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ABSTRACT 
In today’s competitive business environment, corporate debt policy significantly influences 

financial stability and growth, shaped by firm-specific factors like profitability, liquidity, and asset 
structure. This study aims to examine how these factors affect debt policy decisions through a 
systematic literature review. The review analyzes 42 peer-reviewed articles published between 2020 
and 2025, sourced from databases such as Scopus, Web of Science, ScienceDirect, and Emerald 
Insight, using the Preferred Reporting Items for Systematic Reviews and Meta-Analyses framework. 
Findings reveal that profitability generally reduces debt reliance, as firms favor internal financing, 
aligning with the Pecking Order Theory. Liquidity also tends to decrease borrowing, though it can 
enhance creditworthiness in capital-intensive sectors. Conversely, asset structure, particularly 
tangible assets, consistently correlates positively with debt, supporting the Trade-Off Theory by 
providing collateral. Contextual factors like industry, firm size, and economic conditions influence 
these relationships. The study concludes that while established theories explain debt policy, 
contextual nuances necessitate tailored financial strategies. This review contributes to corporate 
finance by offering a comprehensive, theory-driven synthesis, highlighting practical implications for 
managers and identifying future research avenues to address sector-specific and regional variations. 

 

Keywords: Asset Structure, Capital Structure, Corporate Finance, Debt Policy, Liquidity, 
Profitability. 

 
ABSTRAK 

Dalam lingkungan bisnis yang kompetitif saat ini, kebijakan utang perusahaan secara signifikan 
memengaruhi stabilitas dan pertumbuhan keuangan, yang dibentuk oleh faktor-faktor spesifik 
perusahaan seperti profitabilitas, likuiditas, dan struktur aset. Studi ini bertujuan untuk mengkaji 
bagaimana faktor-faktor ini memengaruhi keputusan kebijakan utang melalui tinjauan pustaka 
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sistematis. Tinjauan ini menganalisis 42 artikel peer-review yang diterbitkan antara tahun 2020 

dan 2025, yang bersumber dari basis data seperti Scopus, Web of Science, ScienceDirect, dan 
Emerald Insight, menggunakan kerangka kerja Preferred Reporting Items for Systematic Reviews 
and Meta-Analyses. Temuan penelitian mengungkapkan bahwa profitabilitas umumnya 
mengurangi ketergantungan pada utang, karena perusahaan lebih menyukai pembiayaan internal, 
sejalan dengan Pecking Order Theory. Likuiditas juga cenderung mengurangi pinjaman, meskipun 
dapat meningkatkan kelayakan kredit di sektor padat modal. Sebaliknya, struktur aset, terutama 
aset berwujud, secara konsisten berkorelasi positif dengan utang, yang mendukung Trade-Off 
Theory dengan menyediakan agunan. Faktor kontekstual seperti industri, ukuran perusahaan, dan 
kondisi ekonomi memengaruhi hubungan ini. Studi ini menyimpulkan bahwa meskipun teori-teori 
yang mapan menjelaskan kebijakan utang, nuansa kontekstual memerlukan strategi keuangan 
yang disesuaikan. Tinjauan ini berkontribusi pada keuangan perusahaan dengan menawarkan 
sintesis komprehensif berbasis teori, menyoroti implikasi praktis bagi para manajer, dan 
mengidentifikasi jalur penelitian di masa mendatang untuk mengatasi variasi spesifik sektor dan 
regional. 

 

Kata kunci: Struktur Aset, Struktur Modal, Keuangan Perusahaan, Kebijakan Utang, Likuiditas, 
Profitabilitas. 

 
 
INTRODUCTION 

In an increasingly competitive global business landscape, firms must strategically 
manage their financial structures to enhance productivity and ensure sustainable growth. 
Capital structure, encompassing the mix of debt and equity financing, is a critical 
determinant of a firm's market value and operational resilience. It influences not only 
financial stability but also a firm's ability to navigate economic volatility and capitalize on 
growth opportunities. The decision to utilize debt financing is shaped by firm-specific 
factors such as profitability, liquidity, and asset structure, which collectively determine 
the optimal balance between internal and external funding sources (Zainuddin & 
Mananohas, 2020; Hidayat et al., 2024). These decisions have profound implications for 
corporate performance, affecting stakeholders ranging from managers to investors and 
policymakers. As global markets face dynamic challenges, including rapid urbanization 
and infrastructure developments, understanding how these financial variables interact 
with debt policy becomes essential for fostering economic development and firm-level 
competitiveness (Zhang et al., 2020; Gill, 2024; Mahdi et al., 2024). 

Prior research has extensively explored the determinants of capital structure, with 
profitability, liquidity, and asset structure emerging as pivotal factors. The Trade-Off 
Theory suggests that firms balance the tax advantages of debt against the risks of financial 
distress, emphasizing the role of tangible assets as collateral (Hoang et al., 2021; 
Poursoleyman et al., 2023). In contrast, the Pecking Order Theory posits that firms 
prioritize internal financing, resorting to debt only when internal funds are insufficient, 
thus highlighting the negative relationship between profitability and leverage (Zainuddin 
& Mananohas, 2020; Uddin et al., 2022). Liquidity, often measured by current and quick 

ratios, serves as both a substitute for debt and a signal of creditworthiness, though its 
impact varies by industry and economic context (Hidayat et al., 2024). Empirical studies, 
particularly in emerging markets, have shown mixed results, with some indicating that 
infrastructure developments, such as toll roads, influence firms’ financing strategies by 
altering asset tangibility and liquidity needs (Irfan et al., 2021; Zhong et al., 2021; Sena & 
Anondho, 2024). These studies provide a robust foundation but often focus on specific 
regions or sectors, limiting their generalizability. 

Despite the wealth of research, significant gaps persist in understanding how 
profitability, liquidity, and asset structure influence debt policy in the context of recent 
global disruptions, such as the COVID-19 pandemic and subsequent economic recovery. 
According to Hidayat et al. (2024), many studies overlook the interplay between these 
financial variables and macroeconomic shifts, such as infrastructure-driven economic 
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growth, which can reshape firms’ financing strategies. Similarly, Mahdi et al. (2024) note 
that existing reviews rarely integrate findings from diverse regions and industries, 
particularly in the 2020–2025 period, leaving a fragmented understanding of contextual 
influences. Moreover, prior reviews often lack a systematic approach, such as the 
PRISMA framework, for comprehensively synthesizing empirical evidence (Schwartz et 
al., 2022). This study addresses these gaps by offering a novel, systematic synthesis of 
recent empirical evidence, focusing on how firm-specific factors interact with debt policy 
across varied economic and industrial contexts, thereby contributing to a more nuanced 
and globally relevant understanding of capital structure dynamics. 

This systematic literature review aims to examine the influence of profitability, 
liquidity, and asset structure on corporate debt policy, drawing on peer-reviewed studies 
published between 2020 and 2025. By employing the PRISMA framework, the study 
ensures methodological rigor and transparency, consolidating findings from diverse 
contexts to identify consistent patterns and contextual variations. The review seeks to 
confirm the applicability of established theories, such as the Trade-Off and Pecking Order 

Theories, while uncovering how macroeconomic factors, including infrastructure 
developments, mediate these relationships. Ultimately, this study contributes to corporate 
finance literature by providing a timely, theory-driven synthesis that informs financial 
decision-making and highlights avenues for future research in an evolving global 
economic landscape. 
 
LITERATURE REVIEW 
Profitability and Debt Policy 

Profitability significantly influences corporate debt policy, often reflecting a firm’s 
ability to rely on internal financing. According to Zainuddin and Mananohas (2020), 
profitable firms generate substantial retained earnings, reducing the need for external debt, 
which aligns with the Pecking Order Theory. This theory suggests firms prioritize internal 
funds to avoid the costs of asymmetric information associated with external financing. 
Recent studies confirm a negative relationship between profitability, measured by metrics 

like return on assets (ROA) or return on equity (ROE), and leverage, particularly in 
developed economies where access to equity markets is robust (Uddin et al., 2022; 
Poursoleyman et al., 2023). Hidayat et al. (2024) emphasize that in capital-intensive 
sectors, such as infrastructure, profitability may not always reduce debt reliance due to 
high capital expenditure needs. Conversely, in emerging markets with limited equity 
market access, profitable firms may still opt for debt to fund growth, leading to a positive 
or insignificant relationship in some cases (Irfan et al., 2021; Mahdi et al., 2024). Sena 
and Anondho (2024) note that firm size moderates this relationship, with larger firms 
leveraging profitability to negotiate better debt terms. These variations highlight the 
importance of contextual factors, such as market infrastructure and firm characteristics, 
in shaping the impact of profitability on debt policy. The interplay between profitability 
and leverage underscores the need for nuanced, region-specific analyses to fully 
understand financing decisions (Gill, 2024; Shahrier et al., 2024). 

 
Liquidity and Debt Policy 

Liquidity, typically measured by current or quick ratios, plays a complex role in 
shaping corporate debt policy. Obadire et al. (2023) argue that firms with high liquidity 
tend to rely less on debt, supporting the Pecking Order Theory, as liquid assets provide a 
buffer for meeting short-term obligations without borrowing. This negative relationship is 
evident, particularly among firms in stable industries with predictable cash flows 
(Zainuddin & Mananohas, 2020; Hidayat et al., 2024). However, in capital-intensive 
sectors like infrastructure or manufacturing, liquidity can positively correlate with debt, 
as it signals creditworthiness to lenders, enabling firms to secure larger loans (Irfan et al., 
2021; Poursoleyman et al., 2023). Agbana et al. (2023) highlight that liquidity’s dual role, 
as both a debt substitute and a borrowing enabler, varies by industry and economic 
context, with infrastructure-driven economies showing unique patterns. For instance, 
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firms in regions with significant toll road developments may maintain high liquidity to 
manage debt obligations while leveraging it to access favorable financing (Gill, 2024; Sena 
& Anondho, 2024). Mahdi et al. (2024) further note that macroeconomic factors, such as 
monetary policy, influence liquidity’s impact on debt decisions. These findings suggest 
that liquidity’s effect is not uniform and requires consideration of sector-specific and 
regional dynamics. The contradictory evidence underscores the need for a contextual 
approach to understanding liquidity’s role in capital structure decisions (Zhang et al., 
2020; Schwartz et al., 2022). 

 
Asset Structure and Debt Policy 

Asset structure, defined as the proportion of fixed to total assets, is a critical 
determinant of debt policy, consistently linked to leverage across diverse contexts. Hoang 
et al. (2021) assert that firms with higher tangible assets can secure more debt due to the 
collateral value of fixed assets, aligning with the Trade-Off Theory. This theory posits that 
tangible assets mitigate creditor risk, enabling firms to benefit from tax shields while 

managing financial distress costs. Many studies confirm a positive correlation between 
asset tangibility and leverage, a pattern robust across both developed and emerging 
markets (Uddin et al., 2022; Hidayat et al., 2024). Mahdi et al. (2024) highlight that in 
infrastructure-heavy sectors, such as toll road development, tangible assets like land and 
equipment significantly enhance borrowing capacity. However, in knowledge-based 
industries like technology or services, where intangible assets dominate, this relationship 
weakens, as intellectual property offers limited collateral value (Irfan et al., 2021; Shahrier 
et al., 2024). Sena and Anondho (2024) note that firms in these sectors may turn to equity 
or alternative financing, reflecting the evolving nature of asset structures in modern 
economies. Regional differences also matter, with emerging markets showing stronger 
reliance on tangible assets due to less mature financial systems (Zhang et al., 2020; Gill, 
2024). These findings emphasize asset structure’s pivotal role in debt policy, while 
highlighting the need to adapt traditional theories to account for sector-specific and 
regional variations. 

 
Theoretical Synthesis and Contextual Influences 

The interplay of profitability, liquidity, and asset structure with debt policy is 
underpinned by the Pecking Order and Trade-Off Theories, yet contextual factors 
significantly shape their application. Poursoleyman et al. (2023) argue that these theories 
provide a robust framework but require adaptation to account for macroeconomic and 
industry-specific dynamics. The Pecking Order Theory explains why profitable and liquid 
firms prioritize internal financing, while the Trade-Off Theory accounts for the positive 
link between tangible assets and leverage (Zainuddin & Mananohas, 2020; Hidayat et al., 
2024). Li et al. (2025) emphasizes that methodological rigor, such as systematic reviews, 
enhances the ability to identify contextual nuances, such as the impact of infrastructure 
projects on financing decisions. For instance, toll road developments in emerging markets 
increase the collateral value of assets, influencing debt strategies (Gill, 2024; Mahdi et al., 
2024). Irfan et al. (2021) and Sena and Anondho (2024) highlight that firm size, ownership 

structure, and economic conditions, such as inflation or tax regimes, moderate these 
relationships. These contextual influences underscore the limitations of applying 
universal theories without considering regional and sectoral variations. A systematic 
synthesis reveals that while core financial variables remain critical, their impact on debt 
policy is contingent on external factors, necessitating flexible, context-aware frameworks 
for capital structure analysis (Chowdhury & Endres, 2021; Mahmud et al., 2021; Parast, 
2022; Uddin et al., 2022; Shahrier et al., 2024; Cheng et al., 2025). 
 
RESEARCH METHOD 

This systematic literature review (SLR) investigates the influence of profitability, 
liquidity, and asset structure on corporate debt policy, employing the PRISMA 
framework to ensure methodological rigor and transparency. The SLR approach was 
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chosen for its structured and replicable process, enabling a comprehensive synthesis of 
empirical evidence from diverse contexts between 2020 and 2025. This period was 
selected to capture recent financial dynamics, particularly post-COVID-19 economic 
shifts, which have significantly impacted corporate financing strategies. The review 
consolidates findings from 42 peer-reviewed studies, providing a robust foundation for 
understanding how these financial variables shape leverage decisions across industries 
and regions. 

The data collection process began with a systematic search across reputable academic 
databases, including Google Scholar, Scopus, Web of Science, ScienceDirect, and 
Emerald Insight, chosen for their extensive coverage of finance and management journals. 
Search terms were carefully crafted to ensure precision, using Boolean operators to 
combine keywords such as “debt policy” OR “capital structure” AND “profitability” OR 
“return on assets” AND “liquidity” OR “current ratio” AND “asset structure” OR “fixed 
assets.” The initial search, conducted in June 2025, yielded 1,240 articles published in 
English between January 2020 and May 2025. To ensure quality, inclusion criteria 

required studies to be peer-reviewed, report original empirical data, and explicitly analyze 
at least one of the three financial variables (profitability, liquidity, or asset structure) in 
relation to debt policy. Non-empirical studies, non-English articles, and those from 
predatory journals were excluded. 

 

 
 

Figure 1. PRISMA Flow Diagram 

 
Screening involved a multi-stage process: title and abstract review eliminated 820 

irrelevant or duplicate entries, followed by full-text evaluation of 420 studies. Forty-five 
studies met all criteria, as detailed in an accompanying appendix listing each article’s title, 
authors, publication year, and key findings. The PRISMA flow diagram, as shown in 
Figure 1, illustrates this process: 1,240 records were identified, 820 excluded during 
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screening, 375 were deemed ineligible after full-text review, and 42 were included for 
analysis. Data extraction focused on research context, methodology, sample size, and 
results, organized into a comparative matrix. Qualitative content analysis was used to 
categorize findings by the direction of influence (positive, negative, or insignificant) and 
contextual factors, such as industry or region, ensuring a nuanced synthesis of patterns 
and discrepancies. This rigorous approach enhances the reliability and clarity of the 
review’s findings. 
 
RESULTS 

This systematic literature review synthesizes findings from 42 peer-reviewed empirical 
studies published between 2020 and 2025, examining the influence of profitability, 
liquidity, and asset structure on corporate debt policy. The analysis reveals consistent 
patterns in how these firm-specific financial characteristics shape leverage decisions, with 
variations driven by contextual factors such as firm size, industry, and regional economic 
conditions. To enhance transparency, key findings are supported by an expanded set of 

studies listed in Table 1, which details the direction of influence, theoretical backing, and 
contextual nuances for each variable, incorporating over 40 references to ensure 
comprehensive coverage. The results confirm the relevance of established theories like the 
Pecking Order and Trade-Off Theories while highlighting the importance of sector-
specific and macroeconomic influences. An appendix listing all 42 studies, including 
authors, publication years, and key findings, is available to ensure traceability and 
verifiability. 

Profitability, often measured by return on assets (ROA) or return on equity (ROE), 
exhibits a predominantly negative relationship with debt levels in approximately several 
the reviewed studies, aligning with the Pecking Order Theory, which posits that firms 
prefer internal financing to avoid the costs of external debt (Zainuddin & Mananohas, 
2020; Uddin et al., 2022). Hidayat et al. (2024) find that profitable firms in developed 
economies, with robust access to equity markets, rely heavily on retained earnings, 
reducing leverage, a trend supported by studies in diverse contexts (Asraf et al., 2024; 
Sena & Anondho, 2024). This pattern is particularly evident in mature firms with stable 
cash flows, where high profitability minimizes borrowing needs (Poursoleyman et al., 
2023; Wahyuni et al., 2025). However, in emerging markets with limited equity financing, 
about 20% of studies report a positive or insignificant relationship (Irfan et al., 2021; 
Mahdi et al., 2024). For instance, Santoso et al. (2022) and Wartono et al. (2023) note 
that firms in infrastructure-heavy regions leverage profitability to fund growth through 
debt due to high capital requirements. These discrepancies stem from variations in 
profitability metrics and ownership structures, with family-owned firms often showing 
conservative debt policies (Zhang et al., 2020; Schwartz et al., 2022). As shown in Table 
1, the negative association is robust in developed markets but varies in emerging 
economies, reflecting market infrastructure differences. 

Liquidity, assessed through current or quick ratios, shows a negative correlation with 
debt in several studies, supporting the Pecking Order Theory’s assertion that firms with 
strong short-term financial flexibility avoid external borrowing (Obadire et al., 2023; 

Hidayat et al., 2024). Puspita et al. (2020) and Agbana et al. (2023) emphasize that liquid 
firms, particularly in service-oriented sectors, use cash reserves to meet obligations, 
reducing debt reliance. This trend is pronounced in industries with predictable cash flows, 
such as retail or utilities (Zainuddin & Mananohas, 2020; Quyet & Phung, 2023). 
However, in capital-intensive sectors like infrastructure or manufacturing, approximately 
25% of studies identify a positive relationship, were liquidity signals creditworthiness, 
enabling larger loans (Irfan et al., 2021; Poursoleyman et al., 2023). Siswanto et al. (2019) 
and Sena & Anondho (2024) highlight that firms in regions with toll road developments 
maintain liquidity buffers to manage debt repayments while accessing favorable 
financing. Table 1 illustrates this dual role, noting liquidity’s varying impact by industry 
and macroeconomic conditions. Factors such as interest rates or monetary policy further 
mediate this relationship, especially in emerging markets with liquidity constraints 



 

Financial  
Drivers  

of Debt Policy 

 
 
 

967 
 

(Mahdi et al., 2024; Shahrier et al., 2024). These findings underscore liquidity’s complex 
influence as both a debt substitute and a borrowing enabler. 

Asset structure, measured as the ratio of fixed to total assets, demonstrates the most 
consistent relationship with debt policy, with several studies reporting a positive 
correlation, aligning with the Trade-Off Theory (Hoang et al., 2021; Uddin et al., 2022). 
Hidayat et al. (2024) and Mahdi et al. (2024) assert that firms with higher tangible assets, 
such as machinery or real estate, secure more debt due to collateral value, reducing lender 
risk. This pattern is robust across developed and emerging markets, particularly in asset-
heavy industries like manufacturing or infrastructure (Fuadi & Nasrudin, 2022; Sena & 
Anondho, 2024). For example, Vengesai (2023)  and Rodrigues et al. (2024)  find that 
firms in regions with toll road developments leverage tangible assets to access debt for 
expansion. In contrast, in sectors dominated by intangible assets, such as technology or 
creative services, this relationship weakens due to limited collateral value (Suhirman & 
Aminy, 2022; Wasfika et al., 2024). Table 1 highlights this consistency, noting that the 
asset structure’s predictive power diminishes in knowledge-based industries. About 10% 

of studies report insignificant effects in such sectors, where firms rely on equity or 
alternative financing (Shahrier et al., 2024; Wahyuni et al., 2025). These findings 
emphasize the critical role of tangible assets in facilitating debt while highlighting sectoral 
variations. 

 
Table 1. Summary of Key Findings on Financial Variables and Debt Policy (2020–2025) 

Variable Debt 
Association 

Theoretical 
Backing 

Key Studies Supporting Findings Contextual 
Nuances 

Profitability Negative Pecking 
Order 

Theory 

Zainuddin & Mananohas (2020), 
Uddin et al. (2022), Santoso et al. 

(2022), Poursoleyman et al. (2023), 
Wartono et al. (2023), Asraf et al. 

(2024), Hidayat et al. (2024), Mahdi 
et al. (2024), Sena & Anondho 

(2024), Wahyuni et al. (2025) 

Strong in developed 
markets; weaker in 

emerging markets 
with limited equity 

access. 

Liquidity Negative Pecking 
Order 

Theory 

Puspita et al. (2020), Zainuddin & 
Mananohas (2020), Irfan et al. 

(2021), Agbana et al. (2023), 
Obadire et al. (2023), Quyet & 

Phung (2023), Poursoleyman et al. 

(2023), Hidayat et al. (2024), Sena & 
Anondho (2024) 

Positive in capital-
intensive sectors; 

varies by 
macroeconomic 

conditions. 

Asset 
Structure 

Positive Trade-Off 
Theory 

Hoang et al. (2021), Uddin et al. 
(2022), Fuadi & Nasrudin (2022), 

Suhirman & Aminy (2022), 

Vengesai (2023), Wang et al. (2023), 
Esghaier (2024), Gill (2024), 

Hidayat et al. (2024), Mahdi et al. 
(2024), Rodrigues et al. (2024), Sena 

& Anondho (2024), Wasfika et al. 
(2024), Wahyuni et al. (2025) 

Robust across 
markets; weaker in 

intangible asset-

heavy sectors. 

Contextual 

Factors 

Mixed Contingency 

Perspective 

Puspita et al. (2020), Irfan et al. 

(2021), Nangoi et al. (2021), 
Schwartz et al. (2022), Santoso et al. 

(2022), Fuadi & Nasrudin (2022), 

Suhirman & Aminy (2022), Iwasaki 
et al. (2022), Bathia and Kumar 

(2023), Raihan (2023), Saarinen et 
al. (2023), Wang et al. (2023), 

Wartono et al. (2023), Asraf et al. 
(2024), Mahdi et al. (2024), 

Rodrigues et al. (2024), Sena & 

Anondho (2024), Shahrier et al. 
(2024), Siraj et al. (2024), Wasfika et 

al. (2024), Li et al. (2025), Kanchel 
et al. (2025), Liu and Song (2025), 

Mensah et al. (2025) 

Firm size, industry, 

and regional 
economic 

conditions 

moderate 
relationships. 
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Contextual factors, including firm size, industry type, and regional economic 

conditions, significantly moderate the relationships between profitability, liquidity, asset 
structure, and debt policy. Siraj et al. (2024) and Li et al. (2025) note that larger firms with 
established reputations secure better lending terms, amplifying the effects of profitability 
and asset structure. Smaller or younger firms, particularly family-owned ones, exhibit 
conservative debt behavior due to risk aversion (Zainuddin & Mananohas, 2020; Nangoi 
et al., 2021). Industry-specific dynamics, such as the capital intensity of infrastructure 
projects, shape financing decisions, as evidenced in studies from regions with toll road 
developments (Irfan et al., 2021; Saarinen et al., 2023; Gill, 2024). Macroeconomic 
conditions, including inflation and financial market maturity, also play a pivotal role, with 
emerging markets showing greater debt reliance due to limited equity options (Uddin et 
al., 2022; Wang et al., 2023). Table 1 summarizes these contextual influences, supported 
by over 40 studies, highlighting how they mediate the relationships between financial 
variables and debt policy. The synthesis confirms the applicability of the Pecking Order 

and Trade-Off Theories but underscores the need for a contingent approach to account 
for regional and sectoral heterogeneity. 

Table 1 provides a concise overview of the relationships between profitability, 
liquidity, asset structure, and debt policy, supported by over 40 studies to ensure 
transparency and comprehensive evidence. The table clarifies the direction and strength 
of each variable’s influence, with references to key studies such as Hidayat et al. (2024), 
Sena and Anondho (2024), and Mahdi et al. (2024), ensuring traceability of findings. The 
findings highlight that profitability and liquidity often reduce debt reliance, while asset 
structure consistently facilitates borrowing, particularly in asset-intensive sectors. The 
expanded citation list in Table 1 incorporates diverse studies, including those addressing 
infrastructure-driven contexts, to reflect the broad applicability of the findings. This 
structured synthesis enhances the interpretability and transparency of the review’s results, 
addressing the need for a clear, evidence-based presentation. 

 
DISCUSSION 

This systematic literature review synthesizes findings from 42 peer-reviewed studies 
(2020–2025), critically examining how profitability, liquidity, and asset structure shape 
corporate debt policy. The analysis confirms the enduring relevance of the Pecking Order 
and Trade-Off Theories while revealing contextual nuances that challenge their universal 
applicability. Hidayat et al. (2024) emphasize that the negative relationship between 
profitability and debt, observed in several studies, strongly supports the Pecking Order 
Theory, as firms prioritize retained earnings to minimize external financing costs. 
However, in emerging markets with limited equity market access, profitable firms often 
resort to debt for growth, as noted by Irfan et al. (2021) and Sena & Anondho (2024) in 
infrastructure-driven economies. This deviation suggests that market infrastructure and 
economic conditions significantly mediate profitability’s impact. Zainuddin and 
Mananohas (2020) further highlight that family-owned firms, prevalent in emerging 
markets, exhibit conservative debt policies due to risk aversion, underscoring the role of 

ownership structure in financing decisions. 
Liquidity’s influence on debt policy presents a dual role, complicating its theoretical 

interpretation. Obadire et al. (2023) argue that high liquidity, observed in several studies 
to reduce debt reliance, aligns with the Pecking Order Theory by enabling firms to fund 
operations internally. Yet, in capital-intensive sectors like infrastructure, liquidity 
enhances borrowing capacity by signaling creditworthiness, as evidenced by 
Poursoleyman et al. (2023) and Mahdi et al. (2024). This duality suggests that liquidity’s 
impact depends on industry context and macroeconomic factors, such as monetary policy 
or infrastructure developments (Gill, 2024). Siswanto et al. (2019) note that firms in 
regions with toll road projects maintain liquidity buffers to manage debt obligations while 
securing favorable loans, highlighting the interplay between liquidity and external 
financing needs. These findings challenge the assumption of a uniform negative 
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relationship, calling for a contingent approach that considers sector-specific dynamics and 
economic environments. 

Asset structure’s consistent positive correlation with debt, observed in over several 
studies, strongly supports the Trade-Off Theory. Esghaier (2024) asserts that tangible 
assets, such as machinery or real estate, reduce creditor risk by serving as collateral, 
facilitating debt acquisition across markets. This is particularly evident in asset-heavy 
industries like manufacturing or infrastructure, where firms leverage fixed assets for 
expansion (Fuadi & Nasrudin, 2022; Sena & Anondho, 2024). However, Suhirman and 
Aminy (2022) highlight that in knowledge-based sectors, such as technology, the reliance 
on intangible assets weakens this relationship, pushing firms toward equity or alternative 
financing. Mensah et al. (2025) suggest that methodological rigor in systematic reviews is 
crucial for identifying such sectoral variations, emphasizing the need to adapt traditional 
theories to modern economic realities, including the rise of intangible assets and 
infrastructure-driven growth (Wang et al., 2023). 

The findings have significant theoretical and practical implications. Theoretically, they 

validate the Pecking Order and Trade-Off Theories but underscore their limitations in 
contexts with diverse market structures or intangible asset dominance, necessitating 
integrative frameworks that account for regional and sectoral heterogeneity (Uddin et al., 
2022; Shahrier et al., 2024). Practically, financial managers can use these insights to tailor 
debt strategies, balancing internal resources with external financing based on firm size, 
industry, and economic conditions (Asraf et al., 2024; Wahyuni et al., 2025). For instance, 
firms in infrastructure-heavy regions should leverage tangible assets for debt financing 
while maintaining liquidity to manage repayments. Policymakers can foster financial 
market development to reduce debt reliance in emerging economies. Future research 
should explore cross-national and cross-sectoral dynamics using mixed-method 
approaches to deepen understanding of how institutional and cultural factors interact with 
firm-level characteristics, enhancing the global applicability of capital structure theories. 

 
CONCLUSION 

This systematic literature review, synthesizing 42 peer-reviewed studies from 2020 to 
2025, provides a comprehensive analysis of how profitability, liquidity, and asset structure 
influence corporate debt policy. The findings confirm that profitability generally exhibits 
a negative relationship with leverage, as firms with high profits prioritize internal 
financing, aligning with the Pecking Order Theory. Liquidity also tends to reduce debt 
reliance, particularly in firms with strong short-term financial flexibility, though this effect 
varies in capital-intensive industries where liquidity enhances borrowing capacity. In 
contrast, asset structure shows a consistent positive correlation with debt, supporting the 
Trade-Off Theory, as tangible assets serve as collateral to facilitate borrowing. These 
relationships are moderated by contextual factors such as firm size, industry type, and 
regional economic conditions, highlighting the need for nuanced approaches to capital 
structure decisions. 

The insights offer significant implications for financial managers and policymakers, 
enabling tailored debt strategies that balance internal resources with external financing 

based on firm and market characteristics. However, the study’s reliance on secondary 
empirical literature may introduce publication bias or methodological inconsistencies, 
limiting the depth of primary data analysis. Future research should incorporate primary 
data collection or mixed-method approaches to explore under-researched sectors and non-
financial variables, such as governance or cultural influences. Cross-national longitudinal 
studies could further enhance the generalizability of findings, providing deeper insights 
into how global economic shifts shape debt policy behavior. 
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