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National culture and firm financial performance:
A mediating role of firm financing decision

Umar Farooq*, Jaleel Ahmed?, Khurram Ashfag?, Ghias ul Hassan Khan® and
Shamshair Khan*

Abstract: This study unfolds the role of national culture in determining the firm
financial performance through channel of corporate financial policy. Sample size
consists of 7623 non-financial sector firms from 13 Asian economies and fixed-
effect model applies to estimates the regression. As the findings reveal, countries
carrying high scores on power distance, individualism and long-term orientation
face the low firm performance due to high transaction cost, agency cost, and
problem of information asymmetric in their financing decision. In contrast, corpo-
rate firms from high masculine, high uncertainty avoidance and indulgence coun-
tries enjoy the better firm performance as these cultures indicate the effort
assertive, resolving the uncertainties and co-operative behavior. In brief, the find-
ings of study highlight the importance of national culture and give better insights
into how cultural values determine the corporate financing policy which further
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affects the financial efficiency. It also provides the direct evidence on the effect of
cultural values upon financial performance.

Subjects: Anthropology - Soc Sci; Finance; Business, Management and Accounting

Keywords: Hofstede’s six national cultural dimensions; capital structure; firm
performance; Asian economies
Jel: Z210; G32; G30

1. Introduction

Culture has crucial role in dynamic business decisions. Different management practices at corpo-
rate level adhered with cultural values which change the decision-making practices of corporate
managers. The assessment of human behaviour relates to cultural values and this behaviour
deviates as culture vary across the countries. In current dynamic business environment, the
objective to achieve the maximum corporate financial efficiency not only connects with technolo-
gical innovation or transparent functioning of business practices, but it also relates with country-
level factors, i.e., national level culture. Better cultural values enhance the organizational perfor-
mance and confirm the corporate sustainability. Prior studies have significantly suggested the
impact of national culture on firm-level financial policies (Chang et al.,, 2012), but this study
extends the analysis how change in financing decision due to national culture further determines
the firm financial efficiency. Corporate financing decision has more relevance with firm financial
performance instead of other financial decisions (Le Vy & Phan, 2017). This factor motivates to
study the role of national culture in organizational performance when capital structure plays
a mediating role.

Culture can be defined as “the collective programming of mind that distinguishes the people of
one country, region or group from people of other countries, regions or groups” (Hofstede, 2001). In
his recent research, Hofstede argues that there exist the six cultural dimensions that exemplify the
culture of any country. These dimensions are power distance: low versus high, individualism versus
collectivism, masculinity versus femininity, uncertainty avoidance: low versus high, long-term
orientation vs. short-term orientation and indulgence versus self-restraints. The high-power dis-
tance culture shows the wide gap between upper and lower management. The high individualistic
culture narrates that the individuals are over-confident about their skills and want to achieve their
goals individually. High masculinity culture suggests the men domination in decision making, rigid
behaviour of managers and willingness to do something extra-ordinary. Similarly, high uncertainty
avoidance culture shows the non-myopic or non-flexible attitude toward uncertainties. Corporate
managers resolve the ambiguities and make only those decisions which have low substantial risk.
As moving forward, the firms or managers from long-term orientation culture think about sustain-
ability or long-term validity of decisions. They are interested in long-term-oriented actions and
strategies. The last dimension is indulgence which shows the socialistic attitude of any society. The
managers from high indulgence countries become instantly social with colleagues. These are the
six dimensions explain the culture of any country.

The most discussing area in the literature of finance is financing decision of firms. Despite the
enormous research, the financing decision or capital structure is the most controversial topic in
literature. Although, there exist number of finance theories that try to explain the efficient capital
structure, but no theory generalizes this trend (Gill et al., 2011). The research of Modigliani (1958)
intrigued this topic and noted the changing behaviour in firm financing cost as the ratio of debt
and equity changes. There exist two sources through which a firm can fulfil its funding needs, i.e.,
internal and external. The internal source of financing consists of capital reserve or retained
earnings set aside from total profit by the company to meet the consequencies. The firms normally
use it first and if these funds do not meet with required need of funds then firms move toward
external financing. The external financing has further two options, i.e., debt financing and equity
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financing. The capital structure theories such as trade-off theory, agency cost theory and pecking
order theory talk about the structure of these two options of financing.

According to pecking order theory, the firms follow the hierarchy of funding options, i.e., capital
reserve, debt financing, and equity financing relatively. But, according to trade-off theory, the firms
prefer those types of financing which is more economical. The agency cost theory assumes the
optimal capital structure which enhances the firm wealth by minimizing the conflicts between
shareholder and managers of firms. The trade-off theory was intrigued by Modigliani (1963),
agency cost theory by Jensen and Meckling (1976), and pecking order theory by Myers and
Maijulf (1984).

This study tries to unfold the role of national culture in firm financial performance through the
channel of financing decision. It is interesting to note that how national culture affect the firm
financial performance in the presence of capital structure. Prior research has proven that the
national culture affect the financing decision and it was also evidenced from literature that the
change in capital structure has strong effect on firm financial performance. Moreover, to some
extent, the culture has also direct effect on firm financial performance because it changes the
psychology of executives which alternatively affects the firm financial performance. In line of these
assumptions, empirical findings of this study confirm the effect of national culture and financing
pattern on financial performance. These results were robust even in individual effect.

This analysis has both practical significance and theoretical contribution. Practically, it provides
the clear thoughts to corporate manager to consider the national culture in their decision-making
strategies. Irrespective of thoughts as national culture is the non-firm specific or non-financial
sector, they should consider it as an important determinant of firm-level financial decisions.
Theoretically, it adds the new concept of national cultural role in determining the financial
performance and robust the findings that in favour of significant influence of national culture on
capital structure. It extends this literature to the effect of financial performance due to change in
financing decision caused by national culture. No study was found on such arrangement of
research model.

More specifically, as for concern the clear contributions, this analysis attributes to enhance the
empirical literature both on firm financial performance and financing decisions by adding the
national culture. Some recent studies highlight the cultural role in moderating the behaviour of
managers in dynamic business proceedings (T & Dularif, 2020), but no study directly explores such
relationship. Literature is also abundant on routine determinants of financial efficiency and finan-
cing decision. However, to our best knowledge, no study has such arrangement of variables
specifically in emerging economies which are more sensitive towards the cultural response. This
study provides the new insights how cultural variation across the countries affects the financial
performance through the channel of financing decision. It extends the existing literature on
national culture and capital structure to financial performance and stratifies the findings of
previous studies that predict the effect of national culture on financial decision.

The study organizes into five sections. The section 1 is of introduction, section 2 enlists the study
background, empirical literature review and hypotheses development. In section 3, research
designed has prescribed while section 4 explores the results of study and section. Similarly, section
7 concludes the whole study. The references which were used in body of study are placed at
the end.

2. Background of study

There exists the vast literature discusses the inter-relationship between the national culture and
variety of business decisions (Antonczyk Christian Ron, 2013; Chui, 2002; Chen, 2015; Chui, 2010).
These studies focused on cultural variation and analyzed the role of national culture in business
practices i.e. financing decision and cash holding practices. More specific, study conducted by
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Zakaria and Ardalan (2016) has documented the cultural role in determining the firm performance.
They have studied the culture of 39 emerging markets and found that national culture shows its
strong impact in determining the firm performance. The literature also evidenced that the national
culture may affect the financing decision of firms (Booth, 2001). The change in firm financing
options further determined the firm financial performance both negatively and positively (Salim &
Yadav, 2012). But literature is scarce on inter-relationship among national culture, financing
decision, and firm financial output. This study try to fill this instant gap by exploring the mentioned
relationship.

Culture has a strong impact on manager’s way of thinking and their decisions vary as cultural
values change across the nations. The major contribution in exploring the understanding of culture
was made by Hofstede. He has studied the culture of different countries and presents the different
cultural dimensions which account for the cultural trend of specific country. He has introduced six
dimensions of national culture in his periodical researches arranged on different countries
(Hofstede, 1984, 2001, 2010). These dimensions are power distance, individualism, masculinity,
uncertainty distance, long-term orientation and indulgence. These dimensions affect economic
outcomes of any country which further effect the different business practices (Beugelsdijk, 2011).

Similarly, an array of finance studies discussed the role of efficient management of capital
structure in determining the firm performance. (Abdullah & Tursoy, 2019; Chadha & Sharma,
2015; Le Vy & Phan, 2017). An imbalance acquiring of debts or equity to finance the business
operations can hamper the corporate efficiency by enhancing the business volatility (Gerndt et al,,
2020). More bank loans have extra burden of interest payments and also have negative impact on
business stability. Capital structure closely related to managers perceptions about future outcomes
(Naseem & Lin, 2020). They acquire more banks loans when bank lending rate is comparatively low
then dividend payment rate. But sometime, corporate managers ignore the different-associated
costs i.e. business volatilty and opportunity cost etc. with debt financing and intuitively get more
loans. This biased decision deteriorates the transparent functioning of business operations (Li
et al., 2019). Similarly, corporate managers interested in more equity as to get the bonuses from
shareholders. In this greed, they often ignore current business situations and issued more stock to
acquire equity financing. More equity results in giving up control of business operations and more
dividend payment. It also reduces the share price. Briefly, improper percentage of debt and equity
in total financing impacts adversely on corporate financial efficiency.

2.1. Theoretical discussion

There are different firm-level decisions which alternatively affect the corporate financial perfor-
mance i.e. financing decision, investment decision and dividend payout decision etc. But out of
these business decisions, capital structure decision has major role in determining the firm perfor-
mance (Nenu et al.,, 2018). The discussion on capital structure was intrigued first by Modigliani
(1958) in which they have documented that the cost of financing changed as ratio of debt or
equity change in accumulated financing. Later, they have also explored the topic of capital
structure comprehensively and studied the different determinants which may affect the cost of
financing (Modigliani, 1963). The famous capital structure theories i.e. pecking order theory, trade-
off theory and agency cost theory widened the theoretical understanding on capital structure
(Myers & Majluf, 1984).

Some corporate goverance theories i.e. stewardship theory, resource dependency theory, and
stakeholder theory better provide the insights on cultural impact on firm-level decisions (Afza &
Nazir, 2014). Stewardship theory states the psychology of managers attributed to future outcomes
in term of more bonuses and other financial benefits. They attentionally preferred more equity
even it is costlier than debt as it gives more financial benefits. Likewise, culture has clear impact on
manager’s psychology. Thus, psychology of managers can deviate across the nations which
significantly alter the financing pattern. Similarly, resource dependency theory focuses on the
attitude of executives regarding the resource arrangements that firms needed for business
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activities. This theory links the national culture with financing as more risk averse managers
reluctant to acquire the external financing and rely more on internal funds which directly achieve
the financial performance both positively and negatively.

Next, stakeholder theory incorporates the liability of managers towards stakeholder of company.
They have to perform by moderating the interest of all stakeholders. According to this theory, a more
bending culture creates the conflict of interest among stakeholders which alternatively hampers the
business performance. For example, in more uncertainty avoidance culture, preference for equity
financing dominates over debt financing either equity is more costly than debt in this economy. In
this situation, corporate firms have low financial efficiency (Griffin et al., 2017).

There exists the voluminous literature which discussed the national culture as important deter-
minant of different corporate decisions (Haq Mamiza, 2017; Shao Liang, 2010; Wang Daphne,
2014). Similarly, the literature has proven the effect of national culture on capital structure
(Chui, 2010) which further affects the corporate performance (Chadha & Sharma, 2015). Some
studies have also enlisted the role of corporate culture on firm-level decisions (Karim &
Qamruzzaman, 2020; Srisathan et al., 2020). However, these studies limited to corporate level
culture discussions. Moreover, limited studies were found in literature that explained the separate
relationship among national culture, capital structure and firm performance. So, this study tries to
fill this gap in following ways

« The study is innovative in a way that it takes the capital structure as mediating variable
between the national culture and firm financial performance.

« It checks the combined effect of national culture and capital structure on firm performance.
No study was found in literature on such relationship.

2.2. Empirical literature and hypotheses development

The vast literature on national culture confirms their relationship with financing decision which
further affects the corporate financial performance. The study arranged by Haq Mamiza (2017) has
documented that the countries from high-power distance culture preferred more equity for finan-
cing purpose and literature also vowed that the firms which have more equity have better
performance (Omondi, 2013; Umer, 2014). The second dimension of national culture is individual-
ism which suggests that the firms in high individualistic countries tend to achieve their goals on
individual basis and do not want to adhere with others (Hofstede, 2010). However, the firms in high
individualistic culture bear the high cost of information asymmetric in case of equity which causes
the more cost of financing and compel the firms toward more debt financing (Chui, 2010). Trade-
off theory indicated the negative impact of leverage on firm performance and this notion was also
supported by Gleason (2000).

Next, countries with high masculine culture carry the rigidness and non-flexible attitude.
Managers from high masculine culture show the more efforts assertive behaviour for organiza-
tional wealth. They preferred more equity because equity financing provides more chances to
increase the organizational wealth (Zheng, 2012). This notion was later strengthened by Wang and
Esqueda (2014). Zeitun and Tian (2007) exemplified that the firms which preferred the more equity
has positive relationship with corporate financial performance. Fourth dimension is uncertainty
avoidance which shows the risk avoidance behaviour of managers. The study of Arosa (2014)
noted the negative relationship between leverage and uncertainty avoidance. They have explained
the manager's behaviour as they found safe path instead of fixed liability in high uncertainty
avoidance culture and thus they show the offensive attitude toward debt financing. The low
preference for debt financing has positive effect on firm performance (Gill et al., 2011).

Long-term orientation shows the non-myopic behaviour of firms. The long-term-oriented firms
had focussed on long-term benefits and formulate the strategies which valid for long duration of
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Figure 1. Theoretical
framework.

time (Hofstede, 2010). In support of this notion, the study of Zheng (2012) revealed that the
managers from long-term-oriented culture have more forward-looking behaviour. They have
suggested the negative relationship between long-term orientation and leverage. The low pre-
ference for debt shows the positive impact on firm performance. The last dimension argued by
Hofstede in 2010 is indulgence. Corporate managers in high indulgence culture made decisions
deliberatively while self-restraint societies impose the strict regulations on their inhabitants
(Hofstede, 2010). In high indulgence societies, managers have leisure attitude and do not pay
attention to management of equity and preferred more debt.

The review of previous studies shows the dynamic relationship of national culture with capital
structure and firm financial performance. Based on empirical findings of previous studies, following
relationship can be supposed

H;: There exists significant relationship between the national culture and capital structure.
Hy: There is significant relationship between capital structure and firm financial performance.

Hs: The national culture affects the firm financial performance significantly.

This study tested the outcomes which previous studies have suggested as shown in Figure 1
Theoretical Framework.

T

National Culture Corporate Financial
Hs Per

3. Research design

Data of firm-specific variables were obtained from Thomson Reuters Data Stream.? The information
regarding the Hofstede, s cultural dimensions has obtained from his official data site titled
Hofstede insights?. Ten years data ranging from 2007 to 2016 were used for regression analysis.
The research size consists of 7623 firms from non-financial sector of 13 Asian countries.
A corporate firm, which has less than 5 years observation for specific variable was excluded
from sample because it may create the outlier in data. Table A.1 exhibits detail of countries and
number of selected companies.

Fixed effect model apply to estimates the regression between dependent and independent
variables. It is obvious that fixed effect model can eradicate the cross-sectional dependencies
and problem of heteroscedasticity. We start our analysis by employing the pooled ordinary least
square (POLS) model, but the results of Haussmann test suggest the cross-section fixed effect
model is more appropriates. Moreover, the firms were selected from different sectors and different
countries, so it was necessary to fix the cross section and to eradicates the problem of cross-
sectional dependency.

3.1. Regression equations
The general equation is as

Yie = ° + B Xit + B Xi + €t (1)

Our main mediation analysis based upon proposed model of Baron and Kenny (1986). They have
developed the distinction model to study the behaviour of moderator and mediator in social
sciences research. They have argued the following equations to study the role of mediator in
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Table 3. Panel summary statistics

Mean Median Maximum Minimum Std. Dev. Prob.
ROA 0.058 0.052 0.712 -0.457 0.064 0.000
ROE 0.125 0.110 0.910 -0.964 0.144 0.000
NPM 0.061 0.054 0.986 -0.971 0.106 0.000
TQ 0.904 0.741 3.879 0.011 0.569 0.000
FS 2.465 2.412 4,817 0.012 0.760 0.000
FG 0.075 0.059 0.998 -0.956 0.229 0.000
TTA 0.373 0.357 0.982 0.010 0.186 0.000
DTE 0.601 0.533 1.658 0.011 0.384 0.000
DTA 0.253 0.252 0.643 0.010 0.121 0.000
LTE 0.293 0.219 1.539 0.011 0.252 0.000
LTA 0.124 0.103 0.537 0.010 0.090 0.000
PD 365.445 360.000 1000.000 54.000 204.563 0.000
IND 180.0479 144.000 480.0000 14.000 126.396 0.000
MSCL 363.461 315.000 950.0000 34.000 236.512 0.000
UND 361.812 288.000 920.000 8.000 248.558 0.000
LTO 424,842 372.000 1000.000 0.000 255.642 0.000
IDG 209.265 196.000 570.000 0.000 127.777 0.000

Note: ROA: return on assets, ROE: return on equity, NPM: net profit margin, TQ: Tobin, s q, FS: firm size, FG: firm growth,
TTA: tangibility of total assets, DTE: debt to equity ratio, DTA: debt to asset ratio, LTE: long-term debt to equity, LTA:
long-term debt to asset ratio, PD: power distance, IND: individualism, MSCL: masculinity, UND: uncertainty avoidance,
LTO: long-term orientation, IDG: indulgence

overall analysis. The relationship between nationalculture and firm financial performance is
expressed in equation 2

FFPy = §° + p nis NG + 4, nil' CVie + & (2)
i i

Equation 3 shows the regression between national culture and financing decision

n=6 n=4
CSit =" +p1 X NG+, 3 CVit + &3t (3)
i-1 i-1

Regression between financial decision and firm financial performance is shown in equation 4

n=4 n=4
FFPy =" + 61 X CSit + 5, X CVit + &3¢ (4)
i1 i1

The equation 5 represents the econometric relationship when capital structure plays as mediating
role between national culture and firm financial performance.

n=6 n=4 n=4
FFPi = +p1 X NG+ 5, X CSit + 3 X CVig + e (5)
i1 i-1 i-1

Where

CS = capital structure, NC = national culture, FFP = firm financial performance, CV = control
variable
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Table 5. Impact of national culture on firm financial performance

Variable ROA ROE NPM TQ
C —-0.038 -0.106 —0.003 1.063
[-6.008] [-8.114] [-0.289] [25.328]
(0.000***) (0.000***) (0.772) (0.000***)
PD -0.0006 -0.0002 —0.0009 0.0001
[-13.879] [-15.476] [-8.889] [3.818]
(0.000***) (0.000***) (0.000***) (0.000***)
IND —0.0002 -0.0001 —0.0009 0.0005
[-1.530] [-5.593] [-3.998] [5.191]
(0.125) (0.000***) (0.000***) (0.000***)
MSCL 0.0005 0.0001 0.0005 —-0.0005
[6.195] [9.354] [3.673] [-9.669]
(0.000***) (0.000**%) (0.000***) (0.000***)
UND 0.0005 0.0001 0.000 0.0007
[6.735] [6.686] [9.088] [14.544]
(0.000***) (0.000***) (0.000***) (0.000***)
LTO —0.0005 —-0.000 —0.0008 —-0.0004
[-8.126] [-9.738] [-7.102] [-10.013]
(0.000***) (0.000***) (0.000***) (0.000***)
IDG 0.0005 0.0002 0.0001 0.0008
[7.327] [10.031] [5.572] [1.135]
(0.000***) (0.000***) (0.000***) (0.256)
FS 0.056 0.125 0.051 -0.057
[21.480] [23.349] [11.931] [-3.374]
(0.000***) (0.000***) (0.000***) (0.000***)
FG 0.055 0.121 0.063 0.217
[34.026] [36.952] [24.211] [20.717]
(0.000***) (0.000***) (0.000***) (0.000***)
TTA -0.109 -0.188 -0.173 -0.177
[-22.569] [-19.137] [-22.153] [-5.634]
(0.000***) (0.000**%) (0.000***) (0.000***)
R-square 0.539 0.574 0.517 0.678
Adj. R-square 0.479 0.521 0.454 0.639
S.E regression 0.051 0.104 0.081 0.338
Prob. F-stat 0.000 0.000 0.000 0.000

Note = Notes: ***Significant at 0.01 level; **significant at 0.05 level; *significant at 0.10 level. Description: Values in []
show the t-values while values in () show the p-value or probability value. However, statistics without brackets are co-
efficient values.

3.2. Variables of study

In this study, national culture uses as independent variable and measures with six dimensions as
defined by Hofstede. These dimensions have widely used in previous studies to capture the effect
of national culture (Bhaird Mac Ciaran, 2014; A. T. Chui, 2010; Wang Daphne, 2014). Table A.2
presents the cultural score on these six dimensions for specific country. Firm performance included
as dependent variable and measure with four proxies i.e. return on assets (EBIT/total assets),
return on equity (EBIT/total shareholder equity), net profit margin (Net income/sales), and Tobin,
s Q (market capital + total debt/total assets). These variables have also used repeatedly in previous
studies as proxy variables of corporate performance (Chadha & Sharma, 2015; Salim & Yadav,
2012; Le Vy & Phan, 2017). Corporate financing decision considers as mediating variable and
measures with four proxies i.e. debt to equity ratio (total debt/total shareholder equity), debt to
asset ratio (total debt/total assets), long-term debt to equity ratio (long term debt/total share-
holder equity), and long term debt to assets ratio (long term debt/total assets ratio). The measure-
ment of these variables was retrieved from previous studies published on same theme
(Chakraborty, 2010; Farooq et al., 2018; Kayo, 2011).
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Table 6. Effect of national culture on capital structure

Variables DTE DTA LTE LTA
C -0.023 0.127 0.017 0.065
[-0.784] [14.002] [0.764] [8.501]
(0.432) (0.000***) (0.444) (0.000***)
PD 0.00006 0.0005 0.0002 —-0.0007
[1.915] [0.058] [0.901] [-0.909]
(0.055**) (0.953) (0.367) (0.363)
IND —-0.0001 -0.0001 -0.0006 —-0.0002
[-2.269] [-0.8999] [-12.510] [-13.774]
(0.023**) (0.368) (0.000***) (0.000%**)
MsCL -0.0002 —0.0006 0.0002 0.0009
[-5.266] [-4.727] [6.599] [8.749]
(0.000***) (0.000***) (0.000***) (0.000***)
UND 0.0002 -0.0001 0.0001 0.0001
[0.706] [-1.356] [0.443] [1.788]
(0.479) (0.174) (0.657) (0.073%)
LTO 0.0006 0.0003 -0.0004 -0.0001
[1.908] [3.362] [-1.843] [-2.242]
(0.056***) (0.000***) (0.065%) (0.024**)
IDG 0.0002 0.0001 0.0001 0.0005
[0.510] [1.038] [3.512] [3.937]
(0.609) (0.299) (0.000***) (0.000***)
FS 0.204 0.032 0.649 0.0003
[17.038] [8.831] [6.950] [1.086]
(0.000%**) (0.000***) (0.000***) (0.277)
FG -0.038 -0.019 -0.007 —-0.0005
[-5.303] [-8.319] [-1.405] [-0.302]
(0.000%**) (0.000***) (0.159) (0.762)
TTA 0.468 0.183 0.406 0.156
[21.102] [26.541] [23.632] [27.200]
(0.000***) (0.000***) (0.000%) (0.000***)
R-squared 0.694 0.718 0.636 0.659
Adj. R-squared 0.655 0.685 0.590 0.616
S.E regression 0.229 0.074 0.177 0.059
Prob. F-stat 0.000 0.000 0.000 0.000

. Note = ***Significant at 0.01 level; **significant at 0.05 level; *significant at 0.10 level Description: Values in [] show
the t-values while values in () show the p-value or probability value. However, statistics without brackets are co-

efficient values.

In addition to these variables, some other firm-specific variables i.e. firm size (log of total sales),

firm growth (annual increment in growth), and assets tangibility (fixed assets/total assets) were
included as control variable. These variables were also extracted from previous studies (Salim &
Yadav, 2012; Le Vy & Phan, 2017).

4. Empirical results and discussion

4.1. Descriptive statistics

Table 3 exemplifies the overall trend of responses of respondent firms in the form of mean median
and standard deviation etc. The mean value of ROA is 0.058 which shows that the on average firms
have 5.8% returns on their assets which are quite low. The percentage of return which these firms
earn by utilizing their assets is only 5.8%. The median value is 0.052 or 5.2%. This figure shows the
trend of overall firms in terms of return on assets. The maximum value is 0.712 and minimum
value is —0.457. These statics show the span between upper end and lower end. There exists a firm
in sample which have return on their assets as 71.2% and a firm which has loss as 45.7%. The
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Table 7. Impact of capital structure on firm financial performance

Variable ROA ROE NPM TQ
(o 0.036 0.042 0.087 1.099
[5.943] [3.424] [8.501] [25.869]
(0.000%**) (0.000***) (0.000%**) (0.000***)
DTE -0.032 -0.038 -0.050 -0.200
[-5.600] [-3.388] [-5.239] [-5.143]
(0.000***) (0.000***) (0.000***) (0.000***)
DTA -0.109 -0.176 -0.104 0.157
[-6.570] [-5.324] [-3.743] [1.384]
(0.000%**) (0.000%**) (0.000%**) (0.166]
LTE -0.010 0.053 -0.019 -0.030
[-1.069] [2.709] [-1.173] [-0.447]
(0.284) (0.006**) (0.240) (0.654)
LTA 0.065 -0.011 0.108 0.211
[2.597] [-0.237] [2.570] [1.223]
(0.009***) (0.812) (0.010*) (0.221)
FS 0.034 0.070 0.025 -0.046
[15.309] [15.432] [6.667] [-2.928]
(0.000%**) (0.000%**) (0.000%**) (0.003**)
FG 0.063 0.141 0.071 0.212
[43.209] [48.517] [29.646] [21.098]
(0.000***) (0.000***) (0.000***) (0.000***)
TTA -0.072 -0.143 -0.123 -0.144
[-14.688] [-14.431] [-15.099] [-4.220]
(0.000%**) (0.000%**) (0.000%**) (0.000%**)
R-square 0.588 0.609 0.547 0.687
Adj. R-square 0.529 0.555 0.482 0.644
S.E regression 0.046 0.095 0.077 0.331
Prob. F-stat 0.000 0.000 0.000 0.000

Note = Notes: ***Significant at 0.01 level; **significant at 0.05 level; *significant at 0.10 level Description: Values in []
show the t-values while values in () show the p-value or probability value. However, statistics without brackets are co-
efficient values.

standard deviation which measures the degree of dispersion of responses from mean value is
0.064 or 6.4%. This value is quite small which is good because small value of standard deviation
represents the line trend of firms. The probability value of all the variables is 0.000 which shows the
high level of significance.

Similarly, the mean, median, and standard deviation values of other variables of study i.e. ROE,
NPM, TQ, FS, FG and TTA etc. presents the responses of firms in their specific form. Table 4 shows
the summary statistics of overall 13 countries. The next section is of correlation which shows the
strength of association among the variables.

4.2. Correlation analysis

The output of correlation analysis among the variables has presented in Table 4. The statics repre-
sents the degree of association of a specific variable with other variables of study. The first proxy of
firm financial performance i.e. ROA has correlation statics with other proxies of capital structure (ROE,
NPM, TQ) as 0.921, 0.658 and 0.312. These values are bit high which strengthen the concept of best
proxies explaining the single variable i.e. firm financial performance. As shown in column 2, all proxies
of capital structure (DTE, DTA, LTE, and LTA) have negative association with ROA. It shows that more
debt has negative effect on firm financial performance. The proxies of national culture (PD, IND, MSCL,
UND, LTO and IDG) have both positive and negative coefficient values. This is the indication that
cultural variation has dynamic effect on firm financial performance. These proxies have numerical
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Table 8. Mediating effect of capital structure

Variable ROA ROE NPM TQ

C -0.031 -0.110 0.004 0.977
[-4.807] [-8.330] [0.379] [21.309]
(0.000***) (0.000***) (0.704) (0.000***)

PD -0.0001 -0.0002 -0.0001 0.0001
[-15.160] [-17.080] [-9.205] [2.789]
(0.000***) (0.000%**) (0.000%**) (0.005**)

IND -0.0004 -0.0008 -0.0006 0.0005
[-0.279] [-2.857] [-2.434] [4.705]
(0.779) (0.004**) (0.014***) (0.000***)

MSCL 0.0003 0.0004 0.0001 -0.0006
[3.880] [7.138] [1.109] [-9.567]
(0.000%**) (0.000%**) (0.267) (0.000%**)

UND 0.0003 0.0006 0.0009 0.0007
[4.713] [4.125] [7.8190 [13.844]
(0.000%**) (0.000%**) (0.000%**) (0.000***)

LTO -0.0004 -0.0001 -0.0006 -0.0004
[-5.877] [-7.521] [-5.391] [-9.538]
(0.000***) (0.000***) (0.000***) (0.000***)

IDG 0.0009 0.0002 0.0001 0.0001
[8.294] [10.721] [6.025] [1.843]
(0.000%**) (0.000%**) (0.000%**) (0.065%)

DTE -0.032 -0.039 -0.051 -0.179
[-5.830] [-3.573] [-5.352] [-4.630]
(0.000%**) (0.000***) (0.000%**) (0.000***)

DTA -0.105 -0.166 -0.099 0.078
[-6.458] [-5.115] [-3.592] [0.697]
(0.000***) (0.000***) (0.000***) (0.485)

LTE -0.007 0.060 -0.015 -0.048
[-0.748] [3.155] [-0.969] [-0.723]
(0.454) (0.001***) (0.332) (0.469)

LTA 0.051 -0.048 0.089 0.292
[2.083] [-0.972] [2.133] [1.701]
(0.037*) (0.330) (0.032*) (0.088%)

FS 0.067 0.144 0.064 -0.001
[25.614] [27.274] [14.303] [-0.063]
(0.000***) (0.000***) (0.000%**) (0.949)

FG 0.049 0.111 0.056 0.200
[31.182] [35.167] [21.140] [18.360]
(0.000***) (0.000%**) (0.000%**) (0.000%**)

TTA -0.074 -0.149 -0.124 -0.123
[-15.392] [-15.250] [-15.233] [-3.648]
(0.000***) (0.000***) (0.000***) (0.000***)

R-square 0.601 0.624 0.556 0.693

Adj. R-square 0.544 0.572 0.491 0.652

S.E regression 0.046 0.093 0.076 0.327

Prob. F-stat 0.000 0.000 0.000 0.000

Note = ***Significant at 0.01 level; **significant at 0.05 level; *significant at 0.10 level Description: Values in [] show
the t-values while values in () show the p-value or probability value. However, statistics without brackets are co-
efficient values.

values as 0.017, -0.078, -0.169, —0.188, —0.179 and —0.143, respectively. These values are small due
to non-financial or non-firm specific nature of national culture.

As further, the relationship between DTE and other variables of study has presented in column 9.
The notable factor in this column is that DTE has positive relationship only with power distance

(PD) but have negative relationship with all other proxies of national culture (IND, MSCL, and UND
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etc.). Their correlation values are 0.007, —0.090, —0.113, —0.140, —0.060 and —0.117, respectively.
These values represent the financing trend in different culture or cultural contribution in structur-
ing the financing decision. Similarly, the other variables of study have specific value with a specific
sign which suggests the nature of association i.e. negative and positive and degree of association
with other variables. The next section is representation of regression analysis.

4.3. Regression analysis

There are four econometric models which were used in this study. The results of model 1 are
presented in Table 5, model two in Table 6, model three in Table 7 and outputs of model 4 reported
in Table 8.

Table 5 presents the output of regression model which responds the research question that how
national culture effect the corporate financial performance. The PD has negative and significant
t-stat value with ROA (-13.879), ROE (-15.476) and NPM (-8.889). These values suggest that in
high-power distance countries, firms perform badly. There exists the high span between the upper
management and low management which results in ambiguities (Hofstede, 2001) and thus firms
perform badly. The PD has also positive t-stat with TQ (3.818) which predicts that in some cases,
high-power distance is beneficial for firms. The high-power distance lay down the more responsi-
bility’s on low-level managers due to authority span and thus line managers try their best to
achieve the high financial outcomes. The individualism has inverse relationship with ROE (-5.593)
and NPM (-8.889) which reveals that the firms in high individualistic culture do not co-operate with
others which results in increment of transaction cost and decrease in firm financial performance.
But individualism has positive relationship with TQ (5.191). The Chui (2010) suggested that the
managers in high individualistic culture are confident about their skills and do work hard to
increase the wealth of firm which alternatively enhances the firm value. The MSCL has a positive
effect on firm financial performance. The masculine culture predicts the more effort assertive
behaviour of managers (Chui, 2002) for firm value which causes the better financial performance.
The UND has also positive relationship with firm financial performance. In high UND culture,
managers are high risk averse and do not bear any ambiguity (Li, 2013) which causes the better
financial performance.

The long-term orientation has inverse and significant relationship with firm financial perfor-
mance. The firms in long-term-oriented culture make their strategies for long duration and do not
change according to current business requirements (Hofstede, 2010: Zheng, 2012) but in current
dynamic environment, it needed to revisit these strategies periodically. Thus, long-term orientation
has negative effect on firm financial performance. The indulgence (IDG) has positive and signifi-
cant regression with firm financial performance. The Hofstede (2010) posits that high indulgence
societies allow the free gratification of expression. It can be linked with manager’s behaviour to act
and made the decision freely which has positive effect on firm performance. The other three
control variables i.e. firm size (FS), firm growth (FG) and asset tangibility (TTA) have same regres-
sion as in previous model of capital structure and firm performance. The value of adjusted
R-square is better good in all the models which shows the good association of dependent and
independent variables. The probability of F-stat states the significance of all the models

Table 6 shows the results of fixed effect model for estimating the regression between national
culture and capital structure. The power distance has significant and positive t-statics value with
DTE (1.915) but have insignificant relationship with DTA (0.058), LTE (0.901) and LTA (-0.909). The
firms in high-power distance countries prefer the more debt due to non-consultative behaviour
with stockholders and high information asymmetric which causes the more cost of equity. The
pecking order theory also suggests the more debt preference in high-power distance countries due
to high information asymmetric cost in case of equity financing (Myers, 1984). The individualism
has negative t-statics values which suggest that in high individualistic culture, firms prefer more
equity. The study of Bhaird Mac Ciaran (2014) documented the negative relationship because
managers did not accept the fixed burden of debt and want to explore their personnel skills to
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professionally manage the funds and enhance the shareholder wealth. The MSCL has negative and
significant relationship with DTE (-5.266) and DTA (—4.727) but positive relationship with LTE
(6.599) and LTA (8.749). The literature evidenced in both type of relationship. The study of Zheng
(2012) documented the positive relationship due to more risk bear attitude in case of debt but
Wang and Esqueda (2014) has suggested the negative relationship because managers want to
assert more efforts to manage the funds and preferred more equity.

The next dimension is uncertainty avoidance (UND) which has significant and positive regression
with LTA (1.788). The firms may prefer more banks financing because it is safer source of financing
while equity financing is more speculative (Chang et al., 2012; Kwok & Tadesse, 2006). The long-
term orientation (LTO) has significant and positive relationship with DTE and DTA because man-
agers can equip the debt for long duration but equity is more volatile nature of financing
(Antonczyk Christian Ron, 2013) but it has negative and significant relationship with LTE (-1.843)
and LTA (-2.242). The firms may prefer more equity because it may hedge the funds for long
duration in the form of equity financing (Lievenbriick, 2014). The indulgence has positive and
significant relationship with LTE (3.512) and LTA (3.937). The managers may employ the more debt
financing due to freedom behaviour. In the case of equity financing, the managers have responded
to shareholders, but debt financing required no such type of restrictions.

The firm size has positive and significant t-static values which suggest that bigger firms prefer
more debt financing due to low transaction cost (De Jong, 2008). The trade-off theory also
suggests positive relationship. The firm growth has inverse relationship with debt financing
because higher debt increases the firm volatility and firms feel hesitation in growth (Huynh,
2010). The tangibility of total assets which shows the firm stability has significant and positive
t-statics values with all proxies of capital structure. The firms with more tangible assets may prefer
more debt because these firms may offer their assets as collateral to banks (Bartholdy Jan, 2008).
The values of adjusted R-squared i.e. 65.5, 68.5, 59 and 61.6% relatively show the strong associa-
tion of national culture with capital structure decision. It measures the strength of relationship.
The probability of F-statistic is less than 0.05 which shows the overall significance of all models.

Table 7 shows the statistics which answered the question that “what is the impact of capital
structure on firm performance? The four proxies of capital structure i.e. DTE, DTA, LTE and LTA have
negative and significant t values in most of the cases. The firms which have more debt have low
financial performance in the form of return on assets (ROA), return on equity (ROE), net profit
margin (NPM) and Tobin, s q (TQ). The firms which have more debt have fixed burden of interest
and investors hesitate to invest in the firms which alternatively affect the financial performance. It
may enhance the financial distress cost. The abundant literature favoured this notion (Chadha &
Sharma, 2015; Salim & Yadav, 2012; Zakaria & Ardalan, 2016). In some cases, debt has significant
and positive relationship with firm performance such as LTA has t-statistics value 2.597 and 2.570
with ROA and NPM relatively. The LTE has also positive and significant t-statistics with ROE (2.709).
The trade-off theory suggests that more debt has a positive effect on firm performance because it
saves the tax and reduces the agency cost in case of equity (Gill et al., 2011). The firm size has
a positive and significant effect on firm financial performance. The biggest firms earn the more
profit because they achieve the economies of scale which reduces the multiple costs (Babalola &
Abiodun, 2013). The firm size has negative and significant t-statistics (—2.928) with TQ which
implies that the bigger firms may have adverse effect on firm performance due to resilient
behaviour for change (Yang, 2009).

The firm growth has significant and positive effect on firm financial performance. The firms
which have more growth consistently increase their sale volume which causes the more profit
(COBAN, 2014). The firm’s tangibility has negative relationship which predicts that the firms which
bound their investment in more tangible assets and do not make the active investment may
reduce their profits and this finding is consistent with (Kodongo et al,, 2015). The adjusted
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R-square is high in all the models, which is a good sign of strong relationship between dependent
and independent variables and probability of F-stat indicates the overall significance of models.

Table 8 shows the results of model when capital structure plays a mediating role between
national culture and firm financial performance. The power distance (PD) has significant and
negative relationship with ROA (-15.160), ROE (-17.080) and NPM (-9.205). According to pecking
order theory, firms in high-power distance countries prefer the more debt (Myers, 1984) and debt
has a negative impact on firm financial performance (Le Vy & Phan, 2017). The individualism has
a negative and significant relationship with ROE (-2.857) and NPM (-2.434) but has positive
relationship with TQ (4.705). Some studies suggest the positive relationship with debt financing
(Antonczyk Christian Ron, 2013) but others suggest the negative relationship (Bhaird Mac Ciaran,
2014). More debt has negative impact while lower debt has positive effect on profitability. The
masculinity has significant and positive relationship with ROA and ROE but have a negative impact
on TQ (-9.567). The study of Chang et al. (2012) documented that firms in high masculine culture
preferred more equity due to more hardworking behaviour but the study of Bhaird Mac Ciaran
(2014) asserted the positive relationship with debt financing because high masculine firms prefer
more risky financing. The most studies are in the favour that the more debt has negative impact on
firm financial performance (Chadha & Sharma, 2015; Le Vy & Phan, 2017). The uncertainty
avoidance has a positive impact on firm financial performance because it reduces the possibility
of immature decisions of managers. Moreover, UND has negative relationship with debt financing
(Arosa, 2014).

The long-term orientation has negative while indulgence has positive effect on firm perfor-
mance. The long-term-oriented firms did not change their strategies according to need of hour
which adversely effects the firm performance while firms in high indulgence countries have
socialistic views which enhances the chances of organizational success. The regression results
with four proxies of capital structure show that firm performance has inverse relationship in
most of the cases but also have a positive effect. The firms with more debt ratio do not perform
well due to non-confident behaviour of managers. But, sometime, more debt has significant
effect because it saves the tax and reduces the agnecy conflicts which arise between managers
and equity holders. The firm size and firm growth has a positive effect. The bigger size firm
achieves the economies of scale and higher growth firms may increase their profit by more
sales. The tangibility of total assets has negative effect on firm financial performance. The firms
which bound their cash more in fixed assets and do not make the active investment bear the
more chances of business failure. Moreover, the return which has to come from active invest-
ment do not come to incase of more investment in fixed assets. The adjusted R-square signals
the strength of relationship which is better in all models. The probability of F-stat is also less
than benchmark 0.05 in all models which support the conjecture of significance of overall
model.

5. Summary and conclusion

The study aims to find out the impact of national culture on firm financial performance and test
the assumption whether national culture affects the firm financing and financial performance? The
results of the study suggest that all three alternate hypotheses accepted, and national culture has
a strong effect on firm financial performance. More specifically, in high-power distance and
indulgence culture, corporate firms prefer more debt financing while high masculine culture has
controversial relationship. Similarly, other cultural dimensions i.e. individualism, long-term orienta-
tion, and uncertainty avoidance have dynamic and significant relationship with different proxies of
financing decision. More preference for specific type of financing option further determines the
corporate financial efficiency. Briefly, it can be concluded that national culture has significant
impact on firm financial efficiency even through the channel of financing decisions.

The analysis provides the better understanding on national culture and their prospective role in
determining the corporate financial performance through the channel of financing decision,
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However the study left some gap that it considers the combined financing decision of all the
sectors of a specific country but research has approved that each sector i.e. manufacturing, service
and transportation etc. have different financing decision according to nature of business. The
future research can be conducted to addressing this issue and separately consider the financing
decision of each sector. This will explore the more ground evidence that how national culture
changes the financing decision of different sectors which further affects the firm financial
performance.

5.1. Implications

The findings of the study recommend policy to corporate managers that irrespective of routine
determinants of firm-level decisions, they should also consider the national cultural traits. In
a specific cultural setting, corporate managers can boost the financial efficiency of firms by
adopting the specific financing patterns. Corporate managers specifically fund managers perform-
ing their duties in specific culture can consider the findings of this study to module their financing
decision, which improves financial efficiency. Briefly, findings suggest that good cultural traits have

favourable effect on financial performance of corporate firms.

Funding
We received no direct funding for this research.

Author details

Umar Farooq®

E-mail: umerrana246@gmail.com

ORCID ID: http://orcid.org/0000-0002-5772-5243

Jaleel Ahmed?

E-mail: dr.jaleel@cust.edu.pk

ORCID ID: http://orcid.org/0000-0002-3962-4844

Khurram Ashfaq®

E-mail: Khurram.ashfag@gcuf.edu.pk

ORCID ID: http://orcid.org/0000-0002-6792-289X

Ghias ul Hassan Khan®

Shamshair Khan*

E-mail: khansea@gmail.com

ORCID ID: http://orcid.org/0000-0002-7253-5042

1 School of Finance and Economics, Xi‘an Jiaotong
University, Xi’an, Shaanxi, P. R. China.

2 Department of Management Sciences, Capital University
of Science and Technology (CUST), Islamabad, Pakistan.

3 College of Commerce, Government College University,
Faisalabad, Pakistan.

“ Department of engineering management, Center for
Advanced Studies in Engineering, Islamabad, Pakistan.

> Accounting department, College of Business, University
of Bahrain, Bahrain.

Citation information

Cite this article as: National culture and firm financial
performance: A mediating role of firm financing decision,
Umar Faroog, Jaleel Ahmed, Khurram Ashfag, Ghias ul
Hassan Khan & Shamshair Khan, Cogent Business &
Management (2020), 7: 1858640.

Notes

1. (DataSteam, 2019)

2. https://www.hofstede-insights.com/product/compare-
countries/

Data availability statement

Firm-specific financial data that have been used in this study
retrieved from Thomson Reuter Data Stream while national
cultural scores obtained from Hofstede, s Insightshttp://
datastream.thomsonreuters.com/dsws/1.0/dslogon.aspx?
persisttoken=true&appgroup=DSExtranet&srcapp=Extrane-
t&srcappver=1.0&prepopulate=&env=&redirect=https%3a
%2f%2finfobase.thomsonreuters.com%?2finfobase%2f

References

Abdullah, H., & Tursoy, T. (2019). Capital structure and
firm performance: Evidence of Germany under IFRS
adoption. Review of Managerial Science, 1-20. https://
doi.org/10.1007/s11846-019-00344-5

Afza, T., & Nazir, M. S. (2014). Theoretical perspective of
corporate governance: A review. European Journal of
Scientific Research, 119(2), 255-264. http://www.eur-
opeanjournalofscientificresearch.com

Antonczyk Christian Ron, S. J. (2013). Overconfidence and
optimism: The effect of national culture on capital
structure. International Business and Finance, 31(C),
132-151. https://doi.org/10.1016/j.ribaf.2013.06.005

Arosa, C. R. (2014). The impact of culture on market
timing in capital structure choices. Research in
International Business and Finance, 31(C), 178-192.
https://doi.org/10.1016/j.ribaf.2013.06.007

Babalola,, & Abiodun, Y. (2013). The effect of firm size on
firms profitability in Nigeria. Journal of Economics and
Sustainable Development, 5(4), 90-96. https://www.iiste.
org/Journals/index.php/JEDS/article/view/4857/4935

Baron, R. M., & Kenny, D. A. (1986). The
moderator-mediator variable distinction in social
psychological research: Conceptual, strategic, and
statistical considerations. Journal of Personality and
Social Psychology, 51(6), 1173-1182. https://doi.org/
10.1037/0022-3514.51.6.1173

Bartholdy Jan, M. C. (2008). Financing of SME,s: An asset
side story. Paper presented at the societe universitaire
europeenne de recheres financieres. Paris.

Beugelsdijk, S. (2011). Culture in economics: History,
methodological reflections and contemporary appli-
cations. Cambridge University Press.

Bhaird Mac Ciaran, L. B. (2014). Culture,s influence: An
investigation of inter-country differences in capital
structure. Borsa Istanbul Review, 14(1), 1-9. https://
doi.org/10.1016/j.bir.2013.10.004

Booth, L.-K. (2001). Capital structure in developing
countries. The Journal of Finance, 56(1), 87-130.
https://doi.org/10.1111/0022-1082.00320

Chadhaq, S., & Sharma, A. K. (2015). Capital structure and
firm performance: Empirical evidence from India.
Vision: The Journal of Business Perspective, 19(4),
295-302. https://doi.org/10.1177/0972262915610852

Chakraborty, I. (2010). Capital structure in an emerging
stock market: The case of India. Research in
International Business and Finance, 24(3), 295-314.
https://doi.org/10.1016/j.ribaf.2010.02.001

Page 16 of 21


https://doi.org/10.1007/s11846-019-00344-5
https://doi.org/10.1007/s11846-019-00344-5
https://doi.org/10.1016/j.ribaf.2013.06.005
https://doi.org/10.1016/j.ribaf.2013.06.007
https://doi.org/10.1037/0022-3514.51.6.1173
https://doi.org/10.1037/0022-3514.51.6.1173
https://doi.org/10.1016/j.bir.2013.10.004
https://doi.org/10.1016/j.bir.2013.10.004
https://doi.org/10.1111/0022-1082.00320
https://doi.org/10.1177/0972262915610852
https://doi.org/10.1016/j.ribaf.2010.02.001

Farooq et al., Cogent Business & Management (2020), 7: 1858640
https://doi.org/10.1080/23311975.2020.1858640

Chang, K., Wee, J. B., & Yi, H.-C. (2012). Does national
culture influence the firm’s choice of debt maturity?
Asia-Pacific Journal of Financial Studies, 41(4),
424-457. https://doi.org/10.1111/j.2041-6156.2012.
01078.x

Chen, Y. D. P. (2015). National culture and corporate cash
holdings around the world. Journal of Banking and
Finance, 50(January), 1-18. https://doi.org/10.1016/j.
jbankfin.2014.09.018

Chui, A. C. (2002). The determination of capital structure: Is
national culture a missing piece to the puzzle? Journal
of International Business Studies, 33(1), 99-127.
https://doi.org/10.1057/palgrave.jibs.8491007

Chui, A. T. (2010). Individualism and momentum around
the world. Journal of Finance, 65(1), 361-392. https://
doi.org/10.1111/j.1540-6261.2009.01532.x

COBAN, S. (2014). The interaction between firm growth
and profitability: Evidence from Turkish listed manu-
facturing firms. The Journal of Knowledge Economy &
Knowledge Management, 9(1), 73-82.

DataSteam. (2019). Thomson Reuters Datastream. http://
datastream.thomsonreuters.com/dsws/1.0/dslogon.
aspx?persisttoken=true&appgroup=
DSExtranet&srcapp=Extranet&srcappver=1.0&prepo
pulate=&env=&redirect=https%3a%2f%2finfobase.
thomsonreuters.com%?2finfobase%?2f

De Jong, A. K. (2008). Capital structure around the world:
The roles of firm-and country-specific determinants.
Journal of Banking & Finance, 32(9), 1954-1969.
https://doi.org/10.1016/j.jbankfin.2007.12.034

Faroogq, U., Malik, J. A., & Muhammad, L. (2018). Impact of
banking sector development on capital structure of
non-financial sector firms in Pakistan. Journal of
Accounting and Finance in Emerging Economies, 4(2),
177-188. https://doi.org/10.26710/jafee.v4i2.400

Gernat, P., Kostdlovd, Z., & Lyécsa, S. (2020). What drives
U.S. financial sector volatility? A Bayesian model
averaging perspective. Research in International
Business and Finance, 51(January), 1-14. https://doi.
0rg/10.1016/j.ribaf.2019.101095

Gill, A., Biger, N., & Mathur, N. (2011). The effect of capital
structure on profitability: Evidence from the United
States. International Journal of Management, 28(4),
3-15. https://www.questia.com/library/journal/1P3-
2505650571/the-effect-of-capital-structure-on-
profitability

Gleason, K. M. (2000). The Interrelationship between cul-
ture, capital structure, and performance: Evidence
from European retailers. Journal of Business
Research, 50(2), 185-191. https://doi.org/10.1016/
S0148-2963(99)00031-4

Griffin, D., Guedhami, O., Kwok, C. C,, Li, K., & Shao, L.
(2017). National culture, corporate governance prac-
tices, and firm performance. Available at SSRN. http://
dx.doi.org/10.21

Haq Mamiza, H. D. (2017). New evidence on national
culture and bank capital structure. Pacific-Basin
Finance Journal, 50, 41-64. https://doi.org/10.1016/j.
pacfin.2017.09.005

Hofstede, G. (1984). Cultural dimensions in management
and planning. Asia Pacific Journal of Management, 1
(2), 81-99. https://doi.org/10.1007/BF01733682

Hofstede, G. (2001). Culture’s consequences: Comparing
values, behaviors, institutions and organizations
across nation (2nd ed.). sage publication.

Hofstede, G. (2010). Cultures and organisations: Software
of the mind (Revised and expanded, 3rd ed.).
McGraw-Hill.

Huynh, K. P. (2010). Age effects, leverage and firm
growth. Journal of Economic Dynamics & Control, 34

X: cogent.-business & management

(5), 1003-1013. https://doi.org/10.1016/j.jedc.2010.
01.007

Jensen, M. (1976). Theory of the firm: Managerial beha-
vior, agency costs and ownership structure. Journal
of Financial Economics, 3(4), 305-360. https://doi.org/
10.1016/0304-405X(76)90026-X

Jensen, M., & Meckling, W. (1976). Theory of the Firm:
Managerial Behavior, Agency Costs and Ownership
Structure. Journal of Financial Economics, 3(4), 305-
360.

Kanagaretnam, K. L. (2013). Influence of national culture
on accounting conservatism and risktaking in the
banking industry. The Accounting Review, 89(3),
1115-1149. https://doi.org/10.2308/accr-50682

Karim, S., & Qamruzzaman, M. (2020). Corporate culture,
management commitment, and HRM effect on
operation performance: The mediating role of just-in-
time. Cogent Business & Management, 7(1), 1-27.
https://doi.org/10.1080/23311975.2020.1786316

Kayo, E. (2011). Hierarchical determinants of capital
structure. Journal of Banking & Finance, 35(2),
358-371. https://doi.org/10.1016/j.jbankfin.2010.08.
015

Kodongo, O., Mokoteli, T. M., & Mainag, L. (2015). Capital
structure, profitability and firm value: Panel evidence
of listed firms in Kenya. African Finance Journal, 1-19.
https://doi.org/10.2139/ssrn.2465422

Kwok, C., & Tadesse, S. (2006). National culture and
financial systems. Journal of International Business
Studies, 37(2), 227-247. https://doi.org/10.1057/pal
grave.jibs.8400188

Le Vly, T. P, & Phan, T. N. (2017). Capital structure and firm
performance: Empirical evidence from a small tran-
sition country. Research in International Business and
Finance, 42(C), 710-726. https://doi.org/10.1016/j.
ribaf.2017.07.012

Li, K., Niskanen, J., & Niskanen, M. (2019). Capital structure
and firm performance in European SMEs: Does credit risk
make a difference? Managerial Finance, 45(5), 582-601.
https://doi.org/10.1108/MF-01-2017-0018

Li, K. G. (2013). How does culture influence corporate
risk-taking? Journal of Corporate Finance, 23(C), 1-22.
https://doi.org/10.1016/j.jcorpfin.2013.07.008

Lievenbriick, M. (2014). Why do firms (not) hedge?—Novel
evidence on cultural influence. Journal of Corporate
Finance, 25(C), 92-106. https://doi.org/10.1016/j.
jeorpfin.2013.10.010

Modigliani, F. (1963). Corporate income taxes and the
cost of capital: A correction. The American Economic
Review, 53(3), 433-443.

Modigliani, F. M. (1958). The cost of capital, corporation
finance and the theory of investment. The American
Economic Review, 48(3), 261-275.

Myers, M. (1984). The corporate financing and investment
decision, when firms have information that investors
do not have. Journal of Finance and Economic, 13(2),
187-221. https://doi.org/10.1016/0304-405X(84)
90023-0

Myers, S., & Majluf, N. (1984). Corporate Financing and
Investment Decisions: When Firms Have Information
Investors Do Not Hav. Journal of Financial Economics,
13(2), 187-222.

Naseem, M. A,, & Lin, J. (2020). Does capital structure
mediate the link between CEO characteristics and
firm performance? Management Decision, 58(1),
164-181. https://doi.org/10.1108/MD-05-2018-0594

Nenu, E. A, Vintilg, G., & Gherghina, S. C. (2018). The
impact of capital structure on risk and firm perfor-
mance: Empirical evidence for the bucharest stock
exchange listed companies. International Journal of

Page 17 of 21


https://doi.org/10.1111/j.2041-6156.2012.01078.x
https://doi.org/10.1111/j.2041-6156.2012.01078.x
https://doi.org/10.1016/j.jbankfin.2014.09.018
https://doi.org/10.1016/j.jbankfin.2014.09.018
https://doi.org/10.1057/palgrave.jibs.8491007
https://doi.org/10.1111/j.1540-6261.2009.01532.x
https://doi.org/10.1111/j.1540-6261.2009.01532.x
http://datastream.thomsonreuters.com/dsws/1.0/dslogon.aspx?persisttoken=true%26appgroup=DSExtranet%26srcapp=Extranet%26srcappver=1.0%26prepopulate=%26env=%26redirect=https%3a%2f%2finfobase.thomsonreuters.com%2finfobase%2f
http://datastream.thomsonreuters.com/dsws/1.0/dslogon.aspx?persisttoken=true%26appgroup=DSExtranet%26srcapp=Extranet%26srcappver=1.0%26prepopulate=%26env=%26redirect=https%3a%2f%2finfobase.thomsonreuters.com%2finfobase%2f
http://datastream.thomsonreuters.com/dsws/1.0/dslogon.aspx?persisttoken=true%26appgroup=DSExtranet%26srcapp=Extranet%26srcappver=1.0%26prepopulate=%26env=%26redirect=https%3a%2f%2finfobase.thomsonreuters.com%2finfobase%2f
http://datastream.thomsonreuters.com/dsws/1.0/dslogon.aspx?persisttoken=true%26appgroup=DSExtranet%26srcapp=Extranet%26srcappver=1.0%26prepopulate=%26env=%26redirect=https%3a%2f%2finfobase.thomsonreuters.com%2finfobase%2f
http://datastream.thomsonreuters.com/dsws/1.0/dslogon.aspx?persisttoken=true%26appgroup=DSExtranet%26srcapp=Extranet%26srcappver=1.0%26prepopulate=%26env=%26redirect=https%3a%2f%2finfobase.thomsonreuters.com%2finfobase%2f
http://datastream.thomsonreuters.com/dsws/1.0/dslogon.aspx?persisttoken=true%26appgroup=DSExtranet%26srcapp=Extranet%26srcappver=1.0%26prepopulate=%26env=%26redirect=https%3a%2f%2finfobase.thomsonreuters.com%2finfobase%2f
https://doi.org/10.1016/j.jbankfin.2007.12.034
https://doi.org/10.26710/jafee.v4i2.400
https://doi.org/10.1016/j.ribaf.2019.101095
https://doi.org/10.1016/j.ribaf.2019.101095
https://doi.org/10.1016/S0148-2963(99)00031-4
https://doi.org/10.1016/S0148-2963(99)00031-4
http://dx.doi.org/10.21
http://dx.doi.org/10.21
https://doi.org/10.1016/j.pacfin.2017.09.005
https://doi.org/10.1016/j.pacfin.2017.09.005
https://doi.org/10.1007/BF01733682
https://doi.org/10.1016/j.jedc.2010.01.007
https://doi.org/10.1016/j.jedc.2010.01.007
https://doi.org/10.1016/0304-405X(76)90026-X
https://doi.org/10.1016/0304-405X(76)90026-X
https://doi.org/10.2308/accr-50682
https://doi.org/10.1080/23311975.2020.1786316
https://doi.org/10.1016/j.jbankfin.2010.08.015
https://doi.org/10.1016/j.jbankfin.2010.08.015
https://doi.org/10.2139/ssrn.2465422
https://doi.org/10.1057/palgrave.jibs.8400188
https://doi.org/10.1057/palgrave.jibs.8400188
https://doi.org/10.1016/j.ribaf.2017.07.012
https://doi.org/10.1016/j.ribaf.2017.07.012
https://doi.org/10.1108/MF-01-2017-0018
https://doi.org/10.1016/j.jcorpfin.2013.07.008
https://doi.org/10.1016/j.jcorpfin.2013.10.010
https://doi.org/10.1016/j.jcorpfin.2013.10.010
https://doi.org/10.1016/0304-405X(84)90023-0
https://doi.org/10.1016/0304-405X(84)90023-0
https://doi.org/10.1108/MD-05-2018-0594

Farooq et al., Cogent Business & Management (2020), 7: 1858640
https://doi.org/10.1080/23311975.2020.1858640

Financial Studies, 6(2), 41. https://doi.org/10.3390/
ijfs6020041

Omondi, M. M. (2013). Factors affecting the financial
performance of listed companies at the nairobi
securities exchange in Kenya. Research Journal of
Finance and Accounting, 4(15), 99-105.

Salim, M., & Yadav, D. R. (2012). Capital structure and firm
performance: Evidence from Malaysian listed
companies. Social and Behavioral Sciences, 65, 156-166.

Shao Liang, K. C. (2010). National culture and dividend
policy. Journal of International Business Studies, 41
(8), 1391-1414. https://doi.org/10.1057/jibs.2009.74

Shao Liang, K. C. (2013). National culture and corporate
investment. Journal of International Business Studies, 44
(7), 745-763. https://doi.org/10.1057/jibs.2013.26

Srisathan, W., Ketkaew, C., & Naruetharadhol, P. (2020).
The intervention of organizational sustainability in
the effect of organizational culture on openinnova-
tion performance: A case of thai and Chinese SMEs.
Cogent Business & Management, 7(1), 1-29. https:/
doi.org/10.1080/23311975.2020.1717408

T, S., & Dularif, M. (2020). National culture as a moderator
between social norms, religiosity, and tax evasion:
Meta-analysis study. Cogent Business & Management,
7(1), 1-20. https://doi.org/10.1080/23311975.2020.
1772618

Tobin, J. (1969). A general equilibrium approach to monetary
theory. Journal of Money, Credit, and Banking, 1(1),
15-29. https://doi.org/10.2307/1991374

X: cogent.-business & management

Umer, U. M. (2014). Determinants of capital structure:
Empirical evidence from large taxpayer share com-
panies in ethiopia. International Journal of Economics
and Finance, 6(1), 53-65.

Wang, D., & Esqueda, O. A. (2014). National cultural
effects on leverage decisions: evidences from emer-
ging- market ADRs. Research in Internationall
Business and Finance, 31(C), 152-177.

Wang Daphne, O. A. (2014). National cultural effects on
leverage decisions: Evidences from emerging- mar-
ket ADRs. Research in Internationall Business and
Finance, 31(C), 152-177. https://doi.org/10.1016/j.
ribaf.2013.06.006

Yang, C. (2009). Are small firms less efficient? Small
Business Economics, 4(4), 375-395. https://doi.org/10.
1007/s11187-007-9082-x

Zakaria, Z., & Ardalan, L. (2016). The role of culture on
firm performance in emerging market economies.
International Journal of Engineering and Innovative
Technology, 5(2), 10-22.

Zeitun, R., & Tian, G. G. (2007). Capital structure and
corporate performance: Evidence from Jordan. The
Australasian Accounting Business & Finance
Journal, 1(4), 41 Pages. https://doi.org/10.14453/
aabfj.v1i4.3

Zheng, X. G. (2012). National culture and corporate debt
maturity. Journal of Banking and Finance, 36(2),
468-488. https://doi.org/10.1016/j.jbankfin.2011.08.
004

Page 18 of 21


https://doi.org/10.3390/ijfs6020041
https://doi.org/10.3390/ijfs6020041
https://doi.org/10.1057/jibs.2009.74
https://doi.org/10.1057/jibs.2013.26
https://doi.org/10.1080/23311975.2020.1717408
https://doi.org/10.1080/23311975.2020.1717408
https://doi.org/10.1080/23311975.2020.1772618
https://doi.org/10.1080/23311975.2020.1772618
https://doi.org/10.2307/1991374
https://doi.org/10.1016/j.ribaf.2013.06.006
https://doi.org/10.1016/j.ribaf.2013.06.006
https://doi.org/10.1007/s11187-007-9082-x
https://doi.org/10.1007/s11187-007-9082-x
https://doi.org/10.14453/aabfj.v1i4.3
https://doi.org/10.14453/aabfj.v1i4.3
https://doi.org/10.1016/j.jbankfin.2011.08.004
https://doi.org/10.1016/j.jbankfin.2011.08.004

Farooq et al., Cogent Business & Management (2020), 7: 1858640
https://doi.org/10.1080/23311975.2020.1858640

- cogent--business & management

Appendix

Table Al. Detail of selected firms from specific Country

Sr. No. Country Name No. of selected firms Percentage of
contribution

1 China 1503 0.19%

2 India 1147 0.15%

3 Indonesia 192 0.02%

4 Japan 1961 0.25%

5 Malaysia 367 0.04%

6 Pakistan 113 0.014%
7 Philippine 56 0.007%
8 Singapore 172 0.022%
9 South Korea 822 0.107%
10 Taiwan 914 0.11%
11 Thailand 257 0.03%
12 Turkey 111 0.014%
13 UAE. 8 0.001%

Total 7623 100%
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