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The moderator role of corporate governance on capital structure-
performance nexus: Evidence from Sub-Saharan Africa

Isaac Bawuah

Department of Accounting and Finance, School of Business, Kwame Nkrumah University of Science and Technology, Kumasi,
Ghana

ABSTRACT

This paper examines the moderator role of the corporate governance (CG) mechanism
(board size, board independence, board gender diversity, board meetings, board
ownership and institutional ownership) in the capital structure (CS) - Firm performace
(FP) nexus using country - and firm - level data for a sample of 100 firms in 7
Sub-Saharan African countries over 2010-2020. In addition, the paper investigates the
direct effects of CS on FP. Employing the two-step system generalised methods of
moments estimator, this paper extends, as well as offers fresh evidence to current
literature. First, the evidence shows that firms with long-term leverage achieve higher
performance measured with ROE. However, the findings also show that short-term
leverage and total leverage are significantly associated with lower performance
measured with ROA, ROE and Tobin’s Q. Further, the empirical results reveal that total
leverage complements CG mechanism of board independence, board gender diversity,
board meetings, managerial ownership and institutional ownership to induce positive
and significant effects on FP, with the association being stronger for diverse boards
(gender and non-executive directors) and institutional ownership, meanwhile, board
size induces a negative association between total leverage and FP. Thus, the results
suggest that the CG mechanisms play a positive and significant moderator role between
CS and FP. Also, assets tangibility, growth opportunities, financial development and
economic growth drive FP. The results are robust to possible endogeneity problems
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1. Introduction

This paper investigates the relationship among capital structure (CS), corporate governance (CG) and finan-
cial performance (FP) in selected non-financial listed firms (NLF) in Sub-Saharan Africa (SSA). Modigliani and
Miller (1958, 1963) irrelevance theory is important in corporate finance and is a foundation for several
theoretical and empirical studies. The main argument of the irrelevance theory is that capital structure (the
mix of debts and equity finance) does not drive firm value (Modigliani & Miller, 1963; Ngatno et al., 2021;
Sarpong-Danquah et al.,, 2023). Even though the irrelevance theory has since been invalidated by other
theories such as the trade-off theories and the pecking order theories (e.g. Detthamrong et al, 2017;
Elmagrhi et al, 2018; Ramli et al., 2019), these theories were largely influenced and inspired by the irrele-
vance theory. For instance, the static trade-off theory argues that optimal CS is determined by the costs
and benefits of debts against equity (Danso et al., 2021; Dao & Le, 2023; Myers, 1984; Nicodano & Regis,
2019). In effect, firms strive to eliminate any deviations from optimal leverage. However, due to refinancing
costs and agency conflicts, firms are ineffective in rebalancing leverage. Consequently, researchers recom-
mend corporate governance to maximise shareholders’ interests by employing managers to achieve effec-
tive capital structure rebalancing (Danso et al,, 2021; Liao et al. 2015).
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Corporate governance is a framework that strengthens board competence and mitigates agency prob-
lems (Areneke et al.,, 2022). Whilst this has received both empirical and theoretical support that effective
CG is important in capital structure decisions (Danso et al., 2021; Yakubu & Oumarou, 2023), the moder-
ator role of CG in the capital structure-performance nexus is not adequately explored, particularly in SSA
countries. This naturally raises a question: Would CG dimensions condition effective CS to induce a pos-
itive effect on FP? This paper addresses this question by focusing on CS and CG of firms in
Sub-Saharan Africa.

The perspective of this paper is enriched with the unique characteristics of firms and business envi-
ronments in SSA. Some financial markets in SSA have experienced surprising growth since 1990. These
improvements were reinforced by progress in structural and financial policies such as structural adjust-
ment programs, the proliferation of international banks, successful financial market liberalisation, and the
adoption of international financial reporting standards (IFRS) (Khémiri & Noubbigh, 2018), with concom-
itant rise in intelligibility of financial information, CG policies and private sector restructuring (Khémiri &
Noubbigh, 2018). Despite these improvements, several firms in SSA still have weak financial controls,
accountability and internal management (Areneke et al.,, 2022), and often cause their ultimate collapse.
For instance, in 2017, due to weak corporate governance and financial indiscipline, the Ghanaian banking
sector was distorted (Boachie & Mensah, 2022). Also, during COVID-19, some South African firms' assets
were depleted and could not perform their core functions due to poor financial management and capital
structure decisions. This paper is motivated by the assumed importance of CG for economic develop-
ment. In addition, this paper is motivated by the fact that several SSA countries have adopted CG prac-
tices, formalised in CG codes, to attract foreign investments and capital (Munisi & Randay, 2013). Therefore,
this paper seeks to investigate the relevance of good CG in influencing CS and FP through which foreign
investment can be attracted. Further, there is limited evidence on the moderator role of CG in the CS-FP
relationship in SSA.

Studies acknowledge that persistent firm failures and poor firm financing decisions, in part, are caused
by weak corporate governance (Ballester et al., 2020; Kyere & Ausloos, 2021). To prevent insolvency and
strengthen firms resilence, quality corporate governance characteristics such as board independence,
board gender diversity, board meetings, larger board size and board and institutional ownership are
encouraged (Ronoowah & Seetanah, 2023; Sarpong-Danquah et al, 2022). In response to enhancing
board effectiveness, some countries in SSA have imposed regulations for more non-executive directors,
board meetings and female boardroom participation (Abang'a et al., 2022). A diverse board in terms of
gender and non-executive directors can facilitate effective management monitoring and board decisions
through diverse expertise, knowledge, and perspectives (Boachie & Mensah, 2022; Waweru, 2020). An
improvement in board diversity and its associated quality monitoring improves firm financing character-
istics (Yakubu & Oumarou, 2023). Consequently, it can be reasoned that CS, CG and FP are interlinked
with support from studies suggesting that CG can influence CS, and consequently FP (e.g., Detthamrong
et al,, 2017; Elmagrhi et al, 2018; Ngatno et al., 2021).

Extensive evidence exists on the relationship between CS and FP (e.g., Ahmed & Afza, 2019; Boshnak,
2023; Dao & Ta, 2020; Farhan et al., 2020; Khémiri & Noubbigh, 2018; Li et al., 2019; Ngatno et al,, 2021;
Nguyen & Nguyen, 2020; Ronoowah & Seetanah, 2023; Sarpong-Danquah et al., 2023), CG and CS (e.g.,
Ezeani et al., 2023; Sarpong-Danquah et al,, 2023), and CG and FP (e.g. Alodat et al, 2022; Amin et al,,
2022; Hordofa, 2023; 2023; Iwasaki et al.,, 2022; Kao et al.,, 2019; Karim et al.,, 2023; Malagila et al., 2021;
2021; Sarpong-Danquah et al., 2022; Zalata et al., 2019)

However, empirical studies on comprehensive CG characterises as moderator variables in the CS-FP
nexus seem insufficient, and particularly rare in SSA literature. Consequently, the current paper seeks to
make the following contributions to the existing literature. First, by providing empirical evidence for the
interaction effect of comprehensive CG measures (board gender diversity, board independence, board
size, board meetings, institutional ownership, and board ownership) and capital structure on FP in SSA,
the paper provides evidence on whether strong CG dimensions ameliorate the distortions of capital
structure decisions on firm performance (return on assets, return on equity and Tobin’s Q). Second, this
paper provides fresh evidence on the performance effects of CS on firms in SSA. Third, the few studies
on CG and FP predominantly exist at the country level but remain rare in cross countries due to the lack
of reliable and comprehensive firm-level data across countries in SSA. This study uses hand-collected
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cross-country firms’ information to address this scarcity in SSA literature. The rest of the paper is organ-
ised as follows: Section 2 presents the background of the study. Section 3 reviews theories. Section 4
develops hypotheses. Section 5 presents the research design. Section 6 presents empirical results and
discussion. Finally, Section 7 presents a summary and conclusion.

2, Background

Since the corporate scandals such as Enron, issues about CG dominate international fora (Bufarwa et al.,
2020; Ellili, 2023; Malagila et al., 2021). Recognising the importance of good CG and the fundamental
implications of bad CG to corporate firms, most companies have revamped their governance approaches.
In the past two decades, several Sub-Saharan African countries have introduced CG codes to ostensibly
improve corporate efficacy, stimulate private sector attractiveness, enhance board processes and efficacy
in decision-making, and consequently promote sustainable economic development (Areneke et al., 2022).
Many countries in SSA including South Africa have replaced existing CG practices such as the King
reports of 1994 with internationally inspired CG codes to overturn the lacklustre image of ‘patrons late
to the party’ In May 2019 the African Union (AU) initiated efforts to develop CG frameworks for its mem-
ber countries. They note that the codes will hinge on African values and realities. Indirectly, the AU
appreciates the incompatibility of the borrowed CG codes to African realities and context and the need
to address this issue.

CG codes, from the functionalist perspective, seek to, inter alia, strengthen board competence, pro-
mote accountability, transparency and mitigate agency risks (Al-Ahdal et al, 2020; Ararat et al., 2021;
Areneke et al., 2022; Bolourian et al., 2021). Despite the resounding diffusion of CG in SSA, the efficacy
of CG codes in SSA remains fundamentally weak and appears not to deliver the expected benefits
(Areneke et al., 2022). This has been reinforced by some notable and costly CG-related corporate failures
in Ghana, Nigeria, South Africa and Kenya which are known as the front runners in CG diffusion in SSA
(Chigudu, 2020). From an interpretive perspective, the weakness or the failure of CG to deliver the antic-
ipated benefits can be attributed to several factors: Lack of fit between CG codes and the realities of
countries in SSA regarding how the board must function; the cultural orientations in some SSA countries
do not promote some CG practices, especially female boardroom participation; that the CG codes were
hastily imposed and accepted by companies in SSA, who to gain international outlook and relevance,
accepted, with little genuine intention and capacity to effectively implement them (Areneke et al., 2022).
Also, from a critical perspective, the anticipated benefits of CG codes in SSA were overestimated, given
the region’s weak governance and institutional environments. Moreover, some of the adopted colonial
codes in the CG do not strongly address some corporate issues such as stakeholders’ rights, minority
rights, and board malpractices (Areneke et al., 2022).

Several studies in SSA exist on CG. First, some studies in SSA adopted the normative approach and
argue that to improve CG in SSA, efforts must be directed at improving board efficiency (Asongu &
Odhiambo, 2020; Okyere et al.,, 2021; Puni & Anlesinya, 2020; Waweru et al., 2019). Also, from the legal
perspectives and debating on the appropriateness of either the soft law or the hard laws in approaching
CG, some scholars demonstrate that institutionally dysfunctional countries cannot achieve the full benefits
of CG when there are weak governments and policies to sanction intransigent (Aluko & Ibrahim, 2020;
Appiah-Kubi et al., 2020). Implying that good CG cannot be achieved unless there is quality governance.
Second, other studies focused on the effectiveness of CG codes in promoting accountability, transparency
and disclosure and show positive results (e.g. Boachie & Mensah, 2022; Sarpong-Danquah et al.,, 2022;
2023; Waweru, 2020). These studies, drawing inspiration from agency theory, institutional theory, legiti-
macy theory and other social theories are with the view that embedding CG codes in firms improves the
recruitment of qualified board members, satisfies diverse stakeholders’' needs and improves the business
environment (Abang'a et al, 2022; Asiedu & Mensah, 2023; Boachie & Mensah, 2022; Sarpong-Danquah
et al, 2022). Finally, the last strand of studies attempts to relate CG to important firm activities such as
capital structure, dividend policy and economic development (Agyei et al., 2022; Dodoo et al., 2023).

After two decades of CG implementations in Sub-Saharan Africa, particularly in the major diffused CG
countries, as well as major scientific studies, this paper raises an important question: Do corporate



4 I. BAWUAH

governance dimensions significantly influence the link between CS and firm performance? The modera-
tor role of CG on the CS-FP nexus in SSA is less explored in the context of SSA. Therefore, this paper
provides valuable contributions to CG codes, corporate finance decisions, literature and theories in SSA.

3. Theoretical framework

Theoretically, inefficient capital structure decision has a tremendous consequence on firm performance and
cost of capital, and as a result, CS decision remains important managerial decisions (Danso et al., 2021). Firm
financing decision was often explained using the Modigliani and Miller (1958, 1963) irrelevance theory (MM)
(Danso et al., 2021). The theory argues that capital structure does not drive firm value. It theorises that opti-
mal capital structure does not exist because the anticipated rate of returns is offset by the risks of debts. The
MM theory posits that in a perfect market with transaction cost, tax incentives and other investors’ homoge-
neity, capital structure is irrelevant to firm value. This assumption does not hold in the real world where it is
expected that an increase in financial leverage will influence management’s efficiency, reduce information
costs and thus improve a firm financial performance and value (Abdullah & Tursoy, 2021; Jensen, 1986; Jensen
& Meckling, 1976). Nonetheless, the irrelevance theory perspective has influenced several other theories on
the characteristics of capital structure and their implications on firm performance.

For instance, another theory which has been at the forefront of this debate is the trade-off theory.
The trade-off theory argues that a firm achieves optimal CS based on the costs and benefits associated
with the use of debts against equity (Danso et al, 2021; Panda et al.,, 2023). Consequently, a firm can
minimise its optimal debt-to-equity ratio.

In contrast, the pecking order theory by Myers (1984) contends that capital structure is determined
by information flow (which can be asymmetry) and the desire to reduce the cost of finance. In the pres-
ence of information asymmetry, firm financing behaviour is influenced by a hierarchy. The theory states
that a firm will prefer internal finance, followed by equity and then debts. According to the theory, firms
with more profits will use more internal funds, and therefore less leveraged (Ahmed & Afza, 2019; Danso
et al, 2021; Dao & Ta, 2020; Ngatno et al.,, 2021; Nguyen & Nguyen, 2020).

Another important theory in this debate is the agency theory by Jensen and Meckling (1976). The the-
ory argues that capital structure is driven by agency risk which arises due to the separation of ownership
and conflicts of interest between managers and owners, and therefore leverage becomes an effective dis-
ciplinary mechanism (Danso et al., 2021). Also, the agency theory predicts between CG and FP. To encour-
age management to make effective financing decisions, agency theory recommends some corporate
governance practices to increase disclosure, transparency and independence in decision-making, which
eventually improve firm performance (Danso et al.,, 2021). In this line of argument, agency theory proposes
a positive relationship between CS and FP, and by reducing conflicts and improving financing decisions
through good CG, it further predicts a positive relationship between CG and FP. This justifies that CG can
induce CS to positively influence FP. Given the limitations in the theory perspectives, and the fact that this
study has several variables and investigates the relationships among three concepts (i.e. the effect of CS on
FP; and the moderator role of CG variables on the CS-FP nexus), the study uses multi-theoretical approach.

4, Literature review and hypotheses development

This section reviews literature and formulates hypotheses. First, it reviews empirical studies on the effects
of CS on FP and developes a hypothesis. Second, empirical studies on CS, CG and FP are discussed to
inform the hypotheses on the role of CG in CS - FP nexus.

4.1. Effect of capital structure on firm performance

Modigliani and Miller (1958, 1963) irrelevance theory argues that capital structure is irrelevant to drive firm
value/performance. In contrast, some scholars argue that debt finance is an effective way to improve firm
performance since debt is associated with effective monitoring (Abdullah & Tursoy, 2021; Danso et al., 2021;
Detthamrong et al.,, 2017; EImagrhi et al., 2018; Ramli et al,, 2019). An agency problem arises in firms due
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to the separation of ownership between management and owners reinforced by divergent interests (Jensen,
1986; Jensen & Meckling, 1976). In response, agency theory suggests that using leverage can align owners’
and manager’s interests, and eventually improve FP (Danso et al., 2021; Detthamrong et al.,, 2017; Jensen
& Meckling, 1976), suggesting a positive relationship between CS and FP. Also, in the view of signalling
theory, using more debts in CS can signal to the market that the company has profitable prospects, which
attract investors, and can improve FP (Harris & Raviv, 1991; Nebie & Cheng, 2023). In contrast, the pecking
order theory suggests that a profitable firm will use less debt finance because they have better cash flow
and will therefore prefer cheaper internal finance such as retained earnings to debts (Myers & Majluf, 1984).
In effect, the pecking order theory predicts a negative relationship between leverage and FP.

The empirical literature on the relationship between CS and FP, generally, produces mixed results. For
instance, the relationship between capital structure has been found as positive (e.g. Abdullah & Tursoy,
2021; Detthamrong et al,, 2017; Elmagrhi et al., 2018; El-Sayed Ebaid, 2009; Ngatno et al., 2021; Ramli
et al.,, 2019), negative (e.g. Abor, 2007; Ahmed & Afza, 2019; Boshnak, 2023; Dao & Ta, 2020; Dodoo et al.,
2023; Farhan et al, 2020; Khémiri & Noubbigh, 2018; Li et al., 2019; Ngatno et al., 2021; Nguyen &
Nguyen, 2020; Ronoowah & Seetanah, 2023; Sarpong-Danquah et al., 2023), and insignificant (Al-Taani,
2013). Studies on the negative relationship are premised on the view that the cost of financing distress
exceeds the benefits of financing. Noticeably, these studies, especially those from SSA, have been con-
ducted exclusively in a single country (e.g. Ceballos-Mina & Santiago-Ayala, 2019; Ganiyu et al.,, 2019;
Opoku-Asante et al.,, 2022), except Khémiri and Noubbigh (2018), and therefore provides an opportunity
to contribute to the literature in SSA. This study solves the limitations of the previous studies by using
three CS measures (short-term leverage, long-term leverage and total leverage) and three performance
measures (ROA, ROE and Tobin’s Q) while controlling for both firm characteristics such as growth oppor-
tunity, asset tangibility and firm size, and macro environments such as finance, economic growth and
inflation. Notwithstanding the mixed findings of previous studies on the relationship between CS and FP,
this study’s first hypothesis to be tested is that:

H1. Capital structure has a negative and significant effect on a firm financial performance.

4.2. The moderating role of CG on CS and FP nexus

CG is a framework that promotes accountability, discipline and transparency. CG is effective in tackling the
agency problem, earnings management and enhancing financial risk disclosure (Bufarwa et al., 2020; Naz
et al, 2022). The effectiveness of good CG in mitigating the agency problem has positive implications on
capital structure decisions. As indicated earlier, good CG enhances firm monitoring, advisory, independence
and supervision by contributing key resources such as skills, experience, diversity, financial knowledge and
perspectives to the board (Bufarwa et al,, 2020), which can improve CS decisions. CG also provides guide-
lines for resolving agency problems. However, managers’ ability to optimise capital structure and achieve
efficiency depends on quality CG (Danso et al., 2021). Generally, a larger board has high diversity in terms
of gender and independence and can contribute immensely to effective CS and consequently FP
(Sarpong-Danquah et al,, 2022). Contrary to this, some studies (e.g., Andoh et al,, 2023; Chatterjee & Nag,
2023; Sarpong-Danquah et al.,, 2023) argue that larger boards are less likely to be effective due to social
loafing, and communication problems and can easily be controlled by powerful managers. Hence, with
larger boards, higher leverage is an effective CG mechanism to properly align interests (Danso et al., 2021)

Further, frequent board meetings are associated with quality monitoring (Nainggolan et al., 2023)
which has a positive effect on capital structure decisions. In contrast, regular board meetings limit the
time required for other important firm activities by managers (Jatana, 2023), which can negatively affect
CS decisions and FP. In addition, firms with more non-executive directors are more likely to use less
leverage due to competence and neutrality advantages, and consequently improve FP (Eldaia et al,
2023). In contrast, more non-executive members may displace the internal members who have access to
key firm information and this may negatively affect the board’s effectiveness (Pernelet & Brennan, 2023).
Also, ownership type can mitigate agency problems. For instance, board ownership is expected to be
associated with less agency and information costs, and thus reduce managers’ incentives to use debt
finance (Iwasaki et al., 2022; Karim et al., 2023)
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Scientific studies that investigated the association between CS and FP although voluminous, are not
sufficient, and also mainly focused on developed countries (e.g. Dao & Ta, 2020; Farhan et al., 2020;
Ngatno et al., 2021; Nguyen & Nguyen, 2020). In addition, the findings from these studies are mixed
(e.g. Abdullah & Tursoy, 2021; Ahmed & Afza, 2019; Boshnak, 2023; Dao & Ta, 2020; Detthamrong et al.,
2017; Khémiri & Noubbigh, 2018; Ngatno et al,, 2021; Ramli et al., 2019; Ronoowah & Seetanah, 2023).
These studies acknowledged the interrelation of governance mechanisms and advised companies to
select the one that effectively suits their needs. They further observe that CS reduces agency costs, in
support of the agency perspective (Jensen & Meckling, 1976), while good CG mitigates agency conflicts,
implying the interrelationship between CG and CS based on their association with agency cost. They
note that good CG enhances effective capital structure decisions (Danso et al, 2021; Ronoowah &
Seetanah, 2023). Given the role of CS in agency costs, it is expected that when interacted with CG will
have a positive implication on FP. For instance, a study by Ngatno et al. (2021) in Indonesia examined
the moderating role of CG on CS-FP nexus using 506 rural banks. Employing the moderated regression,
they find that short-term CS improves FP, while long-term CS hurts FP. Interestingly, they found a pos-
itive moderator role of board commissions on CS and FP, while board size and ownership concentration
could not significantly moderate CS and FP nexus. Also, a study by Detthamrong et al. (2017) in Thailand
using 493 firms from 2001 to 2014 found that CS mediates audit committees and FP for larger firms.
In summary, previous studies show that board independence positively and significantly affects firm
performance (e.g. Kao et al., 2019; Malagila et al.,, 2021), board gender diversity impacts FP positively
by mitigating agency cost and managerial opportunism (e.g. Amin et al., 2022; Hordofa, 2023; Malagila
et al., 2021; Zalata et al., 2019), board meetings and board size impact positively on FP (e.g. Hordofa,
2023; Sarpong-Danquah et al., 2022; Waris & Haji Din, 2023), board ownership impacts positively on FP
(e.g. Alodat et al, 2022; lwasaki et al, 2022; Karim et al., 2023). Similarly, the monitoring hypothesis
suggests that administrative opportunism can be reduced with institutional ownership (Alodat et al.,
2022; Hong & Linh, 2023).

An observable limitation of the studies in SSA is their failure to consider the possible moderating
effects of comprehensive CG variables (board meetings, independence, institutional and managerial own-
ership, board gender diversity and board size) on capital structure and firm performance, except
Ronoowah and Setaanah (2023). The limitation of Ronoowah and Seetanah (2023) study is their use of
limited CG variables. This highlights the opportunity to address the gap. However, the extent that more
diverse (gender and independence) firms achieve higher FP than a firm with less diversity (Danso et al.,
2021; Ezeani et al, 2023), and the fact that firms with good CG achieve better CS (Abdullaf & Tursoy,
2021; Detthamrong et al., 2017; Ramli et al., 2019), it can be reasoned that CG can moderate CS to
achieve higher FP as predicted by agency theory.

In Africa in general and Sub-Saharan Africa in particular, there is a strong advocacy and public policy
commitment to improve CG by encouraging board diversity. The Security and Exchange Commissions of
many SSA countries recommend a sufficiently diverse board to effectively supervise CS decisions to
improve FP (Areneke et al., 2022). Good CG is needed to achieve general economic development. For
instance, when firms become highly geared due to weak CG, financial crises are imminent (Detthamrong
et al,, 2017), citing popular crises such as the Global financial crises (GFC) in 2007 and the Asian financial
crises in 1997, as consequences of poor CS decisions originated from weak CG (Detthamrong et al.,
2017). Therefore, the paper hypothesises that;

H2: Quality CG moderates the association between CS and FP, with the association being stronger (weaker) in
firms with strong (weak) CG mechanisms.

5. Research design

The financial information needed to compute the dependent variable, FP (return on assets, return on
equity and Tobin’s Q), the independent variable, CS (long-term leverage, short-term leverage and total
leverage) and the moderator variable, CG (board independence, board size, board gender diversity, board
meetings, board ownership and institutional ownership) are hand collected from the selected listed
non-financial firms audited annual reports from Africa financials for the period 2010 to 2020. The
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firm-specific control variables (growth opportunity, firm size and asset tangibility) are also extracted from
the firm’s annual statements. The macroeconomic control variables (economic growth, financial develop-
ment and inflation) are obtained from the World Development Indicators (WDI) database. Financial firms
are excluded because these business types are subjected to different CG and CS environments and reg-
ulations (Zalata et al., 2019). The criterion used to select the sample was exclusively based on data avail-
ability and accessibility from the firm's annual reports for the study period. The criterion was informed
by several reasons. First, the study is limited to listed firms because the CS, CG and firm-specific control
variables were manually collected, which is considered highly laborious (Ntim, 2013). Listed firms are
mandated to publish their audited reports to the public. This criterion allows the researcher to obtain a
panel analysis, which is considered more robust to econometric problems (EImagrhi et al, 2018). The
year 2010 was selected because several firms started to report on comprehensive CG measures. Again,
2020 was selected because it is the last year for which several annual reports were publicly available to
extract most of the study’s variables. The data is screened and cleaned to obtain 100 listed companies
with readily available data on the study’s variables. These companies are sampled from seven (7) coun-
tries: 15 listed companies in Ghana, 15 listed companies in Nigeria, 25 listed companies in South Africa,
15 listed companies in Kenya, 10 listed companies in Mauritius, 10 listed companies from Tanzania and
10 listed companies from Botswana. The final sample with sufficient data, consists of 100 firms’ of 1000
firm-year observations over the 2010-2020 period.

5.1. Estimation method

The study employs the system generalised methods of moments (SGMM) technique (Arellano & Bond,
1991) to estimate the models. The dynamic panel estimator helps to overcome simultaneity bias and
country-specific effects. GMM eliminates country-specific effects and assists in transforming the indepen-
dent variables as instruments to eliminate simultaneity bias. The SGMM pools the strengths of the first
difference and level equations to produce better approximations than the original GMM. GMM is suitable
for studies like this with a very short time dimension and a relatively large individual dimension (T <N).
The Hansen test checks for overidentifying restrictions to determine whether the instruments used in the
estimation are valid or not, that is, it is used to check whether instruments are uncorrelated with some
set of residuals. In addition, the AR (2) tests for model validity.

Table 1 summarises the variables used in the analysis. To test H1 (i.e. to answer the first research
objective: (the effect of CS on FP), this paper uses three main variables. First, following previous empir-
ical studies (e.g., Detthamrong et al., 2017; El-Faitouri, 2014; Elmagrhi et al., 2018), three main perfor-
mance measures are used as dependent variables. They are return on assets (ROA), return on equity
(ROE) and Tobin’s Q (TQ). Second, consistent with prior studies (e.g., Detthamrong et al., 2017; Khémiri
& Noubbigh, 2018; Sarpong-Danquah et al.,, 2023), the ratio of short-term debt, long-term debt and
total debt to total assets are the main independent variables (CS). Third, CG (board independence,
board gender diversity, institutional ownership, board ownership, board meetings and board size). To
prevent omitted variable bias (Gujarati, 2022), this paper adds a set of control variables considered to
affect FP. In particular, the paper controls for firm size, growth opportunities, asset tangibility, financial
development, economic growth and inflation, following the literature (Almeida & Campello, 2007;
Detthamrong et al., 2017; Khémiri & Noubbigh, 2018). Assuming, the hypothesised associations are
linear, the GMM model is specified as follows:

6
FP. = BFP. .+ B,CS,, + D B,CONTS, +e, M
i=1

Where FP is the main dependent variable (i.e. ROA, ROE and Tobin’s Q); CS is the main independent
variable (short-term leverage, long-term leverage and total leverage); and CONTS are the control vari-
ables including firm size, growth opportunities, asset tangibility, financial development, economic growth
and inflation.

To test H2 (i.e. to answer the research question: whether CG dimensions moderate the association
between CS and FP), the variables are divided into 4. First, the main dependent variable is FP defined
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Table 1. Variables summary.

Variable Acronym Type of variable Measurement

Return on assets ROA Dependent Earnings after interest and tax divided by total assets

Return on equity ROE Dependent Earnings before interest and tax divided by total equity

Tobin's Q TQ Dependent ((Book value of assets+market value of equity)-book value of
equity)/book value of assets))

Short-term leverage STL Independent Short-term debt is divided by total assets.

Long-term leverage LTL Independent Long-term debt divided by total assets

Total leverage TL Independent The ratio of total debt to total assets

Board size BS Moderator Total number of board members in a year

Board gender diversity BGD Moderator The ratio of female board members and board size

Board independence BI Moderator The ratio of non-executive board members and board size

Board meetings BM Moderator The number of board meetings in a year

Institutional ownership 10 Moderator Proportion of stock held by institutions

Board ownership BO Moderator Proportion of stocks held by board members

Assets intangibility Al Control Property, plant and equipment

Growth opportunity GO Control Market-to-book ratio

Firm size FS Control Natural logarithm of total assets

Inflation INF Control Consumer price index

Financial development FD Control Domestic credit to private sector development (% GDP)

Economic growth GDPGR Control Gross domestic product growth rate

Source: Author’s elaboration from literature.

as ROA, ROE and Tobin’s Q. Second, the main independent variable is CS defined by total leverage. Third,
to investigate the moderator role of CG dimensions on CS and FP nexus, interaction variables are gen-
erated between each CG mechanism ((board size (BS), board independence (B_IND), board meetings
(BM), board gender diversity (BGD), board ownership (BO), and institutional ownership (I0)) and total
leverage (TL) (i.e. BS*TL, B_IND*TL, BM*TL, BGD*TL, BO*TL, and IO*TL). Finally, the same variables as
appeared in Equation 1 are controlled, as indicated in Equation 2.

6
FPy=FP oy +7,. +9,, +D BCONTS,, +e, 2

i=1

Where FP , is the lagged FP, y,, is the set of explanatory variables, ¢, is the set of moderator vari-

ables, and B,CONTS,, are set of control variables.

5.2. Dependent variables

The study uses firm performance as the dependent variable and is defined by three measures: ROA
which is the ratio of earnings after interest and tax to total assets (Elmagrhi et al., 2018; Khémiri &
Noubbigh, 2018); ROE, defined as the ratio of earnings before interest and tax to total equity; and Tobin's
Q calculated as the total assets minus book value of equity plus the market value of equity, all divided
by total assets (El-Faitouri, 2014), as indicated in Table 1.

5.3. Independent variables

The main independent variable is capital structure (CS) defined by three measures as the ratio of total
debt (TD), long-term debt (LTD) and short-term debt (STD) to total assets (Elmagrhi et al., 2018; Khémiri
& Noubbigh, 2018; Ronoowah & Seetanah, 2023).

5.4. Moderator variable

The paper uses CG variables as moderators. They are board size (the total number of people serving on
the board); board gender diversity (the ratio of female board members and board size); board indepen-
dence (ratio of non-executive board members and board size); board meetings (the number of meetings
held by the board in a year); board ownership (proportion of stocks held by board members); institu-
tional ownership (the proportion of stock held by institutions), as presented in Table 1.



COGENT BUSINESS & MANAGEMENT . 9

5.5. Control variables

The paper added a number of firm-specific control variables including firm size (the natural logarithm of
total assets), growth opportunity (market to book), assets tangibility (property, plant and equipment),
and year dummies. Firms’ assets tangibility influences CS by providing firms with an important channel
for accessing funds since they can pledge their tangible assets as collaterals (Almeida & Campello, 2007).
Also, firms with growth opportunities have access to cheaper finance. In addition, other macroeconomic
variables such as financial development (domestic credit to private sector development) control differ-
ences in financial market development, economic growth (GDP growth rate) and inflation also control
the macroeconomic stability that may affect firm performance.

6. Empirical results and discussion
6.1. Descriptive statistics and Pearson pairwise correlation analysis

Table 2 reports descriptive statistics of the study’s dependent, independent, moderator and control vari-
ables from 2010 to 2020. The results clearly show a widespread for all variables examined. ROA, ROE and
Tobin's Q have a mean of 0.603, 0.804 and 2.906, respectively indicating that the selected listed firms are
characterised with better financial position. Total debt (TD) ranges from 20.6% to 100% with a mean of
53.4%, indicating that the firms are highly geared. The mean of board gender diversity (BGD) indicates
that 30.6% of all board members are females, implying that on average, firms in Sub-Saharan Africa have
69.4% male dominated boards. Also, the mean of board independence (B_IND) indicates that 63% of all
board members are non-executive directors. The mean board size (BS) is 8 members, ranging from 5 to
16 members. Board meetings (BS) range between a minimum of 4 meetings to a maximum of 18 meet-
ings in a year. Concerning the control variables, including, FS, AT, FD, INF, GDPGR, and GO, they all show
a wide variation in the variables.

Table 3 reports Pearson’s correlation. The test is important to identify any potential multicollinearity
problems. The results show a somewhat weak correlation (no correlation is above the 0.7 threshold)
between the variables (Kennedy, 2008), suggesting no serious multicollinearity problem. Observably,
there is a strong link between the CS and the FP variables. For instance, the negative correlation between
TL and the FP measures (ROA, ROE and TQ) is consistent with the study’s predictions and findings and

Table 2. Descriptive statistics.

Variables Obs Mean Std. dev Min Max
Firm performance
ROA 1000 0.603 0.305 0.010 1.707
ROE (%) 1000 0.804 0.352 0.056 13.098
Tobin's Q 987 2.906 0.550 1.490 5.433
Capital structure
LTL (%) 1000 0.781 0.187 0.110 1.095
STL (%) 1000 0.805 0.205 0.156 1.034
TD (%) 1000 0.534 0.497 0.206 1.076
Corporate governance
BS 889 8.765 2.076 5.075 16.076
BGD (%) 780 0.306 0.4065 0.108 0.865
BM 1000 4.097 1.785 1.000 18
B_IND (%) 997 0.630 0.148 0.214 1
BO (%) 709 0.406 0.266 0.000 0.954
10 (%) 886 0.322 0.213 0.000 0.987
Control variables
FS 1000 6.043 1.223 2.207 11.075
AT 798 0.708 0.178 0.305 1.053
GO 802 0.004 0.064 =2 0.503
FD 904 0.342 0.407 0.407 0.876
GDPGR 991 0.543 0.307 —0.543 1.043
INF 901 18.065 0.663 0.305 —-0.024

Notes: ROA denote return on assets; ROE denote return on equity; LTL denotes long-term leverage; STL denotes short-term leverage; BS
denotes board size; BGD denotes board gender diversity; B_IND denotes board independence; BM denotes frequency of board meetings; BO
denotes board ownership; |0 denotes institutional ownership; FS denotes firm size; AT denotes assets tangibility; GO denotes growth oppor-
tunities; FD denotes financial development; GDPGR denotes Gross domestic product growth rate; INF denotes inflation. Table 1 fully defines
all the variables used. Source: Author’s construction.
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corroborates prior studies (e.g. Ahmed & Afza, 2019; Boshnak, 2023; Dao & Ta, 2020; Khémiri & Noubbigh,
2018; Ronoowah & Seetanah, 2023). Similarly, the CG variables correlate positively with the FP measures,
indicating that good CG provides useful advisory and monitoring functions to a firm which translates
into higher FP (Kao et al.,, 2019; Malagila et al., 2021). The correlation here does not necessarily imply a
causal relationship.

6.2. Empirical results on the effect of capital structure on firm performance

First, to answer the first research question (i.e. the effect of CS on FP), Table 4 presents the empirical
findings of the impact of CS on FP. Specifically, Table 4 contains results relating to the effect of short-term
leverage (STL), long-term leverage (LTL) and total leverage (TL) on ROA, ROE and Tobin’s Q. The results
are presented in Models 1-6. Models 1, 3 and 5 regress the CS variables (STL, LTL and TL) with no control
variables on ROA, ROE and Tobin's Q respectively. Models 2,4 and 6 added the control variables. The
results show that the previous year’s ROA, ROE and Tobin's Q have a positive and significant impact on
the current year’s ROA, ROE and Tobin’s Q respectively. Models 1, 4 and 6 reveal that STD is negatively
associated with ROA, ROE and Tobin’s Q. From model 4, long-term leverage has a positive and significant
(8=0.211, p<0.05) association with ROE, consistent with the trade-off theory. The findings suggest that
some firms in SSA use more long-term debt to benefit from tax savings of debt. Also, the use of
long-term debt can mitigate agency costs, and therefore exerts a positive effect on FP. Further, the use
of debts signals that the firm has brighter prospects, which attract investors and consequrntly improve
FP. The positive results between LTL and FP are not consistent with the study’s prediction, however,
agree with other studies (e.g. Abdullah & Tursoy, 2021; Detthamrong et al,, 2017; Elmagrhi et al,, 2018;
El-Sayed Ebaid, 2009; Ngatno et al., 2021; Ramli et al., 2019).

In contrast, from Models 2, 4 and 6, total leverage has a negative and significant (8=-0.241, p<0.01;
B=-0.356, p<0.01; B=-0.384, p<0.01) effect on ROA, ROE and Tobin's Q, respectively, thereby providing
support for H1. The negative association between TL and FP nexus is consistent with the prediction of
the pecking order theory and other empirical studies (e.g. Abor, 2007; Ahmed & Afza, 2019; Boshnak,
2023; Dao & Ta, 2020; Dodoo et al., 2023; Farhan et al., 2020; Khémiri & Noubbigh, 2018; Li et al,, 2019;
Ngatno et al., 2021; Nguyen & Nguyen, 2020; Ronoowah & Seetanah, 2023; Sarpong-Danquah et al,
2023). Profitable firms will prefer internal finance to external finance. When there is a surge in interest
rates specific to a firm, the cost of capital increases. Abnormal interest rates lower returns on assets, and
consequently return on equity decreases. In this situation, the lender seems to earn more than investors.
Therefore, profitable firms rely on cheaper internal finance such as retained earnings rather than using
exorbitant external debts. In summary, the trade-off theory holds for long-term leverage and ROE in SSA,
while the pecking order theory holds for short-term debt and total debt and FP.

6.3. The moderator role of CG mechanism on CS-FP nexus

Finally, to answer the second research question (i.e. the moderator role of CG mechanism on CS and FP
nexus), the empirical SGMM estimation relating to investigating the potential moderating role of CG
mechanism (i.e. BS, B_IND, BGD, BM, BO and I0) between CS and FP relationship are reported in Models
7 — 12 of Table 5. Models 7, 9 and 11 are estimated with no control variables, while Models 8, 10 and
12 add the control variables. Generally, the interaction variables provide evidence of moderating effects
of CG structure on the association between CS and FP, which supports the study’s prediction. For
instance, the coefficient of B_IND*TL on ROA, ROE, and TQ in Models 8, 9 and 12 of Table 5 are statisti-
cally significant (8=0.145, p<0.01; =0.154, p<0.01; 3=0.208, p<0.01), respectively. Similarly, the coeffi-
cients of BGD*TL on ROE and Tobin’s Q in Models 10 and 12 are statistically significant (§=0.287, p<0.01;
B=0.087, p<0.01). The statistically significant positive effect of BM*TL on ROA and ROE in Models 8 and
10; the statistically significant positive effect of IO*TL on ROA and Tobin’s Q in Models 8 and 10; and the
statistically significant positive effect of BO*TL on ROA and TQ in Models 8 and 12 provide support for
H2. However, the coefficients of BS*TL on ROE in Model 9 of Table 5 are statistically and negatively sig-
nificant which is not consistent with the prediction of H2, and supports Chatterjee and Nag (2023) that
larger boards are not effective in driving FP.
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Table 4. SGMM results for capital structure and firm performance.

ROA ROE TOBIN'S Q
Variable Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
L1 0.024%** 0.035%** 0.245%** 0.035%** 0.541* 0.354%**
(0.004) (0.009) (0.024) (0.006) (0.214) (0.080)
Capital structure
variables
Short-term leverage —0.054%** 0.025 0.251 —0.035%** 0.054 —0.254%*%*
(0.004) (0.120) (0.354) (0.008) (0.324) (0.041)
Long-term leverage 0.651 —0.065 0.356*** 0.211** 0.254 0.245
(0.684) (0.354) (0.110) (0.093) (0.321) (0.111)
Total leverage —0.024*** —0.247%** —0.342%** —0.354%** 0.432 —0.384***
(0.002) (0.021) (0.042) (0.142) (0.345) (0.120)
Control variables
Firm size
Asset tangibility 0. 254%** 0.025*** 0.254
(0.024) (0.004) (0.147)
Growth opportunities 0.347%** 0.341** 0.412
(0.020) (0.120) (0.471)
Inflation —0.214 0.102** 0.214
(0.241) (0.021) (0.341)
Financial development 0.521** 0.214 0.432
(0.241) (0.200) (0.321)
GDPGR 0.051 0.231** 0.432
(0.224) (0.062) (0.381)
Time dummies Yes Yes Yes Yes Yes Yes
Hansen 0.654 0.876 0.765 0.564 0.556 0.876
AR (2) 0.541 0.441 0.643 0.543 0.753 0.341

Notes: Robust standard errors are in parentheses, ***, ** and * denote 1, 5 and 10 per cent significant levels, respectively. The insignificant
Hansen test values of models 1-6 indicate the absence of overriding identity. Source: Author’s construction.

Overall, the CG dimensions (board independence, board gender diversity, board ownership, board
meetings, board ownership and institutional ownership) moderate the association between CS and FP,
with the association being stronger for diverse boards (gender and non-executive) and institutional
ownership. This study is consistent with other studies that find that firms with a diverse board have
lower leverage. Non-executive directors, driving on their independence and experience, with a sense of
high reputational loss on slight board incompetence, mitigate management'’s high risk-taking behaviours,
which improve FP (Kao et al., 2019; Malagila et al., 2021). In addition, more female board representation
is associated with lower leverage (Danso et al,, 2021; Ezeani et al., 2023; Nguyen et al., 2020), and even-
tually improves FP (Amin et al., 2022; Hordofa, 2023; Malagila et al.,, 2021; Zalata et al., 2019). Noticeably,
reforms to increase female boardroom participation have been argued on the basis that women are
systematically, cognitively, physiologically and psychologically different from men in that women are
less competitive, and aggressive, as expected from corporate executives, and therefore have a unique
ability that makes them more risk averse, ethical, independent, objective, conservative. These unique
skills help them to advise and monitor for less leverage, and consequently improve firm performance
(Zalata et al., 2019). The results also show a significant effect of board meetings on the CS-FP nexus.
Regular board meetings suggest that the board is effectively monitoring and advising on management
activity and decisions which can have a substantial influence on CS decisions and eventually FP (Hordofa,
2023; Waris & Haji Din, 2023). The positive moderator effect of board ownership on the CS and FP nexus
can be explained by the fact that when the board owns a share, in theory and practice, they become
co-owners of the firm and have a higher stake and incentive to supervise effective CS decision to
achieve higher FP (e.g. lwasaki et al., 2022; Karim et al., 2023; Li-Kai et al.,, 2015). Similarly, institutional
ownership (which include bank, pension funds, insurance companies and mutual funds) are more effec-
tive in supervising effective CS decision and FP (Alodat et al., 2022; Hong & Linh, 2023). These institu-
tional owners usually are not interested in short-term profit but rather long-term firm performance.

Firms in Sub-Saharan Africa, in general, are not effective at using debts for tax interest shields and
investment opportunities. More often, a high debt does not lead to better monitoring as proposed by
Agency theory, instead renders firms leveraged and vulnerable to bankruptcy. Therefore, the board
ensures that management is using less debt in financing the business. In summary, a firm with quality
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ROE TOBIN'S Q
Variable Model 7 Model 8 Model 9 Model 10 Model 11 Model 12
L1 0.214%** 0.3271*** 0.021*** 0.205%* 0.305 0.305
(0.021) (0.06) (0.002) (0.091) (0.410) (0.254)
BS 0.364 —-0.264 0.405%** 0.056 —-0.034 —-0.254
(0.452) (0.432) (0.154) (0.076) (0.098) (0.376)
B_IND 0.247%** 0.204*** 0.410%** 0.350%** 0.410 0.054
(0.025) (0.020) (0.054) (0.140) (0.321) (0.041)
BGD —-0.241 0.354%** 0.421*** 0.302** 0.206%** 0.415
(0.100) (0.054) (0.196) (0.103) (0.032) (0.241)
BM -0.214 0.601 1.351 0.262 0.308%** 0.305*
(0.351) (0.341) (1.035) (0.351) (0.024) (0.140)
(0] 0.054 0.354 0.045 0.465%** 0.307** 0.209**
(0.031) (0.214) (0.032) (0.021) (0.106) (0.043)
BO 0.0307 0.405** 0.025%** 0.235%** 0.020 0.035
(0.021) (0.107) (0.003) (0.050) (0.035) (0.024)
TL —-0.241 —0.241%** —0.041 —0.024*** —0.201*** —0.325%**
(0.035) (0.030) (0.245) (0.003) (0.035) (0.054)
BS*TL 0.054 0.354 —0.214%** 0.044 0.035 0.006
(0.029) (0.254) (0.025) (0.987) (0.097) (0.014)
B_IND*TL 0.054%** 0.145%** 0.154%** 0.025 0.242 0.208%**
(0.006) (0.024) (0.050) (0.354) (0.164) (0.035)
BGD*TL 0.687 —0.548 0.098 0.287%** 0.058 0.087%**
(0.872) (0.687) (0.784) (0.025) (0.364) (0.009)
BM*LTL 0.284%** 0.254** 0.241 0.087** 0.054 0.087
(0.065) (0.084) (0.205) (0.020) (0.897) (0.587)
10*TL 0.097 0.548** —-0.205 0.065 0.087 0.214%**
(0.058) (0.158) (0.108) (0.254) (0.065) (0.036)
BO*TL 0.068*** 0.187*** 0.068 0.365 0.342 0.065%**
(0.009) (0.035) (0.074) (0.287) (0.298) (0.007)
FS 0.054 —-0.191 0.245%*
(0.098) (0.159) (0.045)
AT 0.543%** 1.9468 0.643%**
(0.154) (7.22) (0.231)
GO 0.564*** 0.246** 2.404
(0.206) (0.078) (3.790)
INF —0.307*** —-0.509 0.043
(0.031) (0.700) (0.021)
FD 0.349*** 0.654 —0.251
(0.065) (0.409) (0.115)
GDPGR 0.608 0.407** 0.054%**
(0.642) (0.132) (0.005)
Time dummies Yes Yes Yes Yes Yes Yes
Hansen 0.654 0.254 0.602 0.703 0.321 0.432
AR (1) 0.342 0.430 0.568 0.106 0.543 0.412
AR (2) 0.576 0.667 0.801 0.431 0.765 0.543

Note: *, ** and *** denote 10%, 5% and 1% significance levels. Robust standard errors are in parentheses.ROA denote return on assets; ROE
denotes return on equity; TQ denotes Tobin’s Q; LTL denotes long-term leverage; STL denotes short-term leverage; BS denotes board size; BGD
denotes board gender diversity; B_IND denotes board independence; BM denotes the frequency of board meetings; BO denotes board own-
ership; 10 denotes institutional ownership; FS denotes firm size; AT denotes assets tangibility; GO denotes growth opportunities; FD denotes
financial development; GDPGR denotes Gross domestic product growth rate; INF denotes inflation. Table 1 fully defines all the variables used.
Source: Author’s construction.

CG achieves lower CS (Abdullah & Tursoy, 2021; Detthamrong et al., 2017; Ramli et al., 2019; Ronoowah
& Seetanah, 2023), which improves FP.

Concerning the control variables in Table 5, the coefficients of asset tangibility are significant and
positive on the performance measures. The results support both the trade-off and the pecking order
theories of the positive tangibility-leverage performance relationship. Firms’ tangible assets, as collateral,
allow them to secure finance at a lower cost which improves FP (Danso et al., 2021; Khémiri & Noubbigh,
2018). Similarly, growth opportunity has a positive coefficient on FP. Firms with growth opportunities can
access lower finance and achieve FP (Khémiri & Noubbigh, 2018). Expectedly, economic growth and
financial developments have positive and significant effects on FP. Development in the financial systems
and economic prosperity offers opportunities for firm growth. Inflation, however, has the expected neg-
ative sign on FP since SSA is characterised by high inflation and it is expected to be deleterious to FP.
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Table 6. Additional analysis relating to H1 and H2 for lagged structure and fixed effects estimators.

ROA ROE TOBIN'S Q
Variables Model 13 Model 14 Model 15 Model 16 Model 17 Model 18
L1 0.214%** 0.327%** 0.025*** 0.205** 0.305 0.054%**
(0.021) (0.06) (0.006) (0.091) (0.410) (0.006)
BS 0.230 0.654** 0.543
(0.107) (0.387) (0.342)
B_IND 0.218%*** 0.345%* 9.594%**
(0.031) (0.102) (3.098)
BGD 0.025%** 0.207 14777
(0.002) (0.321) (14.077)
BM 2.370 0.454** —1.400
(2.440) (0.125) (1.385)
10 0.145 . 0.254%** 0.0001
(0.245) (0.035) (0.160)
BO -1.219 0.035%** 0.940
(1.183) (0.003) (0.784)
STL —0.354%** —0.248 -0.713
(0.025) (0.314) (.555)
LTL 0.035 0.014 0.564
(0.122) (0.061) (0.670)
TL 0.040 -0.184 0.354* 2.347 0.064 0.453*
(0.075) (0.192) (0.145) (0.156) (0.152) (0.113)
BS*TL -0.273 —0.668 —0.086
(0.785) (0.789) (0.359)
B_IND*TL 0.204%** 0.510 0.265%**
(0.014) (0.907) (0.007)
BGD*TL 0.579 0.246 1.072
(0.710) (0.109) (0.469)
BM*LTL 0.273 0.342** -2.417 0.025
(0.785) (0.032) (2.734) (0.587)
10*TL 0.277 0.298 -.502 0.121
(0.451) (0.419) (.939) (0.249)
BO*TL 0.745 0.325 3.022 0.648
(0.554) (0.639) (2.00) (0.207)
FS —0.089 -0.229 —3.095** —0.191 12911 0.358%**
(0.328) (0.200) (1.408) (0.159) (22.089) (0.035)
AT 0.119 —6.811 0.354 1.9468 —35.873** 2.404
(0.031) (7.187) (0.125) (7.22) (21.22) (3.790)
GO 0.035 0.208*** 0.405* 0.547***  (-1.564) 0.713
(0.004) (0.045) (0.147) (0.154) (0.555)
INF —0.350%** 0.003 0.024 -0.324 0.034 —0.564
(0.036) (0.563) (0.095) (0.060) (0.180) (-0.670)
FD 0.032%** 0.307%** 0.342%** 0.432*%* 0.035 0.453**
(0.009) (0.023) (0.024) (0.100) (0.528) (0.106)
GDPGR 0.354 0.043 0.065 0.548** 0.432 0.056
(0.148) (0.769) (0.044) (0.147) (0.705) (0.022)
Constant 0.407%** 0.317%** —0.548
(0.100) (0.090) (0.254)
Time dummies Yes Yes Yes Yes Yes Yes
Hansen 0.453 0.362 0.178
AR (2) 0.543 0.453 0.207
AR (2) 0.165 0.376 0.378
Adjusted R-squared 0.578 0.654 0.387
p-Value 0.000 0.000 0.000

Note: *, ** and *** denote 10%, 5% and 1% significance levels. Robust standard errors are in parentheses. ROA denote return on assets; ROE
denotes return on equity; TQ denotes Tobin’s Q; LTL denotes long-term leverage; STL denotes short-term leverage; BS denotes board size; BGD
denotes board gender diversity; B_IND denotes board independence; BM denotes the frequency of board meetings; BO denotes board own-
ership; 10 denotes institutional ownership; FS denotes firm size; AT denotes assets tangibility; GO denotes growth opportunities; FD denotes
financial development; GDPGR denotes Gross domestic product growth rate; INF denotes inflation. Table 1 fully defines all the variables used.
Source: Author’s construction.

6.4. Robustness analysis

The study performs further analysis as robustness tests. A lagged structure model has been estimated
to control potential endogeneity problems arising from simultaneous problems on; (i) the SGMM effect
of CS on FP by lagging the independent variables and the control variables on the current year's FP
in Models 13, 15 and 17 of Table 6. (ii) the fixed effect technique was also used to estimate the mod-
erating Models (the effect of CG mechanism on CS and FP nexus) in Models 14, 16 and 18 of Table 6.
Obsearvable, the findings in Models 13, 15 and 17 of Table 6 indicate that the earlier results are robust
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to possible endogeneity problems from the simultaneous relationship between CS and FP. In addition,
the fixed effects results in Models 14, 16 and 18 reveal that the earlier findings are robust to different
estimators.

7. Summary and conclusion

International scandals such as Enron reinforced the call to improve CG practices in Sub-Saharan Africa. In
addition, the business environment in Africa in general and Sub-Saharan African countries in particular, are
characterised with low accountability, transparency, weak CG structures and poor corporate finance and
management decisions. Coupled with some CG-induced business failures in this region, several reforms and
legislations have been introduced to promote business activities and enhance good CG practices. In
response, several studies have examined how CG affect board behaviour in decision-making. Consequently,
a scholarship has been established between the effect of CG on FP and CG on CS. However, an area that
has so far been largely unexplored is whether CG dimensions can moderate the association between CS
and FP. To address this gap, this paper examines the moderator role of CG mechanism in the CS and FP
relationship using country - and firm - level data for a sample of 100 non-financial listed firms in 7
Sub-Saharan Africa countries over 2010-2020. In addition, the paper investigates the direct effect of CS on
FP from 2010 to 2020. Employing the two-step system generalised methods of moments estimator, this
paper extends, as well as offers fresh evidence on the relationship between CG and FP. First, the evidence
shows that firms with long-term leverage achieve higher performance measured with ROE. However, the
findings also show that short-term leverage and total leverage are significantly associated with lower per-
formance measured with ROA, ROE and Tobin’s Q. Second, this paper extends, as well as contributes to the
current literature by investigating the moderator role of CG mechanism on the CS-FP nexus. The paper
finds that CS complements CG mechanism of board independence, board gender diversity, board meetings,
managerial ownership and institutional ownership to induce positive and significant effects on FP, with the
association being stronger for diverse boards (gender and non-executive directors) and institutional own-
ership, meanwhile, board size induces a negative association between CS and FP. In summary, the results
suggest that CG mechanisms (B_IND, BGD, 10, BO and BM) have a positive moderator role in the relation-
ship between CS and FP. The results are robust to lagged structure and fixed effects estimators.

Observably, female boardroom participation and non-executive directors are more committed to,
and effective in performing their fiduciary duties, as board directors who can reduce managerial
opportunism in CS and improve management monitoring through their expected attributes of inde-
pendent, conservative, objective and responsible. Also, the fact that board members who own shares
are co-owners of the company, and the fact that institutional owners prefer long-term firm perfor-
mance to short-term profits, they can monitor and advise better CS decisions, and consequently
improve FP.

Therefore, this paper provides useful theoretical and practical insights. First, despite increasing atten-
tion on CG, existing studies have mainly focused on either CG and FP, CS and FP or CG and CS and
mostly based on a single theory or country. This study offers new insights by using a multi-theoretical
framework i.e. agency theory, pecking order theory and trade-off theory to explain the link between CS
and FP based on CG mechanism. Second, the findings have useful implications for firms in SSA. For
instance, the results show that short-term leverage and total leverage contribute significantly to lower
FP. However, long-term leverage contributes significantly to higher FP. This suggests that firms in SSA
may need to look at their financing strategies to achieve optimal CS. In addition, the findings reveal
that board diversity (gender and non-executive directors), meetings and ownership (board and institu-
tions), positively explain the relationship between total leverage and FP. Thus, regulatory bodies and
firms must commit to ensuring quality CG practices to achieve higher FP.

In terms of expansion, the paper focuses on Sub-Saharan Africa, and therefore future studies can
expand the hypothesis (H1 and H2) in different regions since the only studies on the moderator or the
mediator role of CG or CS on CS and FP, or CG on FP nexus are only provided for by Detthamrong et al.
(2017) in Thailand, Ngatno et al. (2021) in Indonesia and Elmagrhi et al. (2018) in UK. Further, future
studies can investigate the topic with other control variables to see whether the results will change.
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