market valuation. Similarly, Uwuigbe et al. (2023) concluded that firms exposed to high cost of debt experienced reduced capacity to generate shareholder wealth, irrespective of their debt maturity structure.
Integrating these findings suggests that borrowing costs not only directly affect shareholder wealth but also shape the impact of short- and long-term debt on firm value. Consequently, the following hypotheses are proposed:
H3: The cost of debt is negatively associated with  shareholders’ wealth.
H4: The cost of debt does not significantly moderate the relationship between short-term debt and shareholders’ wealth.
H5: The cost of debt does not significantly moderate the relationship between long-term debt and shareholders’ wealth.
3. Methodology
This study adopts an ex post facto research design, which is appropriate because the data under investigation already exist in the audited annual reports of firms and cannot be manipulated by the researcher. The population consists of 50 manufacturing firms listed on the Nigerian Exchange Group as at December 2023. A purposive sampling approach was applied to select 43 firms based on the completeness of their annual reports and financial statements for the period 2013 to 2023, yielding an eleven-year balanced panel. Secondary data were obtained from published financial statements, the NGX Factbook, and relevant reports of the Central Bank of Nigeria.
The dependent variable is shareholders’ wealth, proxied by market capitalisation, measured as the share price multiplied by the number of outstanding shares. The key explanatory variables are short-term debt, measured as the ratio of current liabilities to total assets, and long-term debt, measured as the ratio of long-term liabilities to total assets. The moderating variable is the cost of debt, calculated as interest expenses divided by total debt. Two control variables are introduced to isolate firm-specific effects: firm size, proxied by the natural logarithm of total assets, and profitability, proxied by return on assets.
Panel regression techniques were employed to estimate the specified relationships. Two models were used: pooled Ordinary Least Squares (OLS) with year dummies to control for time-specific shocks such as inflation, exchange rate volatility, and the COVID-19 pandemic, and the Fixed Effects (FE) estimator with year dummies to account for unobserved heterogeneity across firms. The models are expressed as follows:
ln(SWit)=β0+β1STIBDit+β2LTIBDit+β3CoDit+β4(STIBDit×CoDit)+β5(LTIBDit×CoDit)+ γ1FSIZEit +γ2ROAit +εit                                             (1)
ln(SWit​)=αi​+β1​STIBDit​+β2​LTIBDit​+β3​CoDit​+β4​(STIBDit​×CoDit​)+β5​(LTIBDit​×CoDit​)+γ1​FSIZEit​+γ2​ROAit​+ ​+u                                 (2)
SWit​ denotes shareholders’ wealth for firm i at time t. αi captures time-invariant firm-specific effects in the fixed-effects specification.  represents a full set of year indicator variables for y=2014,.....2023, with 2013 omitted as the reference year. β0 is the intercept. β1​ and β2 measure the partial effects of short-term debt and long-term debt, respectively. β3 measures the effect of the cost of debt. β4 and β5 are the moderation coefficients on the interaction terms between the cost of debt and, respectively, short-term and long-term debt. γ1 and “γ2 are the coefficients on the control variables. εit and ui are idiosyncratic error terms in the pooled OLS and fixed-effects models, respectively.
The key variables, their definitions, and measurement approaches are outlined in Table 1.
Table 1: Variable Measurement and Description
	Variable
	Description
	Measurement/Proxy
	Source

	Dependent Variable
	
	
	

	Shareholders' Wealth (SHW)
	Financial valuation of shareholders’ stake in the firm.
	Market Capitalization (Share Price × Outstanding Shares)
	Farooq et al. (2016)

	Independent Variables
	
	
	

	Short-Term Debt (STD)
	Proportion of short-term borrowings in total assets.
	Ratio of Current Liabilities to Total Assets
	Shikumo (2020)

	Long-Term Debt (LTD)
	Proportion of long-term debt in total assets.
	Total Long-Term Liabilities divided by Total Assets
	Muchiri et al. (2016)

	Cost of Debt (COD)
	The after tax weighted cost of borrowed capital.
	CODAfter tax =Interest Expense / Total Interest-Bearing Debt 

	Friede et al. (2019)

	Profitability (PROF)
	Firm’s efficiency in generating earnings from assets.
	Profit After Tax divided by Total Assets
	Onumoh (2021)

	Firm Size (FSIZE)
	Logarithm of total assets, representing firm scale.
	Natural Logarithm of Total Assets
	Orekhova et al. (2019)

	Year Dummies
	Control for macroeconomic shocks and firm performance.
	Dummy variables for each year from 2013 to 2023
	Wooldridge (2010), Baltagi (2021)


Source: Author’s compilation, 2025
4. Results and Discussion
4.1 Descriptive statistics
This section summarises the key characteristics of the variables used in the analysis and sets the stage for the correlation, diagnostics, and regression results that follow. Table 2 reports the number of observations, means, standard deviations, and ranges for shareholders’ wealth (SHW), short-term debt (STD), long-term debt (LTD), cost of debt (COD), profitability (PROF), and firm size (FSIZE). The sample comprises 473 firm-year observations. SHW averages 0.1595 with a standard deviation of 0.0248 and spans 0.1083 to 0.2221, indicating moderate dispersion in market valuation across listed manufacturers. Both leverage measures have low means, with STD at 0.0104 and LTD at 0.0056, which is consistent with restrained use of interest-bearing debt. COD averages 0.0343, implying an average borrowing cost of about 3.43 per cent, although the dispersion (0.0387) and upper bound (0.2287) suggest meaningful variation in financing conditions across firms and over time. PROF has a mean of 0.0055 but a relatively large standard deviation of 0.0748, and the minimum of −0.9894 indicates loss-making years for some firms. FSIZE averages 0.1645 and ranges from 0.1096 to 0.2168, reflecting a mix of smaller and larger issuers in the sample..
Table 2- Descriptive statistics
	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max

	SHW
	473
	0.1595
	0.0248
	0.1083
	0.2221

	STD
	473
	0.0104
	0.0289
	0.0002
	0.1699

	LTD
	473
	0.0056
	0.0247
	0.0000
	0.1649

	COD
	473
	0.0343
	0.0387
	0.0000
	0.2287

	PROF
	473
	0.0055
	0.0748
	-0.9894
	0.2557

	FSIZE
	473
	0.1645
	0.0221
	0.1096
	0.2168


Source: Processed in Stata 19.5 (2025)
The combination of low average leverage, non-trivial borrowing costs, and wide dispersion in profitability is consistent with a high-cost financing environment in which firms rely more on internal funds and equity while using debt selectively. The breadth of firm size suggests that the subsequent analyses capture behaviour across a representative cross-section of listed manufacturers.
4.2 Correlation matrix
This section provides an initial view of linear associations among the study variables and a preliminary screen for potential multicollinearity before regression analysis. Table 3 presents the pairwise correlation coefficients. Shareholders’ wealth (SHW) is strongly and positively associated with firm size (FSIZE) at 0.844, consistent with larger firms attracting higher market valuation. Short-term debt (STD) and long-term debt (LTD) are highly correlated at 0.860, which signals possible multicollinearity when both appear in the same specification. Correlations between the two debt measures and SHW are small and negative, while the cost of debt (COD) shows near-zero association with most variables. These patterns motivate formal multicollinearity checks and justify the mean-centring of interacted regressors implemented in the regression section.
Table 3. Correlation matrix
	Variable
	SHW
	STD
	LTD
	COD
	PROF
	FSIZE

	SHW
	1.000
	
	
	
	
	

	STD
	-0.056
	1.000
	
	
	
	

	LTD
	-0.040
	0.860
	1.000
	
	
	

	COD
	-0.055
	-0.062
	-0.001
	1.000
	
	

	PROF
	0.163
	-0.009
	-0.006
	-0.056
	1.000
	

	FSIZE
	0.844
	-0.186
	-0.019
	0.052
	0.092
	1.000


Source: Author’s compilation (2025)
The matrix supports the inclusion of year effects and firm effects in subsequent models and underscores the need to assess variance inflation factors and to handle interaction terms carefully given the strong correlation between STD and LTD.
4.3 Diagnostic tests
Variance Inflation Factors were acceptable before introducing interactions (maximum 4.36; mean 2.34). After adding interactions, VIFs increased, so the interacted regressors were mean centred, which reduced collinearity and stabilised estimates. The Breusch–Pagan test did not reject homoskedasticity at conventional levels (χ² = 2.15, p = 0.1429). To be conservative, inference relies on firm-clustered robust standard errors, and year dummies are included to absorb common shocks. Model explanatory power is high in the pooled specification with year effects (R² = 0.8051) and, as expected for within-variation designs, more modest in the fixed-effects estimator (within R² = 0.2809). A Hausman specification test favoured the fixed-effects model, so the FE results are taken as the primary evidence for within-firm relationships, with OLS plus year effects serving as a complementary benchmark.
4.4 Regression results and discussion
Table 4 reports estimates from Ordinary Least Squares with year effects and firm fixed effects with year effects. Interaction terms are specified using mean-centred debt ratios to aid interpretation and mitigate collinearity, and standard errors are clustered at the firm level. The coefficient on short-term debt is positive and statistically significant in both models, at 0.483 (s.e. 0.100, p < 0.001) in OLS and 0.273 (s.e. 0.067, p < 0.001) in the fixed-effects estimator. Empirically, this leads to rejection of the null for the first hypothesis and indicates that greater reliance on short-term funding is associated with higher shareholders’ wealth. Interpreting these results, the within-firm estimate suggests that, after absorbing time-invariant firm attributes and common year shocks, incremental increases in short-term debt are value-enhancing in a high-cost borrowing environment, plausibly reflecting working-capital flexibility and quicker adjustment to funding needs.

Table 4. Regression results (dependent variable: SHW)
	Variables
	OLS_YE
	FE

	STD_centered
	0.483*** (0.100)
	0.273*** (0.067)

	LTD_centered
	-0.482*** (0.099)
	-0.198** (0.058)

	COD
	-0.051*** (0.014)
	-0.012 (0.018)

	PROF
	0.024*** (0.007)
	0.004 (0.003)

	FSIZE
	1.065*** (0.025)
	0.377** (0.118)

	COD×STD_centered
	13.652 (33.093)
	23.529* (11.273)

	COD×LTD_centered
	-4.477 (31.540)
	-24.225* (11.260)

	Year effects
	✓
	✓

	Intercept
	-0.010* (0.004)
	0.099*** (0.019)

	R² / Within R²
	0.8051
	0.2809

	Root MSE
	0.01116
	0.00534


Notes: Robust standard errors in parentheses. *** p < 0.001, ** p < 0.01, * p < 0.05. 
Long-term debt is negative and statistically significant in both specifications, with coefficients of -0.482 (s.e. 0.099, p < 0.001) in OLS with year effects and -0.198 (s.e. 0.058, p < 0.01) in fixed effects, therefore the second null hypothesis is rejected. The estimates indicate that higher long-term leverage is associated with lower shareholders’ wealth in both pooled and within-firm variation. This is consistent with a high-cost borrowing environment in which expected distress and refinancing costs on long-maturity debt outweigh any tax-shield benefits, thereby depressing market valuation.
The effect of the cost of debt is negative and statistically significant in OLS, -0.051 (s.e. 0.014, p < 0.001), but statistically indistinguishable from zero in the fixed-effects model, -0.012 (s.e. 0.018). Accordingly, the third null is rejected under the pooled specification but not under the within-firm specification. As a matter of inference, this mixed result implies that part of the negative association between borrowing costs and valuation reflects cross-sectional differences across firms, whereas within-firm movements in borrowing costs do not display a uniform contemporaneous effect once time-invariant characteristics are absorbed. In our judgement, the fixed-effects evidence is the more conservative benchmark for making within-firm statements.
The interaction between the cost of debt and short-term debt is positive and statistically significant in the fixed-effects model, 23.529 (s.e. 11.273, p < 0.05), but not significant in OLS, 13.652 (s.e. 33.093). Given mean-centred construction, the main short-term debt effect reflects the association at the sample-mean borrowing cost, while the interaction captures how that association varies with the cost of funds. Empirically, this supports rejection of the fourth null: within firms, the value contribution of short-term debt is higher at lower borrowing costs and attenuates as costs rise. Likewise, the interaction between the cost of debt and long-term debt is negative and significant in fixed effects, -24.225 (s.e. 11.260, p < 0.05), and not significant in OLS, -4.477 (s.e. 31.540). This leads to rejection of the fifth null on within-firm evidence: higher borrowing costs exacerbate the value-eroding impact of long-term leverage. These moderated effects emphasise that tenor choices and borrowing costs are jointly consequential for valuation.
Control variables behave as expected. Profitability is positive and significant in OLS with year effects, 0.024 (s.e. 0.007, p < 0.001), but not significant in fixed effects, 0.004 (s.e. 0.003), indicating that cross-sectional profitability differences are priced but within-firm changes are not uniformly associated with valuation once firm heterogeneity is absorbed. Firm size is strongly positive in both specifications, 1.065 (s.e. 0.025, p < 0.001) in OLS with year effects and 0.377 (s.e. 0.118, p < 0.05) in fixed effects, consistent with scale advantages and investor recognition. Model fit is high in OLS with year effects (R² = 0.8051; Root MSE = 0.01116) and, as is typical for within-variation designs, lower in fixed effects (within R² = 0.2809; Root MSE = 0.00534). Overall, the evidence confirms that, in a high-cost borrowing environment, short-term debt is associated with higher shareholders’ wealth, long-term debt is associated with lower shareholders’ wealth, and the cost of debt materially conditions both relations in the within-firm dimension.
5. Conclusion and Recommendations
This study examined how capital structure choices relate to shareholders’ wealth in a high-cost borrowing environment using panel data for 43 listed Nigerian manufacturing firms over 2013 to 2023. Two estimators were implemented, Ordinary Least Squares with year effects and firm fixed effects with year effects, with standard errors clustered at the firm level and interaction terms constructed from mean-centred regressors. The results show a consistent positive association between short-term debt and shareholders’ wealth across both estimators, and a consistent negative association between long-term debt and shareholders’ wealth. The direct effect of the cost of debt is negative and statistically significant in the pooled specification with year effects, but not significant in the fixed-effects model, which indicates that cross-sectional differences account for much of the pooled relationship. Importantly, the cost of debt significantly moderates the debt–wealth nexus in the fixed-effects framework, with the interaction between cost of debt and long-term debt being negative, and the interaction between cost of debt and short-term debt being statistically significant. Together, these findings indicate that tenor mix and borrowing costs jointly shape valuation outcomes in this setting. These conclusions are consistent with core predictions of trade-off theory and pecking order reasoning in environments where distress costs and financing frictions are material, and where internal funding and flexible debt are relatively preferred to costly long-term leverage (Kraus & Litzenberger, 1973; Myers, 1984; Modigliani & Miller, 1963; Jensen & Meckling, 1976).
Recommendations for corporate financial policy follow from these results. First, firms should prioritise disciplined use of short-term interest-bearing debt to support working capital and operational flexibility, with explicit monitoring of exposure to rollover and liquidity risk. The positive association observed in both estimators indicates that, conditional on prudent risk management, short-maturity funding is consistent with higher market valuation in this context. Second, firms should adopt conservative targets for long-term leverage, particularly when borrowing costs are elevated. The negative association between long-term debt and shareholders’ wealth, together with the adverse moderation by the cost of debt, suggests that heavy reliance on long-dated borrowing can erode value through higher expected distress costs and tighter financial covenants.
Third, cost of debt management should be treated as a strategic lever. Treasury policies that improve the effective interest rate, for example through improved credit quality, stronger disclosure, better banking relationships, or selective use of collateral, can alter the valuation impact of a given tenor mix. Where feasible, firms should explore refinancing at lower spreads, stagger maturities to reduce concentration, and consider instruments that share risk with investors without imposing rigid servicing burdens. Fourth, profitability and scale remain important correlates of valuation. Strengthening operating margins and maintaining credible growth in asset base can reinforce the positive effects identified for firm size and profitability, which were significant in at least one of the specifications.
Recommendations for investors and analysts relate to screening and engagement. First, monitor the tenor composition of leverage together with the effective cost of debt, since these jointly influence valuation. Firms that rely excessively on costly long-term borrowing should be expected to face valuation discounts unless offset by strong cash generation or credible growth prospects. Second, incorporate sensitivity analysis in valuation to reflect how changes in borrowing costs could alter the marginal effect of both short-term and long-term debt. This is particularly relevant when market rates are volatile, since the moderating terms indicate that valuation responses vary with the cost of funds.
Policy recommendations focus on credit market conditions. First, measures that reduce effective borrowing costs for creditworthy manufacturers, such as risk-sharing facilities, targeted credit guarantees, or improved market microstructure that narrows spreads, are likely to support value creation by relaxing financing frictions. Second, improving disclosure quality and creditor rights can lower information asymmetry and agency costs, which theory identifies as key drivers of financing choices and pricing of debt (Jensen & Meckling, 1976; Myers, 1984). Third, development finance that is conditional on transparent governance and measurable performance can expand access to appropriately priced term funding, which would lessen the need for value-eroding long-term borrowing at high coupon rates.
Two caveats frame interpretation. Although year effects and firm fixed effects absorb common shocks and time-invariant firm traits, the estimators do not fully resolve simultaneity between capital structure and valuation. Lagging regressors and conservative inference mitigate but do not eliminate endogeneity concerns. Further, results speak to within-sample firms and the 2013 to 2023 period, therefore external validity to other sectors and regimes should be established empirically. Future research could incorporate granular measures of debt composition, for example bank loans versus bonds, floating versus fixed rates, and covenant intensity, and could explore quasi-experimental variation in borrowing costs that arises from policy changes or credit market reforms. Dynamic specifications, alternative proxies for shareholders’ wealth such as Tobin’s Q, and richer governance controls would also strengthen causal interpretation and broaden applicability.
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