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This study aims to explore the impact of various board composition elements (board Received 21 September
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disciplinary mechanism to offset the busyness of board members who have several
multiple directorships. However, the frequency of board meetings was found to have a
negative association with debt ratio. Our findings are robust to alternative measures of
leverage and endogeneity. This study concentrates on a limited set of factors related to
board composition. The use of debt as a substitute mechanism suggests that the
followed corporate governance practices are relatively weak and may benefit from
further reforms.
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IMPACT STATEMENT

This study offers to the readers a new insight from an emerging market on the impact of
board composition on financing decision. The results are of particular importance to such
market, since this market has distinctive characteristics of weak external law to protect
investors and it is well known by using debt as substitute mechanism of corporate
governance practices.

1. Introduction

Board composition is considered a key mechanism in corporate governance. Through its characteristics,
robust monitoring of top-management levels can be achieved (Bazhair, 2023; Boateng et al., 2022).
Building on this premise, board composition fulfills its role through various mechanisms, including board
size, board meeting frequency, the proportion of independent directors, and the presence of directors
occupying multiple seats. The focus of this study is to investigate the relationship between these mech-
anisms and capital structure decisions in the emerging securities market of Oman, specifically the Muscat
Securities Market index (MSM30). The study aims to answer the following four research questions: i) What
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is the impact of board size, board meeting frequency, multiple directorships, and board independence
on the debt ratio for firms listed on the MSM30?

Most of the existing studies on the subject in Oman have focused on the relationship between con-
ventional ‘firm-specific determinants, such as risk, profitability, tangibility, firm size, and growth, and cap-
ital structure decisions (Al Ani & Al Amri, 2015; Fernandez & Brown, 2013; Khaki & Akin, 2020; Mohammadi
et al, 2020; Singh, 2016). While corporate governance has received considerable attention in the Omani
context (Bawazir et al, 2021; Queiri et al, 2021; Yilmaz, 2018), research that directly explores how CG
elements shape capital structure decisions in Oman remains scarce. Despite extensive investigations into
this area in the developed markets, a significant research gap still exists with regard to the influence of
corporate governance on capital structure decisions in the Omani context.

This study contributes to the literature on both corporate governance and capital structure in several
ways. First, the paper investigates the impact of different dimensions of corporate governance (board
size, board meeting frequency, multiple directorships, and director independence) on capital structure in
an emerging market. it offers in-depth insight into the formation of capital structure through the lens of
corporate governance (CG) elements, going beyond the conventional factors that have already been
extensively studied in the Muscat Securities Market (MSM), which operates under a specific legal regime.
Second, while very few studies focus on the Omani case, this research specifically addresses the Omani
context, conducting the analysis for non-financial firms listed in the MSM30 index. The study’s findings
will provide evidence from Oman on how board compositions can serve as effective corporate gover-
nance mechanisms to address the agency problem, utilizing debt as a disciplinary mechanism. Therefore,
this research extends the theoretical evidence into the uncharted territory of Oman. Third, the findings
of this study aim to have a practical contribution by assisting policymakers in crafting appropriate cor-
porate governance codes of conduct by elucidating the role that CG elements play in shaping capital
structure decisions and, consequently, enhancing a firm's financial performance. Currently, Oman is focus-
ing on improving its financial stability and is keen to implement rigorous corporate governance prac-
tices, as these are seen as critical mechanisms for achieving such stability. In this context, Shehata (2013)
has recommended further reforms for the corporate governance codes of conduct in GCC countries,
including Oman. While most GCC codes are more comprehensive than those in other Middle East North
Africa (MENA) countries, there remains room for improvement. With this backdrop, this study aims to
investigate the relationship between CG elements and capital structure decisions.

The remainder of this study is organized as follows; First, a literature review provides insights into the
MSM30, capital structure theories, and corporate governance in the Omani context. Following this, there
is a review of previous studies and the development of hypotheses. Lastly, the paper presents the results
along with a discussion and offers practical implications for corporate governance mechanisms and their
relevance to capital structure decisions.

2, Background

Beyond the influence of conventional factors on a firm's performance and other important corporate
finance decisions such as investment and capital structure decisions, there has recently been increased
scholarly attention directed toward investigating the role of corporate governance elements. These ele-
ments have been examined for their relevance to firm performance, cash holding, cost of debt, and capital
structure decisions (Dwaikat, 2023; Hashim & Amrah, 2016; Junior, 2022; Morellec et al.,, 2012; Queiri et al.,
2021; Zaid et al., 2020). This focus is not new; the impact of corporate governance (CG) elements on capital
structure decisions is well-documented in the literature (Feng et al., 2020; Hussainey & Aljifri, 2012; Junior,
2022; Mertzanis et al., 2023). The basis for such impact can be traced to the principle of Agency Cost
Theory. According to Jensen and Meckling (1976), the separation between ownership and control encour-
ages managers to act in their own best interests, leading them to shape capital structure decisions to
maximize their own benefits. In this context, debt is often suggested as a mechanism to curb such oppor-
tunistic managerial behavior and to align it with shareholders’ objectives of wealth maximization.

This rationale can be clarified in four ways. First, debt can act as a corporate governance mechanism
grounded in the free cash flow hypothesis, where the obligation to pay fixed interest rates limits man-
agerial discretion in spending (De La Bruslerie, 2016; Jensen, 1986; Vijayakumaran & Vijayakumaran,
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2019). Second, managers are more likely to align their behavior with shareholder interests when utiliz-
ing debt to avoid the potential risks of bankruptcy and the consequent loss of their reputations and
jobs (Abor, 2008; Grossman & Hart, 1982). Third, the scrutiny by debt-holders and financial markets
induces managers to act in the best interests of shareholders. Therefore, there is academic consensus
in the field of Corporate Finance that the judicious use of debt can effectively mitigate agency prob-
lems and consequently increase firm value. Fourth, good corporate governance will maintain an optimal
capital structure (Manu et al, 2019). In other words, effective corporate governance, including board
compositions, could impact capital structure decisions, potentially resulting in lower costs of debt
financing. This is because the cost of debt is inversely related to board independence and board size
(Ronald et al., 2004).

However, empirical studies have reported mixed and inconsistent findings regarding how CG elements
influence capital structure decisions. For example, to highlight a few inconsistencies, Junior (2022),
Vijayakumaran and Vijayakumaran (2019), and Hussainey and Aljifri (2012) found that board composition
has an insignificant influence on capital structure decisions for Latin American, Chinese, and UAE stock
markets, respectively. These results contradict the findings of other studies, such as those by Florackis
and Ozkan (2009) and Berger and Heath (2007), who concluded that board size is inversely related to
debt. These inconclusive results underline the need for further investigation.

The inconsistency in empirical results is attributed to deeper factors. According to Mitton (2004), these
mixed findings hinge on variables at both the company and country levels. Aspects like common law
versus civil law systems and variations in corporate and ownership structures can contribute to these
mixed results (Porta et al., 1998; Queiri et al., 2021). Given this background, it is unrealistic to expect that
emerging markets like Oman will perfectly align with findings from more developed markets. Therefore,
the capital structure decisions for companies listed in Oman may be influenced by CG elements in a
different manner, making empirical validation necessary.

3. Theoretical literature review
3.1. Capital structure theories

Under certain assumptions, the seminal work of Modigliani and Miller (1958) concluded that the means
of financing whether through debt or equity is irrelevant to a firm’s value. However, when these assump-
tions are relaxed to account for factors such as asymmetrical information, taxes, and bankruptcy costs, it
becomes evident that capital structure is indeed a relevant factor in determining a firm's value.
Consequently, the relevance proposition emerged.

Various theories have extensively discussed the mechanisms by which capital structure influences a
firm's value. These include the pecking order theory, agency cost theory, signaling theory, and trade-off
theory. Harris and Raviv (1991) categorized these theories into two groups: tax-based and non-tax-based
theories. The pecking order, signaling, and agency cost theories fall under the category of non-tax-based
theories. On the other hand, the trade-off theory, which considers the benefits of tax shields against the
costs of bankruptcy, is a tax-based theory.

All these theories hold relevance in the Omani context, given that corporate tax is levied at a rate of
15% and that there is a separation of ownership and management, as is the case in other jurisdictions.
Therefore, this paper reviews these pertinent capital structure theories, placing special emphasis on the
agency cost theory. This serves as the theoretical foundation for examining the relationship between
corporate governance elements and capital structure decisions.

3.1.1. Agency theory

The agency relation is defined as ‘a contract under which one or more persons the principal(s) engage
another person (the agent) to perform some service on their behalf (Rashid, 2016; Tega, 2017) which
involves delegating some decision-making authority to the agent’ (Jensen & Meckling, 1976). The theory
of agency cost is premised on the notion of interest divergence between principle and agent due to the
ownership and management separation. Managers may engage in actions that serve their self-interests
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and are not particularly in line with the shareholder’s interests. For instance, managers can make deci-
sions about investments that are worthless to shareholder interests, but instead, such decisions may
increase manager’s perks and provide job security. The agency problem results in a higher associated
agency cost due to the asymmetric information and because of monitoring a manager’s behavior to be
in line with shareholders’ interests. The complexity of the principal-agent relationship sheds light on the
urgent need to implement a CG system that deals with agency problems in a manner that satisfies the
maximum possible number of stakeholders (Madhani, 2017). Further, agency costs should be incorpo-
rated whenever deciding whether to fiance with debt or equity (Djohaputro, 2015). In response to the
agency problem, Jensen (1986) argued that debt financing could act as a substitute corporate gover-
nance mechanism to align a manager’s behavior and limit the discretion of using free cash to build their
own empire. Hence, financing through debt becomes a relevant approach towards increasing the value
of the firm, as it subsides the agency conflict (Hussainey & Aljifri, 2012).

3.1.2. Signaling theory

In the context of asymmetric information, where managers possess more information about the firm's
activities than shareholders do, capital structure becomes a signaling mechanism. Specifically, a firm’s
choice of financing through debt can indicate to external investors that it is capable of meeting its
future debt obligations, thereby signaling its future earnings potential (Connelly et al., 2011). Moreover,
the ability to finance through debt can signal a firm's capacity to pay dividends to shareholders (Chang
& Rhee, 1990). Consequently, changes in capital structure serve as indicators of a firm’s financial health,
making capital structure decisions relevant to market value.

3.1.3. Pecking order theory

Pecking Order Theory argues that firms prioritize internal sources of financing, such as retained earnings,
over external sources like debt and equity issuance. This preference for internal financing is due to the
lower associated costs, which include the cost of issuing debt (‘cost of debt’) and the cost of providing
adequate returns to shareholders via equity. When internal sources are not sufficient, firms are more
likely to opt for debt financing as a secondary option and consider equity issuance as a last resort. The
theory, formulated by Myers (1984) and Myers and Majluf (1984), implies that more profitable firms tend
to have lower leverage ratios because they can fund themselves through internal sources.

3.1.4. Trade-off theory

Trade-off Theory proposes that firms should aim for a balanced capital structure by weighing the advan-
tages and disadvantages of debt versus equity financing. On one hand, debt financing provides certain
benefits, such as the tax shield, which reduces the firm’s tax burden. On the other hand, overreliance on
debt increases the risk of bankruptcy. The associated costs of bankruptcy could potentially negate the
advantages offered by the tax shield. The theory posits that there exists an optimal leverage ratio, a
point at which the incremental costs of bankruptcy are equal to the marginal tax benefits accrued from
the use of debt (Dwaikat et al., 2014).

3.2. Omani context

3.2.1. Corporate governance and debt structure in Oman

Firms in the MENA region heavily depend on debt to form their capital structure. However, Oman report-
edly has an average debt ratio of 47%, one of the highest in the MENA region (Mertzanis et al., 2023).
The MENA region shares common characteristics that complicate the relationship between corporate
governance and capital structure decisions (Oehmichen, 2018). For instance, countries in the MENA
region have weak corporate governance systems, making it difficult to secure property rights and finan-
cial contracts. These countries offer lenient guarantees and collateral against borrowing. The capital mar-
kets in these nations are less efficient, and information is generally more asymmetric compared to
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developed markets (Eldomiaty, 2007). These characteristics contribute to an unclear connection between
governance and financing decisions in the MENA region (Mertzanis et al., 2023).

Furthermore, Feng et al. (2020) argued that centralized ownership, coupled with a lack of external
governance mechanisms, may result in an agency problem between major and minor shareholders. This
issue becomes significant in financing decisions, as major shareholders may favor debt financing to use
the borrowed resources for their own interests, regardless of the potential impact on minor shareholders
(i.e. the cost of bankruptcy). Omran et al. (2008) reported that Arab countries, including Oman, are char-
acterized by high ownership concentration and significant state ownership. In such a setting of highly
concentrated ownership, the potential for agency problems increases. Major shareholders can use their
voting rights to influence management’s decisions towards financing options that serve their own inter-
ests. Additionally, GCC countries, including Oman, have a distinct ownership structure characterized by
large state ownership (Al-Saidi & Al-Shammari, 2015). The average state ownership is estimated to be
around 8%. According to institutional theory, the presence of large state ownership can mitigate agency
problems, as it reduces asymmetric information and protects the rights of minor shareholders (Pillai &
Al-Malkawi, 2018). However, Micco et al. (2007) argued that state ownership could lead to conflicts of
interest, political interference, and weak managerial oversight, which could exacerbate agency problems.
Queiri et al. (2021) empirically substantiated the negative relationship between state ownership and firm
performance for firms listed on MSM30.

In relation to Oman, the establishment of corporate governance codes dates back to the 2000s, with
Oman being the first country in the region to introduce such codes in 2002, followed by many other
countries in the MENA region (Amico, 2014). In 2016, a new version of the ‘Code of Corporate Governance
for Public Listed Firms’ was issued by the Omani Capital Market Authority. The objective was to establish
a binding and optimal framework for corporate governance to ensure fairness, transparency, and account-
ability in the capital market. This ultimately reduces agency problems and improves overall firm perfor-
mance. In this regard, the revised code contains specific requirements for board composition. The
selection of independent directors follows certain conditions, such as not being executive directors, not
owning more than 10% of the firm's shares (including parent, sister, and subsidiary firms), and represent-
ing more than one-third of the board with a minimum of two independent directors. They should also
not be a director of the parent company or any subsidiary or associate companies, and should not have
been a senior executive of the company or its affiliates during the two years preceding their candidacy
or nomination to the board. The board of directors is required to conduct at least four meetings a year.
Unlike in Western and Chinese contexts, the code specifies more stringent criteria regarding independent
directors’ ownership: it should not exceed 1%, and they should not be among the top 10 shareholders
(Feng et al., 2020). Moreover, the Omani revised code does not specify board size requirements for listed
companies, whereas board sizes in Western countries typically range from 5 to 19 members.

3.2.2. A Glance over MSM 30

The MSM30 index was established in 1992 as a benchmark for assessing the performance of other secu-
rities listed on the Muscat Securities Market (MSM). The index comprises 30 firms from diverse industries,
which can generally be categorized into financial and non-financial sectors. Companies listed in MSM30
share several common attributes: they are considered to be among the most profitable, liquid, and
well-capitalized compared to other firms in the market. The MSM authority follows specific inclusion
criteria for firms to be indexed in MSM30. Such firms should have a significant size, represented by a
high market capitalization of no less than 40%. Additionally, these firms should demonstrate profitability
of at least 15% and a liquidity indicator of 45% or higher (Queiri et al., 2021). Over the years, several
companies have maintained their listings on the MSM30, becoming primary targets for both local and
international investors due to their strong market performance.

4, Empirical literature review and hypotheses development

Creating an effective board composition is crucial for mitigating agency problems. Through its various
mechanisms (i.e. board size, board meeting frequency, multiple directorships, and director
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Figure 1. Proposed framework.

independence), the board can provide effective monitoring systems that enhance a firm's financial per-
formance, including capital structure decisions (Zaid et al., 2020). The following section reviews empirical
results concerning board composition and a firm's capital structure decisions. The following framework is
proposed based on the notion of agency cost theory (Figure 1).

4.1. Board size

Agency theory contends that firms suffer from fundamental agency conflicts between managers and
shareholders due to the separation between ownership and control (Jensen & Meckling, 1976). In the
same context, Jensen and Meckling (1976) provided further insight into this theory by defining agency
relationships and identifying agency costs. According to this perspective, the board of directors, includ-
ing board size decisions, can minimize manager-shareholder agency conflicts through its governance
mechanisms. Therefore, it would be theoretically expected that a larger board size uses less debt.
Nevertheless, Jensen (1993) argued that larger boards suffer from poor coordination and ineffective mon-
itoring, and thus, firms should have a smaller board size. For a board to function effectively, its size
matters. Smaller boards are less likely to experience director free riding. Lipton and Lorsch (1992) and
Jensen (1993) suggest that larger boards could be less effective than smaller boards because of coordi-
nation problems and director free riding. Larger boards are associated with free-riding on fellow direc-
tors' effort, and therefore, larger boards tend to use more debt to offset the free-riding issue.

Empirical studies investigating the influence of board size on debt ratios yield inconclusive results. in
the literature. Empirical studies support a positive relationship between board size and debt ratio (Abor,
2007; Nguyen et al.,, 2017). These studies suggest that a larger board size complicates decision-making
and increases agency costs. Due to the lack of consensus among large boards on capital structure deci-
sions, firms tend to maintain a higher debt ratio to offset agency costs (Feng et al.,, 2020). Additionally,
larger boards are associated with more agency problems that stem from issues related to ownership and
corporate control. Consequently, more debt is used to mitigate these agency problems (Rehman et al.,
2010). Usman et al. (2019) report that a large board size is correlated with a high cost of debt. Therefore,
a conclusion can be drawn that the cost of ineffective communication associated with larger boards
outweighs their benefits.

Other empirical studies support a negative relationship between board size and debt ratio (Bazhair,
2023; Rehman et al., 2010; Vakilifard et al., 2011). These studies draw upon resource dependence theory,
suggesting that a larger board can serve as a resource pool that benefits firms, thus acting as a substi-
tute for high debt ratios. In this way, larger boards can exercise more effective control and supervision,
reducing the need for additional debt in the firm's capital structure, and consequently lowering the cost
of debt (Rehman et al.,, 2010; Vakilifard et al, 2011). Some empirical evidence from the MENA region—
including listed companies in Oman, Bahrain, Qatar, Morocco, and the UAE—supports a negative rela-
tionship between board size and debt ratio (Mertzanis et al, 2023). Similarly, Bazhair (2023) found a
negative relationship in a sample of non-financial firms in Saudi Arabia. These studies from the MENA
region justify their findings through resource dependence theory.

Given these varying perspectives and drawing on agency theory, the following hypothesis is formulated:

H1: Board size is associated with the debt ratio for firms listed on the MSM30.
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4.2. Board meeting frequency

The agency theory posits that debt functions as a disciplinary measure to restrain managerial actions
that deviate from the objective of maximizing shareholders’ wealth. The implementation of corporate
governance mechanisms suggests that an increase in board meetings would lead to a rise in the utiliza-
tion of debt in accordance with the disciplinary concept (Jensen, 1986). Consequently, board meeting
frequency is theoretically anticipated to have a positive correlation with the use of debt. However, the
argument, drawn from foundational works by Jensen (1993) and Vafeas (1999), asserts that frequent
board meetings may not necessarily exert substantial control. This is because board directors are often
too occupied to fully comprehend all the issues related to the firm, leading to a hesitancy in making
decisions regarding increased debt issuance that could potentially benefit shareholders. Therefore, these
seminal works empirically found that the frequency of board meetings reduces a firm’s reliance on debt.
It is noteworthy that chief executive officers typically set the agenda for board meetings (Jensen, 1993).
Also, routine tasks absorb much of the meetings limiting opportunities for outside directors to exercise
meaningful control over management. In line with this argument, Ezeani et al. (2023), using samples
from the UK, France, and Germany, found a consistent negative relationship between board meeting
frequency and debt ratio. Across all these countries, increased board meeting frequency was correlated
with reduced usage of debt by firms.

Another argument presented by Conger et al. (1998; Sharma et al, 2009) regarding the potential
positive relationship between board meeting frequency and the use of debt is rooted in the idea of
benefiting shareholders’ perspectives. According to this viewpoint, frequent board meetings are consid-
ered a means to effectively supervise managers, resulting in favorable outcomes for the firms’ sharehold-
ers. In the context of the Anglo-Saxon corporate governance approach, it is expected that the frequency
of board meetings will exhibit a positive correlation with leverage.

Specific to Oman, board meeting should happen at least 4 times annually. But board members are
often serve on multiple boards, as indicated by Al-Matari (2020) and Queiri et al. (2021). The revised
Corporate Governance (CG) regulations neither specifically prohibit multiple directorships nor provide
guidelines about them. Due to this business and multiple directorship, we expect similar to the seminal
works of Jensen (1993) and Vafeas (1999) that board meetings frequency is associated with the use of
debt. Given these contradictory findings, the following hypothesis, based on agency theory, will be
tested for firms listed on the MSM30:

H2: Board meeting frequency is associated with the debt ratio for firms listed on the MSM30.

4.3. Multiple directorship

Jensen and Meckling (1976) argued that to curb agency conflict and to limit resultant agency costs, con-
siderable focus is placed on the monitoring role of the board. Boards of directors are responsible for pro-
viding an effective monitoring mechanism over managers’ activities to mitigate consumption (Trinh et al,
2020). The busyness hypothesis postulates that if directors become overcommitted, they might become less
effective corporate monitors (Clements et al, 2015). Therefore, directors with multiple directorships are
likely to employ more debts to offset their busyness and curb managerial activities through introducing
debt as a disciplinary mechanism. On the other hand, Jensen (1993) and Vafeas (1999), asserted that board
directors are often too busy to fully understand all the firm’s related issues, which can result in a reluctance
to make decisions about increasing debt issuance that would likely benefit the shareholders. instead, these
seminal works empirically found that board meetings’ frequency reduces firms' use of debt.

Different from the notion of agency theory, another argument provided by Fama (1980), Fama and
Jensen (1983) argued that a busy board that have a number of director memberships, can be an indica-
tion of his reputation as an effective monitoring of corporate managers. Taking together, the managerial
power theory with this positive view, we can theoretically expect a negative relationship between mul-
tiple directorships and the use of debt. Stearns and Mizruchi (1993) posited those directors with multiple
directorships often termed ‘board interlocking'—facilitate greater access to capital, especially when those
directors also serve on the boards of financial institutions. As a result, such boards are more likely to
employ debt, given their enhanced access to bank loans. From the ‘signaling quality’ hypothesis
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perspective, Trinh et al. (2020) found a negative association between directors with multiple seats and
debt ratio in both conventional and Islamic banks. Busy boards of directors aim to enhance firm's financ-
ing capacity through the reduction of the cost of debt, which is achieved by issuing less debt.

In the context of Oman, directors are allowed to serve on multiple boards prior to the reforming of the
corporate governance code of conduct. These directors, often referred to as ‘busy directors; are frequently not
fully engaged. The relationship between multiple directorships and a firm's financial performance has been
reported to be negative within the MSM30 context (Queiri et al.,, 2021). According to the argument presented
by the agency theory, multiple directorships could result in increasing or decreasing the amount of debts. In
light of these conflicting findings, our third hypothesis, rooted in the agency cost assumption, is as follows:

H3: Multiple directorships is associated with the debt ratio for firms listed on the MSM30.

4.4. Board independence

Most of the responsibility for monitoring management and mitigating agency problems falls to indepen-
dent directors (Ngatno et al., 2021). From this sense, Jensen and Meckling (1976) and Jensen and Murphy
(1990), argued that a high proportion of independent directors on a board serves as a mitigator for
agency problems. This is because independent directors are generally well compensated and are thus
inclined to act in the best interests of shareholders, often advocating for more debt to reduce agency
costs. Given that independent directors typically do not have conflicts of interest with shareholders, they
act as vigilant monitors and encourage managers to issue more debt. Their role enhances the internal
corporate governance mechanisms (Hillman & Dalziel, 2003). Empirical studies such as Bazhair (2023),
Amin et al. (2022), Abor (2007), Kyriazopoulos (2017), and Tarus and Ayabei (2016) have found a positive
relationship between board independence ratio and debt ratio. This positive association supported the
argument that outside directors are active monitors of management. Thus, these directors tend to com-
pel managers to employ high leverage to boost firms' value.

However, the literature also reports a negative relationship between these two variables, as seen in
studies conducted on samples from the MENA region (Mertzanis et al., 2023; Sani, 2020). Researchers
who have found a negative association argue that independent directors aim to avoid the uncertainties
associated with debt issuance. Instead, they seek to improve the firm's financial performance by acquir-
ing more equity when forming the capital structure (Ferriswara et al., 2022). Feng et al. (2020) interpret
this as the establishment of a trusting relationship between shareholders and independent directors,
which enables the latter to secure funds from equity sources. Additionally, Boateng et al. (2017) posit
that independent directors exercise stringent oversight over managers, who consequently opt for less
debt to sidestep excessive risk and debt-related disciplinary actions. In light of these diverse findings, our
fourth hypothesis, grounded in agency theory, is formulated as follows:

H4: board independence is associated with the debt ratio for listed firms in MSM30

4.5. Control variables

Variables such as profitability, firm size, and growth are well-documented in the literature as influencing
the amount of debt a firm takes on. (i) Profitability: the trade-off theory suggests that profitable firms
use a high amount of debt because larger firms benefit from lower costs of debt due to economies of
scale. Conversely, the pecking order theory proposes that profitable firms prefer to use retained earnings
instead of external financing sources (Hussainey & Aljifri, 2012). Korzama (2016) evidenced that both the
return on investment and the return on assets negatively affect the leverage ratio in the Turkish manu-
facturing sector. In the same line, by Vy (2016) evidenced that, for Vietnami companies, profitable firms
tend to have a higher incentive to use less debt. (ii) The firm size: Vy (2016) evidenced that the firm size
negatively affects the debt ratio this might be justified that large firms seem indifferent to the usage of
debt as they have greater access to other sources of finance. iii) The growth: Firms experiencing high
growth often face asset substitution and underinvestment issues, making them less attractive to lenders.
As a result, such firms tend to have lower amounts of debt (Agyei et al., 2020). Additionally, this study
employed a different group of control variables including year and industry —specific fixed effects.
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According to Mansour et al. (2023), the industry specific fixed effects is required to be incorporated in
the regression models to capture the influence of competition changes on the COD financing within
industries. Furthermore, Psillaki and Daskalakis (2009) argued that capital structure formation is influ-
enced by industry specific business risk (a higher industry business risk is accompanied by more use of
leverage). Therefore, to neutralize the industry fixed effects, it was controlled for in the regression models.

4.6. Debt and dividends interrelation

The literature establishes a link between dividend policy and debt ratio. The negative relationship between
dividend payouts and the debt ratio is explained through the agency cost theory of dividends (Rozeff, 1982).
Paying dividends to shareholders can reduce agency costs by minimizing the firm'’s free cash, which managers
might otherwise use for tunneling activities (Ain et al,, 2021). Therefore, dividend payouts serve as a substitute
mechanism for debt issuance, resulting in a negative correlation between dividends and debt. However, when
managers are entrenched (i.e. managerial ownership is high), dividends are paid to complement debt as a
means of reducing agency costs (Ghasemi et al., 2018). The entrenchment hypothesis suggests that dividends
and debt are positively related and complement each other in curbing managerial tunneling activities.

Furthermore, the positive relationship between dividends and debt is also explained through signaling
theory (Chang & Rhee, 1990). Firms with a high debt ratio tend to pay more dividends to signal their
financial health to the market. Moreover, firms may issue debt to meet shareholders’ expectations of
regular dividends, thereby sending a signal about their financial health (Ang & Ciccone, 2006).

The preceding discussion indicates that dividends and debt are interrelated. In this regard, Ghasemi
et al. (2018) found that dividends and debt have a bidirectional causal relationship when applying a
simultaneous equations model. Therefore, our analytical model will account for this simultaneity by test-
ing whether the dividend payout ratio is an endogenous variable or not. Based on the results of the
endogeneity analysis, a suitable regression technique—either OLS (Ordinary Least Squares) or 2SLS
(Two-Stage Least Squares)—will be employed to account for simultaneity. Details on the endogeneity
test will be further elaborated in the data analysis and results sections.

5. Research design
5.1. Sample selection and data collection

Data were collected from the publicly available annual reports on the MSX website, which are reported
across a span of seven years (from 2009 to 2015). The sample for this study comprises firms listed on the
MSM30 index, with the exclusion of those belonging to the financial sector. Instead, the sample is made
up of firms from the service and industrial sectors that are listed on the MSM30. Corporate finance litera-
ture emphasizes the importance of distinguishing between financial and non-financial sectors when select-
ing a sample (Dalwai & Mohammadi, 2020; Al-Matari, 2020). Based on these criteria, 19 firms were initially
included in the sample. However, 5 of these were excluded due to incomplete data, leaving a final sample
of 14 firms. Data were collected for the period from 2009 to 2015 using publicly available annual reports.
A new corporate governance code was introduced in 2015 and became effective in 2016. Therefore, our
data collection was limited to the period up to 2015 to ensure consistency with the findings of this study.

Population Around 30 Firms listed in MSM 30 Index

Inclusion criteria Firms belong to financial sector (Banks, Financial Services Companies, etc..) are excluded from the
sample selection. Firms from non-financial sector with more than 10% data missing are excluded.

Sample size 19 firms are selected from non-financial sector (banks and financial services firms are excluded). Out of

19 firms, 5 firms suffers from more than 10% data missing and they were excluded. The total sample
size based on these criteria is 14 firms.

5.2. Measurement of variables

Table 1 provides a comprehensive list of the symbols and proxies used for corporate governance com-
positions and control variables in this study. The debt ratio is measured using two different proxies,
resulting in two separate regression models.
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Table 1. Measurement of variables.

Variables Symbols Proxies of variables Variable type
Debt ratio LD Long term debt to total assets Dependent variable
Debt ratio S&T_D Total debt to total assets Dependent variable
Board independence INDP Ratio of independent directors to an aggregate number of directors on the board Independent variable
Multiple directorship  MDS Ratio of directors who hold multiple seats to an aggregate number of directors on  Independent variable
the board
Board size BS Gross number of directors on the board of directors of the firm Independent variable
Board meeting BNM Number of meetings during a year for the board of directors Independent variable
frequency
Profitability ROA Net income to total assets Control variable
Firm size Fsize Natural logarithms of total assets Control variable
Growth of firm TOBINQ Ratio of the market value of ordinary shares+total debt, divided by the book value Control variable
of gross assets of the firm
Dividend per share DIV Sum of the total amount of dividends divided by the weighted average of shares Control variable
Sector Sector Dummies for the two sectors; service and manufacturing Control variable

5.3. Data analysis technique

Several diagnostic tests were conducted in this study to ensure the goodness of fit for the proposed
models. These tests include assessments for normality, multi-collinearity, and heteroscedasticity. An
endogeneity test was also performed to address potential biases that could arise from simultaneity issues
between dividends and debt. Depending on the results of the endogeneity test, an appropriate regres-
sion model will be selected for this study. If dividends are found to be an endogenous variable, using
the Ordinary Least Squares (OLS) technique for data analysis would yield biased results, as this technique
does not account for reverse causality and simultaneity. In such a case, the Two-Stage Least Squares
(2SLS) analysis would be a more robust choice for data analysis. The 2SLS method corrects for simulta-
neity, omitted variables, or measurement errors (Pillai & Al-Malkawi, 2018). (25LS) method is used because
it can produce consistent estimates of the parameters when the system is identifiable (Chen et al., 2018),
therefore, using (2SLS) enabled us to have consistent results. All diagnostic tests and regression models
were conducted using STATA software (the authors have ensured the use of the genuine edition of this soft-
ware in line with copyrights law).

6. Empirical results and discussion

This section presents the results of the study, which includes the outcomes of several diagnostic tests,
such as heteroscedasticity and endogeneity. The proposed hypotheses are also tested, and the findings
are reported accordingly.

6.1. Descriptive statistics

Table 2 provides descriptive statistics for the variables used in this study. For MSM30, the average debt
ratio, measured using long-term debt and a combination of short and long-term debt, is 14.8% and
23.7%, respectively. On average, firms listed on MSM30 use less debt—'low gearing'—compared to the
overall market average of approximately 47% (Mertzanis et al., 2023). Firms listed on MSM30 are consid-
ered to be the most profitable and liquid among other firms listed on the Muscat Capital Market, which
might explain their lower tendency to be highly geared. Additionally, these firms have an average ROA
of 10.5%.

The ratio of independent directors is high, with 78.33% of the total board being outsiders. This aligns
with the requirements of the Corporate Governance (CG) code of conduct (Capital Market
Authority-Sultanate of Oman, 2015), which emphasizes the role of independent directors in effectively
monitoring a firm’s activities. It is also noteworthy that, on average, 59.5% of directors hold multiple
seats. The CG code of conduct in Oman does not have specific requirements prohibiting board members
from serving on other firms' boards, which explains the high percentage of multiple directorships.

The average board size for firms listed on MSM30 is between 7 and 8 members, consistent with the
board size requirements stated in the CG code of conduct. These firms also pay dividends to their
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Table 2. Descriptive statistics.

Variable Mean Std. dev Min Max
LD 0.1481 0.2017 0 0.741
S&T_D 0.2375 0.2153 —-0.027 0.7780
DIV 0.0560 0.0560 0 0.1918
INDP 78.3380 28.6581 0 100
MDS 59.4940 29.8303 0 100

BS 7.5258 1.6143 5 12
BNM 6.5464 2.6615 4 15
ROA 10.5160 8.4608 —4.6694 30.3654
Fsize 3.9803 1.5267 0.7886 6.5101
TOBINQ 1.4192 0.5323 0.2905 3.2584

Table 3. Heteroscedasticity test.

Breusch—Pagan/Cook-Weisberg test for heteroskedasticity

Model 1 (using LD as dependent variable) Model 2 (using S&T_D as the dependent variable)
chi2(1) = 0.01 chi2(1) = 0.02
Prob >chi2=0.9165 Prob > chi2=0.8967

Table 4. Multicollinearity test.

Variable VIF
INDP 1.77
MDS 3.03
BS 3.64
BNM 131
ROA 49
Fsize 1.73
TOBINQ 35
DIV 4,98
sector 2.68
Year
2010 1.91
2011 1.9
2012 2.05
2013 2.02
2014 1.91
2015 1.92
Mean VIF 2.62

shareholders, with an average of 0.056 baisa per share. As mentioned earlier, these firms may pay divi-
dends, either to signal their financial health, or to mitigate agency costs, through dividend payments.
This could either complement or substitute for the use of debt as a financing mechanism.

6.2. Heteroscedasticity and multicollinearity tests

The heteroscedasticity tests were used in the two models (i.e. using two proxies of debt ratio). The test
holds the following assumption:

Ho: Constant variance

Table 3 presents both models with Prob>chi2 more than .05. This indicates that the null hypothesis
is accepted, and there is an absence of heteroscedasticity in both models.

According to Hair et al. (2016), VIF values should be less than 5 to safeguard against multicollinearity
biasness. Table 4 shows that the variables adopted in the model of study demonstrate that multicol-
linearity is not an issue for this data set, as all VIF values fall below 5.

6.3. Endogeneity test

The literature suggests that debt and dividend per share have a two-way causal relationship, leading to
simultaneous effects. in the academic literature it is established that debt and dividends are interrelated
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Table 5. Endogeneity tests.

Model Model 1 (using LD as dependent variable) Model 2 (using S&T_D as dependent variable)
Variables Coef p Coef p

Durbin (score)chi2(1) 7.8672 0.0050 7.6757 0.0056
Wu-Hausman F(1,49) 6.7473 0.0124 6.5611 0.0136
Sargan (score) chi2(5) 7.4277 0.2831 6.5611 0.4279
Basmann chi2(5) 5.6767 0.4604 3.6712 0.5977

(Faulkender & Wang, 2006; Kim Ph et al., 2007). The main findings of Ghasemi et al. (2018) indicates that
when dividend is treated as endogenous, there is a positive impact on leverage. However, leverage is
found to have a simultaneous negative impact on dividends. Implementing the Ordinary Least Squares
(OLS) technique in the presence of simultaneity will produce biased results. Therefore, dividends will be
tested as an endogenous variable in relation to the debt ratio, using the two proposed proxies. The
endogeneity of dividends is tested using the Two-Stage Least Squares (2SLS) technique with the follow-
ing assumption:

HO: Dividend is an exogenous variable.

Dividend per share is instrumented by the lagged values for firm size, profitability, growth, and the
ratio of total sales to total assets (an agency measure), along with the lag of variable traits found to
impact both dividend policy and leverage (Ghasemi et al., 2018). To test the validity of the instruments,
the following hypothesis was proposed:

HO: The instruments are valid.

Table 5 presents the endogeneity tests for both models. It is evident from Table 5 that the null hypoth-
eses for both models are rejected, as both the Durbin and Wu-Hausman tests have p-values less than
0.05. This result is in line with the literature, which considers dividend policy to be an endogenous vari-
able (HO was rejected). Therefore, the 2SLS technique is a more suitable method for data analysis than
the OLS technique. Furthermore, Table 5 presents the results concerning the validity of the instruments.
Both models are found to have valid instruments, as evidenced by the Sargan and Basmann tests, which
produced insignificant p-values. This indicates that the instruments are valid, and thus HO was accepted.

6.4. Correlation analysis

Tables 6 and 7 present the correlation analysis for both models. There is an absence of multi-collinearity
since the correlation between any two independent variables does not exceed the value of .8 (Gujarati
and Porter, 2010). Table 6 shows that there is a negative association between dividends, multiple direc-
torships and return on assets. On the other hand, a positive association was found between long term
debts and board size, firm size, board independency. Table 7 shows similar correlational direction
between DV (total debts) and the predictors used in the model.

6.4. OLS estimator

Table 8 presents the regression results using the OLS estimator. While the OLS method holds an
advantage over non-linear estimations with fixed effects in computing regression coefficients, errors in
measuring the explanatory variable can introduce biases. Such errors may infiltrate the residuals, pos-
ing a risk of correlation with the predictor during regression. Therefore, we aimed to enhance the
robustness of our OLS outcomes by addressing these measurement errors. We made efforts to rectify
our predictors against these errors through an alternative coefficient estimation method, ensuring the
robustness of OLS. The analytical process required addressing the endogeneity dilemma. The connec-
tions between leverage and dividends have also been highlighted, suggesting a reciprocal causal rela-
tionship when employing a simultaneous equations model (Ghasemi et al., 2018). The use of the OLS
estimator, as shown in Table 8, resulted in inconsistent predictions and changes in direction across the
two models.
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Table 6. Correlation analysis for model 1.

Variables LD DIV INDP MDS BS BNM ROA Fsize TOBINQ
LD 1

DIV —-0.2191 1

INDP 0.3201 -0.0179 1

MDS -0.3417 -0.1142 —0.0885 1

BS 0.6459 0.155 0.2849 -0.7279 1

BNM —-0.1943 —-0.1344 0.1256 0.0622 0.0151 1

ROA —0.3446 0.6072 —0.2452 —0.0955 0.0174 —0.0547 1

Fsize 0.2041 0.3894 —-0.1032 —-0.3724 0.2917 —-0.2381 0.0848 1

TOBINQ -0.134 0.0758 -0.3318 -0.1169 -0.0015 —-0.0499 0.6015 0.1033 1

Table 7. Correlation analysis for model 2.

Variables S&T_D DIV INDP MDS BS BNM ROA Fsize TOBINQ
S&T_D 1

DIV —-0.1032 1

INDP 0.2536 -0.0179 1

MDS —-0.349 -0.1142 —0.0885 1

BS 0.5104 0.155 0.2849 —-0.7279 1

BNM —-0.2701 —-0.1344 0.1256 0.0622 0.0151 1

ROA —0.4613 0.6072 —0.2452 —0.0955 0.0174 —-0.0547 1

Fsize 0.4836 0.3894 -0.1032 —-0.3724 0.2917 —-0.2381 0.0848 1

TOBINQ —-0.2339 0.0758 -0.3318 -0.1169 —-0.0015 —-0.0499 0.6015 0.1033 1

Table 8. OLS regression results.

Model 1: LD Coef T P Model 2: S & L D Coef T P
INDP 0.00157** 238 0.021 INDP 0.00012 0.33 0.741
MDS 0.00163* 1.82 0.074 MDS —0.00172%** —3.46 0.001
BS 0.0817*** 5.22 0.000 BS —0.0487*** -5.62 0.000
BNM —0.0337*** —4.04 0.000 BNM —0.0021 —0.46 0.645
ROA —0.0055 -1.62 0.111 ROA —0.00868*** —4.56 0.000
logsal 0.0182 1.51 0.137 logsal 0.035404%** 5.26 0.000
TOBINQ 0.052 1.1 0.273 TOBINQ 0.025264 0.96 0.341
DIV —0.427 —-0.82 0.415 DIV 1.087905*** 3.77 0.000
sector Yes sector yes

Year Yes Year yes

Notes: *Relationship is significant at the 0.1 level (two-tailed). **Relationship is significant at the 0.05 level (two-tailed). ***Relationship is
significant at the 0.1 level (two-tailed).

6.5. Two stage least square (2SLS) regression and sensitivity analysis to OLS results

Table 9 displays the regression results using the 2SLS technique for both models, utilizing different prox-
ies for the debt ratio. The adoption of 2SLS regression was employed to guard against the causal reverse
effects between debts and dividends and to address the mentioned shortcomings of the OLS estimator.
The endogeneity analysis indicated that dividend payment is an endogenous variable. Consequently, the
utilization of 2SLS regression is expected to yield less biased results compared to OLS.

Board independence and board size consistently show a positive and significant association with the
two proxies of debt ratio (L_D and S&T_D). Multiple directorships have a positive and significant associ-
ation only with long-term debt. Conversely, the frequency of board meetings consistently shows a neg-
ative and significant association with both debt ratio proxies. Among the control variables, dividends per
share are found to have a negative and significant association with long-term debt. Additionally, firm size
emerges as a positive and significant predictor of both proxies of debt ratio. Utilizing the variables in
this study, both models were able to explain 59.59% and 56.91% of the variation in debt ratio, respectively.

Board size was found to have a positive association with the debt ratio, supporting Hypothesis 1
(H1). In Oman, boards tend to have a sizable number of directors. This study’s findings align with the
empirical results of Lipton and Lorsch (1992), Jensen (1993), Nguyen et al. (2021) and Abor (2007), who
argued that a smaller board size is more effective than large one, hence, debt issuance, could serve as
a substitute mechanism to address the complexity of large board size and its inability to reach a con-
sensus on capital structure decisions. our findings contrast with those of Mertzanis et al. (2023) and
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Table 9. 2SLS regression results.

Model Model 1: L_D Model 2: S&T_D

Variables Coef T P Coef T P
DIV —3.0708** -2.39 0.017 —2.814 -1.47 0.14
INDP 0.0018** 2.44 0.015 0.002* 2.32 0.02%
MDS 0.0031** 2.49 0.013 0.002 1.27 0.204
BS 0.10471*** 4.65 0.002 0.064 2.23 0.026*
BNM —0.035%* -3.55 0.002 —0.033 -3.07 0.002**
ROA 0.0089 1.21 0.227 0.005 0.47 0.64
Fsize 0.051** 2.87 0.004 0.094* 4.05 0.04*
TOBINQ —-0.099 -1.11 0.268 —-0.133 -1.05 0.294
sector YES YES

Year YES YES

R-squared 0.596 0.56

Constant —-0.39 -1.3 0.19

Notes: *Relationship is significant at the 0.1 level (two-tailed). **Relationship is significant at the 0.05 level (two-tailed). ***Relationship is
significant at the 0.1 level (two-tailed).

Bazhair (2023), who observed a negative association between board size and debt ratio for a sample of
non-financial firms in the MENA region and Saudi Arabia. Consequently, the resource dependence the-
ory did not find support in the context of MSM30. Instead, the results of this study are more aligned
with agency theory.

The agency theory contends that debt would act as a disciplinary mechanism to curb managerial activ-
ities that does not align with the concept of shareholders’ wealth maximization. The use of corporate gov-
ernance mechanism indicates that board meeting will result in increasing the use of debt in line with
notion of disciplinary mechanism (Jensen, 1986). Therefore, board meeting frequency is theoretically
expected to have a positive relationship with the use of debt. However, the argument developed based on
seminal works by Jensen (1993) and Vafeas (1999), asserted that frequent board meetings do not necessar-
ily exert meaningful control. This is because board directors are often too busy to fully understand all the
firm’s related issues, which can result in a reluctance to make decisions about increasing debt issuance that
would likely benefit the shareholders. Therefore, these seminal works empirically found that board meet-
ings’ frequency reduces firms' use of debt. Chief executive officers almost always set the agenda for board
meetings (Jensen, 1993). Moreover, routine tasks absorb much of the meetings limiting opportunities for
outside directors to exercise meaningful control over management. In line with this argument, Ezeani et al.
(2023), using samples from the UK, France, and Germany, found a consistent negative relationship between
board meeting frequency and debt ratio. Across all these countries, increased board meeting frequency
was correlated with reduced usage of debt by firms.

The second hypothesis on the association between board meeting frequency and debt ratio received
supports, our results indicate a negative association. This negative association is consistent with the find-
ings of Jensen (1993), Vafeas (1999), and Ezeani et al. (2023). Given this negative relationship, it could be
argued that frequent board meetings are not an effective mechanism for meaningful control. Rather, the
results suggest that board members are often too busy to fully understand all the firm’s related issues
and they become reluctant to make the decision on increasing the debt. The findings of this study con-
tradict the findings of (1986) who argued that greater number of board meetings can increase the use
of debt as an effective mechanism of corporate governance.

Furthermore, Ezeani et al. (2023) argued on the negative association between board meetings and
debt that board meeting is an effective control mechanism within a stakeholder approach to corporate
governance. Therefore, firms in MSM30 may be less concerned with shareholder benefits and are less
likely to issue more debt solely for shareholders’ benefit. In this respect, MSM30 shares characteristics
with European countries like Germany, France, and the UK, where a negative association between board
meeting frequency and debt ratio has been observed.

Our third hypothesis was supported: there is a positive association between multiple directorships and
debt ratio. This finding is in line with Jensen (1993) and Vafeas (1999), Trinh et al. (2020), and Clements
et al. (2015). The ‘busyness hypothesis’ could explain this positive relationship, suggesting that directors
with multiple seats tend to issue more debt as a substitute mechanism to compensate for their limited
availability and the potential agency problems arising from ineffective monitoring. Oman does not have
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specific rules prohibiting multiple directorships, allowing directors to serve on multiple boards, which
may increase their busyness.

The fourth hypothesis was also supported, showing a positive association between the board indepen-
dence ratio and the debt ratio. This finding is consistent with previous studies, such as those by Jensen
and Meckling (1976), Bazhair (2023), Abor (2007), Kyriazopoulos (2017), and Tarus and Ayabei (2016). The
‘active monitors’ hypothesis found support in the context of MSM30. Independent directors, with their pro-
fessional knowledge and experience, can effectively monitor managers and therefore make objective
assessments of the firm’s policy decisions. Such active monitoring encourages independent directors to opt
for debt financing as a means to exert more disciplinary pressure on managers, as posited by agency the-
ory. The Omani Corporate Governance (CG) code places great emphasis on the selection of independent
directors to enhance the board’s monitoring effectiveness and reduce agency conflicts. These selection cri-
teria have contributed to improving the board’s efficacy in reducing conflicts of interest.

7. Summary and conclusion

This study examined the association between board composition and capital structure decisions,
grounded in the principles of agency theory. The assumption is that mechanisms like board size, board
independence, board meeting frequency, and multiple directorships can effectively reduce agency prob-
lems by influencing debt levels to curb managerial tunneling activities. To some extent, our results con-
firm this assumption. Firstly, board independence serves as an effective tool for mitigating agency
problems; a higher proportion of independent directors influences a firm’s decision to utilize more debt,
thereby inducing managers to adhere to debt discipline. Therefore, the emphasis on the role of indepen-
dent directors in Oman’s revised Corporate Governance (CG) code is warranted. Secondly, board meeting
frequency negatively associated with debt ratio, indicating that such meetings may not reduce agency
problems between managers and shareholders. Thirdly, a positive association between board size and
debt ratio suggests that larger boards is associated with decision-making complexity, therefore, they
employ debt as a disciplinary substitute, corroborating agency theory over resource dependence theory
in the context of MSM30. Fourthly, directors with multiple seats are more likely to use debt as a disci-
plinary substitute, presumably to offset their lack of availability for effective monitoring ‘busy directors.

Overall, this study validates agency theory in the context of MSM30. Firms listed on MSM30 frequently
use debt as a substitute for mitigating various issues, including ‘director busyness’ and the complexities
of large board sizes. There is evidence to suggest that weaker corporate governance practices necessitate
greater use of debt as a disciplinary mechanism. In general, emerging markets in the MENA region are
undergoing intensive reforms to align with developed countries. However, the inclusion of independent
directors appears to be the most effective strategy for mitigating agency problems in MSM30, thanks to
the principle of ‘active monitoring'

Relying on debt as a disciplinary substitute should be minimized, with the primary focus shifted to
effective board monitoring. Policymakers might consider revising board size requirements and issuing
guidelines on multiple directorships to foster more active monitoring and, thus more effective corporate
governance. From a practical standpoint, this study supports strengthening Oman’s CG code to enhance
financial performance and minimize agency conflicts. While reforms were made in 2015, further improve-
ments are needed. In response to this, a new corporate of governance code of conduct has been issued
in 2021 for firms who have a government ownership. This new code of conduct is believed to strengthen
the corporate governance mechanism, reducing agency problems and improve financial performance.

This study comes with several limitations; first the empirical analysis has a sample size of 98 obser-
vations, which is considered relatively a small simple size. Second, the effects of ownership structure on
capital structure decision was not investigated in this study. Third, robustness of our analysis against
timing and non-linear effects were not investigated in this study. Instead, we limit the robustness of our
analysis against different estimators (OLS vs. 2SLS).

Future studies on capital structure should incorporate more ownership structure variables and to increase
the number of observations. In additions, future studies may address the impact of corporate governance
variables on another important corporate financial decisions, including but not limited to dividends policy.
Other important area of research is the board diversity and how it effects corporate financial decision in Omani
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and GCC contexts. Moreover, there is a need to conduct further studies on how the macro-financial conditions
and financial regulations impact on firms’ financing decision.
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