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Companies can raise funds though equity financing or debt financing, which
determines the ratio of debt to total assets, that is, the debt ratio. Possible determinants of the
debt ratio are operating leverage and inflexibility of production facilities. This study analyzes
how these factors affect debt ratios for Japanese companies. We observe that both listed and
non-listed companies have lower debt ratios when they own more inflexible production facilities, but

only listed companies have lower debt ratios when their operating leverage is higher.
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