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This study examined the relationship between corporate governance attributes, firm-specific 

characteristics, and financing decisions of listed firms in Ghana using panel data for a nine-

year time frame spanning 2011 to 2019. The study adopted multivariate regression analysis 

using Prais-Winsten regression, correlated panels corrected standard errors (PCSEs). The 

findings show that corporate board structures in Ghana play a significant role in influencing 

the financing decisions of listed firms on the Ghana Stock Exchange. Specifically, corporate 

boards with bigger sizes and more female representation prefer more debt financing of their 

assets. Also, the findings provide support for the Pecking Order Theory and identifiable firm-

specific determinants of financing decision of listed firms. The evidence provided by this study 

is robust to alternative estimators. The outcome of this study further provides strong policy 

support for enforcing proper corporate governance features and gender diversity dimensions 

for corporations in Ghana.  
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Introduction 

Corporate governance continues to generate deep discourse in both the corporate and academic 

spheres owing to the implications of bad corporate governance practices on firm performance. 

Anecdotal evidence points to a negative implications of weak corporate governance systems 

on corporate failures (Aebi, Sabato & Schmid, 2012). Corporate governance is a term used to 

describe general frameworks put in place by a company to ensure efficient use of resources, 

promote responsible management behaviour, regulate the use of power and enhance faithful 

stewardship (Nkundabanyanga, et al 2013; Noriza, 2010; OECD, 2015). Good corporate 

governance promotes accountability connections between the various business players, which 

may improve company performance. Where there is better corporate governance practice, firm  
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managers are not only accountable to shareholders and management but also lenders of funds 

as well (Berger et al., 1997; Faccio, Lang, & Young, 2010). A firm that exhibits good corporate 

governance characteristics is most likely to provide a good return on shareholders’ invested 

capital and could attract more funding from the financial market as well. 

 

Also, empirical evidence points to the fact that corporate governance elements do exert a 

considerable impact on the capital-mix choices of corporations (Berger et al., 1997; Faccio, 

Lang, & Young, 2010). Notable corporate governance elements identified in extant literature 

include conflicts of interest among top management and owners, managerial award structures, 

schemes designed to regulate stockholders’ actions, and firm fundamental governance 

principles.  Hence, financing decisions are a product of protecting as well as combining the 

expectations of major stakeholders, such as controlling stockholders, non-controlling owners, 

management, and debtholders, by establishing and implementing strong governance 

mechanisms that seek the interests of all stakeholders fairly. 

 

Therefore, Friend and Lang (1988) explained that managers holding more equity in a firm 

might opt for less debt funding in order to mitigate the non-diversifiable firm -specific risk. 

Furthermore, using higher debt results in higher agency costs for management rather than 

public investors. In the event of a firm using more debt capital, Brailsford et al, (2002); Berger 

et al, (1997) indicated that supervision by external block-holders and non-executive board 

membership are some of the measures of corporate control that could be enforced.  

 

In Ghana, corporate governance issues have gained prominent attention, especially with the 

collapse of financial institutions between 2017 and 2019. In the year 2000, a study conducted 

by the Institute of Directors (IOD) using the top 100 companies showed that corporate 

governance practices have gained significant attention in Ghana. Furthermore, several 

important amendments to the Companies Act, 1963 (Act 179) that gave birth to the Companies 

Act, 2019 (Act 992) saw significant improvement in the directors’ duties in ensuring proper 

and standard corporate governance practices that meet the challenges of the 21st century. The 

key motivation that informed the amendments to the old Act 179 was in part due to huge lapses 

in the corporate governance framework exemplified by opportunistic and reckless director 

behaviour, which have been identified as part of the causes of insolvencies among financial 

institutions in Ghana between 2017 and 2019.  

 

While admitting that the association between corporate governance, firm characteristics, and 

capital structure has been largely explored in developed economies, scholars like Wen et al. 

(2002) and Abor (2007) hold the view that empirical research on corporate capital structure, 

corporate governance, and firm characteristics in emerging economies is still at a nascent stages 

especially in Asia and Sub-Saharan Africa. In Ghana, limited studies (Abor and Nicholas 

Biekpe, 2012; Kyereboah-Coleman et al. 2006) explored the role of governance structures in 

corporate finance and performance of firms registered on the Ghana Stock Exchange.  

 

This study intends to expand the existing literature in the light of developments that transpired 

between the years 2017 and 2019 in the Ghanaian financial system by examining the 

relationship between corporate governance, firm characteristics, and capital structure decisions 

of listed entities on the Ghana Stock Exchange (GSE) during the period of 2011-2019. The 

developments during this period affected some of the listed firms, such as UT bank, that was 

delisted on the GSE in 2017. The rest of the paper is organized as follows: Section two is  
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dedicated to the theoretical framework, section three focuses on the hypotheses and section 

four is devoted to data, econometric model specification, and estimation techniques. Section 

five captures the results and discussions, and section six concludes the paper with policy 

implications.  

 

Theoretical framework 

The irrelevancy of the capital structure proposition by Modigliani and Miller (1958) provided 

the basis upon which all theoretical debate about a firm’s capital structure takes inspiration. 

The Modigliani and Miller (1958) capital structure theory claimed that a corporation’s worth 

is not affected by the capital structure strategy its managers embrace. The theory best fits a 

perfect capital market with strict assumptions, which includes zero tax, zero business cost, zero 

bankruptcy cost and the nonexistence of asymmetrical information. Thus, in a real market 

situation, if managers devote significant time to determining the ideal financing mix, the 

assumptions of Miller-Modigliani will not suffice. Modigliani and Miller (1963) subsequently 

reviewed this theory by introducing the tax advantage on financing mix and economic 

enterprise worth. Subsequently, new theories were developed to demonstrate the importance 

of capital structure as a determinant of shareholders’ wealth. Each theory, however, offers a 

plausible rationale for ascertaining the likely factors of the capital structure.  

 

The Trade-off Theory  

According to Kraus and Litzenberger (1973), the trade-off theory predicts that a firm selects 

its perfect financing mix through harmonizing the tax advantage derived from borrowing 

alongside the insolvency cost of borrowing. Barnea et al. (1980), also explained that firms 

encountering tax exposure ought to improve their capital structure until the extra value from 

tax protection is equalized by the current value of the likely cost of bankruptcy. The theory 

emphasizes the existence of a targeted financing mix that optimizes a corporation’s value. 

Hence, a little deviation away from that marked target requires correction.  

 

The Pecking Order Theory 

The pecking order theory finds its roots in the concept of asymmetric information as a basis for 

which an optimum capital mix can be achieved. Myers and Majluf (1984) are credited as the 

main proponents of the pecking order theory. Myers and Majluf (1984) believed that the 

existence of informational gap between internal stakeholders of a firm and external providers 

of funds causes the cost of capital to vary across diverse sources of finance. Internal actors, for 

example, have good knowledge about the prospects of the company compared to potential 

equity investors. The existing shareholders will therefore demand a greater return in the form 

of higher share price from prospects interested in owning part of the firm. Consequently, 

issuing new shares will be more expensive for the company compared to funds solicited 

internally.  A similar case can be made for internal financing options versus external debt 

acquisition. Thus, the pecking order suggests that there is a hierarchy of business preferences 

in terms of funding corporate projects; companies, from the onset, will rely on internally 

generated and retained sources of income to fund their operations.  

 

Also, if more funding is required, and based on favorable informational gaps and good 

corporate governance practices, the firm may resort to issuing debt securities. Finally, as a last 

resort, firms may opt to sell fresh equity shares to make up for outstanding funding gaps. The  
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relative expenses of various financing solutions are reflected in the order of preferences. 

Clearly, corporations would prefer internal sources of funding over costly external financing 

(Myers and Majluf, 1984). Thus, the pecking order hypothesis predicts that organizations that 

are profitable and thus generate high earnings will employ lesser loan capital than firms that 

do not generate high earnings.  

 

According to Donaldson (1991), managers will typically turn to internal sources of funding 

rather than issue shares. This theory is based on the hypothesis that managers of economic 

enterprises have superior knowledge of their firms' current performance, development 

potential, and risk exposure than external parties (Brealey et al., 2006). Firms should 

consequently finance their real assets through internal money (such as surplus earnings), debt, 

and equity, in that order. Thus, we can hypothesize, according to the Pecking order theory, that 

the profitability of a firm impacts its financing decision.  

 

Agency Theory 

According to the agency theory by Jensen and Meckling (1976), managerial behaviours may 

deviate from those required to maximize shareholder profits. According to Jensen and 

Meckling (1976), the owners (principals) and managers (agents) suffer an agency loss, that is, 

the extent to which returns to residual claimants (owners) fall below what they would be if the 

principals exercised direct control over the organization. This direct control extends to 

corporate governance measures. Even though managers are hired and granted authority to 

operate the firm in the interest of shareholders, managers may be primarily concerned with 

achieving their own goals. The goal of management may thus differ from maximizing the value 

of the business, borne from optimizing and sustaining business profitability. As a result, 

managers will behave in their own self-interest in order to obtain higher pay, benefits, job 

stability, and, in some situations, direct exploitation of the firm's cash flows.  

 

Furthermore, Eriotis et al. (2007) claim that managers have acquired the ability to administer 

the firm, but the owners may only try to discourage any value transfers by monitoring and 

control, such as independent director supervision. Nonetheless, monitoring and control 

operations necessitate agency expenditures. On the other hand, perfect control, on the other 

hand, is incredibly expensive. Shareholders should seek methods that do not extract enormous 

quantities of value from the corporation while also monitoring and controlling management 

operations. The implication of agency theory is that managers should be given the ability to 

operate the organization through effective corporate governance systems such as supervision, 

board control, and monitoring by independent directors, while emphasizing financial 

transparency and information disclosure. 

 

Resource Dependency Theory 

The resource dependence theory by Pfeffer (1973) highlights the significance of good corporate 

governance and specifically indicates the influence of outside board members as necessary 

board characteristics to reinforce entities’ capacity to safeguard against external hostilities, 

reduce uncertainty, and promote the acquisition of resources that not only enhance the efforts 

of firms in the capital market but also magnify the reputation of the firm.  External membership 

on boards is associated with more leveraged status (Jensen, 1986; Berger et al., 1997; Abor, 

2007). This means that companies with large leverage are assumed to have a higher percentage 

of external directors, whereas entities having a low ratio of external board membership have  
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relatively low debt usage in their capital mix. In contrast, Wen et al. (2002) showed that the 

number of external board members has a significantly negative connection with leverage. They 

contend that outside directors closely supervise managers, causing these managers to use less 

leverage to get better performance results. This implies organizations with a higher share of 

outside directors are more likely to pursue minimal financial leverage with a high market value 

of equity.  

  

 

Hypotheses 

Based on the agency and resource dependency theories, existing studies provide substantial 

proof to show that corporate governance structures can impact a firm's capital structure. 

Corporate governance characteristics mostly investigated in the literature are: independence of 

the board, size of the board and gender diversity of the board. This section of the study provides 

hypotheses suitable for the expected relationship between the variables.  

 

Board Independence 

A company's board of directors is the highest authority in charge of creating strategic decisions 

for management to implement. The number of inside directors versus outside directors on a 

board indicates its independence. An outside director is a board member who is not involved 

in the company's day-to-day operations but is involved in making strategic decisions for the 

company's implementation. As a result, external board members are not permitted to serve in 

any other capacity in the company other than that of director. According to the GSE listing 

rules and guidelines, the total board members must include at least half of the non-executive 

directors. Again, a quarter of the total board membership must be identified as independent. 

Board independence is also referred to in the literature as board composition. From the 

perspective of the classical agency theory, the higher the number of outside directors on a 

corporate’s board of directors, the better and well-protected the firm will be against 

uncertainties such as issues of bankruptcy. Also, a higher number of outside directors on a 

firm’s board show to a large extent, a strong demonstration and commitment towards 

transparency and accountability, which are favourable ingredients for attracting needed 

funding from the financial market (Chen & Hsu, 2009). In that way, Ahmed and Wang (2012) 

explain that the critical role of outside directors on a corporate board is to carry out effective 

monitoring and evaluation of managers’ actions via appropriate corporate governance rules. 

Another advantage of an outsider-dominated board is that the possibility of meeting the valid 

concerns of most of the firm’s stakeholders is higher in outsider-dominated firms than in firms 

dominated by a smaller number of outsiders.  

 

Existing research on board composition and its effect on the capital structure has shown 

conflicting results. Boubakari et al. (2010) discovered that when the board is dominated by 

inside directors (members of the shareholders' family), family enterprises avoid debts and the 

opening of firm capital in a family business. They also found a positive association between 

the number of independent directors on the board of directors and the level of debt in family 

businesses. They explained that when an independent director is present, family businesses are 

willing to source equity finance. Existing research in the Ghanaian financial market found 

evidence of a positive relationship between board independence and capital structure. In the 

study of Abor (2007), board independence has a positive and statistically significant association 

with capital mix, whereas in the view of Bokpin and Arko (2009), a positive relationship  
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between board independence and financing mix exists but the relationship was not statistically 

significant. Furthermore, AlNodel and Hussainey (2010) showed that the presence of a non-

executive director is significant and positively associated with a total capital ratio as well as 

the long-term debt ratio. Berger et al.'s (1997) study also found a positive link between capital 

and board members from outside the company.  

 

Existing studies (Anderson et al., 2004; Wen et al., 2002), on the other hand, discovered an 

inverse association between board independence and capital structure, except for Vakilifard et 

al., (2011), who established the existence of no association between level of external board 

membership and capital mix. Based on the above evidence, we provide the following 

hypothesis: 

 

Ha1: The impact of board independence on the capital structure is largely indeterminate.  

 

Board Size 

According to Bokpin and Arko (2009), board size can be defined as the number of personnel 

that make up a company's governing board as at the date of reporting. They oversee making 

strategic decisions that will secure the firm's long-term success and maximize the wealth of its 

owners. The minimum number of directors on corporate boards in Ghana is two (2), according 

to the compliance governance codified in Act 179 (1963), whereas the Security and Exchange 

Commission (SEC) in Ghana advocates board membership ranging from eight (8) to sixteen 

(16) personnel. The size of a corporate board is critical in the determination of the effectiveness 

of strategic decision making in  a firm. Following from the viewpoint of the agency theory, a 

large number of members on a corporate’s board are likely to reduce the agency cost due to the 

varied skills, including monitoring ability. In the eyes of lenders, large corporate boards are 

regarded as effective monitoring mechanism that can enforce standard corporate governance 

practices that can minimize agency conflicts and information asymmetry. Along the same line 

of reasoning, a larger board size has the advantage of making a firm enjoy a lower cost of debt 

financing from lenders.  

  

According to prior empirical investigations, the link between the size of a corporate board and 

the financing decisions of firms, largely seems to point to a positive relationship. For instance, 

Abor (2007) found a positive relationship between board size and financing decisions. 

Similarly, Bokpin and Arko (2009) observed a positive link between the size of the board and 

both long-term and short-term debt ratios. However, Bokpin and Arko (2009) found a negative 

relationship between board size and debt ratio. AlNodel and Hussainey (2010) reported that 

board size affects overall debt levels as well as long-run debt levels of listed enterprises on the 

Saudi bourse. Kajananthan (2012) equally discovered a direct link between the size of the board 

and leverage for corporations in the manufacturing sector, in Sri Lanka.  

 

Also, Wen et al. (2002) found a positive association between board size and capital mix. 

Moreover, the work of Kyereboah-Coleman and Biekpe (2006) showed a positive relationship 

between board size and overall debt ratio and short-term debt ratio for corporations registered 

on the Nairobi stock exchange. The positive association is an indication that entities with a 

larger  board membership have the tendency to pursue high debt financing strategies in order 

to boost the company's worth. 
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On the other hand, Vakilifard et al. (2011), discovered a negative link between board size and 

leverage for listed companies in Iran and Indonesia, respectively. An inverse link between 

board size and the cost incurred in contracting debt was revealed by Anderson et., (2004). 

According to Anderson et al. (2004), for every addition to the board of directors, the cost of 

debt declined by 10 basis points. Similarly, Berger et al. (1997) concluded that there was an 

inverse relationship between board size and the choice of financing. Nonetheless, 

Wiwattanakantang (1999), reported no significant relationship between the choice of finance 

and the size of the board. Large boards, intuitively, are expected to pool their skills to make 

efficient and effective choices for the benefit of the company. Though larger boards may have 

difficulty reaching consensus, a corporation with stronger governance mechanisms should not 

face such a setback. Thus, we formulate the following hypothesis: 

 

Ha2: Board size has an impact on the capital structure of a firm.  

Board Gender Diversity 

The number of female board members on a corporate board has attracted the attention of 

policymakers and academics as well. Helfat et al. (2006) and Viinicombe at al. (2008) 

identified a growing trend in the enlistment of women into corporate board positions over the 

past decade. This underscores an important role that board gender diversity in terms of 

women’s representation on corporate boards brings into boardroom decision making. 

Academic research has focused on the impact of a female board member on corporate decision 

making (Nielsen & Huse, 2010), risk-taking (Faccio et al., 2016), managing (Loden, 1985), 

firm performance (Harel et al., 2003), firm value enhancement (Carter et al., 2003), and 

transparency and disclosure (Adams & Ferreira, 2009). Nielsen and Huse (2010) added that 

women directors on corporate boards play an influential role in the board’s decision making by 

means of their professional expertise and different value systems. From a purely theoretical 

angle, diversity of corporate board membership could enhance decision-making due to the logic 

that, diverse group may possess a pool of varied talents and skills, abilities and knowledge, 

which can lead to effective corporate decision-making for better results (Williams & O’Reilly, 

1998). Thus, according to decision-making theorists (Hoffman & Meier, 1961), group diversity 

enhances group creativity. However, the social identification and social categorization 

proponents (Tajfel, 1981; Turner, 1987) argue that group diversity may influence dynamics 

and performance negatively. 

  

Given the aforementioned theoretical propositions, Nielsen and Huse (2010) identified two 

types of characteristics (non-traditional professional experience and value systems) through 

which women directors can influence corporate boardroom decision-making and thus have 

meaningful impacts. In terms of women’s participation in decision-making positions, board 

gender diversity enriches board decision-making, quality of ideas, and examination of different 

aspects of the same issue by providing varied alternatives for consideration.  In terms of value 

systems, the gender diversity proponents (Schubent, 2006) argue that males are more 

adventurous and risk-loving, whereas females are more risk-averse. By logical extension, 

female directors are more likely to make low-risk financing decisions and show high avoidance 

of debt financing than male directors. Accordingly, Schicks (2014) found that women have less 

over-indebtedness risk than their male counterparts.   

 

 



Journal of Comparative International Management          Ntiamoah Doku et al. 

Vol. 25, No2, 194-220 (2022)   

201 

 

Many economists believe that equitable representation of female directors on the board of 

governors is a positive development because a gender-diverse board is said to reduce 

managerial opportunism and bridge knowledge and informational gaps. Consequently, a well-

diversed board is expected to resort to the use of a more conservative debt level to finance a 

firm while optimizing returns to equity holders (Usman et al., 2020a). The proportion of female 

directors on the board is normally used to calculate gender diversity (Fuente et al., 2017). Thus, 

we provide the following hypothesis: 

 

Ha3: Board gender diversity has an impact on a firm’s capital structure.  

 

Empirical evidence on firm capital structure has identified some firm-related characteristics, 

that can influence the source of funding for corporations, both big and small. Notable among 

them are the firm's age, size, asset structure, growth, and profitability (Abor & Biekpe, 2012). 

Titman & Wessels (1988) recognize non-debt tax shield, industry classification, and earnings 

volatility as capital structure attributes. According to Titman and Wessels (1988), a country’s 

financial market can also influence the capital structure of firms. Furthermore, Chen et al. 

(2009) identified investment type, informational gap, control, growth, and shareholding 

framework as determinants of financing decision of enterprises. Again, Abor and Biekpe 

(2012) cited collateral availability as a factor of concern in determining the desired capital mix. 

 

Asset Tangibility  

The relevance of asset structure (herein referred to as asset tangibility) has long been noticed 

in the financial literature due to its liquidity to a firm’s value. Firms with more tangible assets 

in the share of their asset structure are of high liquidation value due to the fact that tangible 

assets are used as collateral for financing (Harris & Raviv,1991). Firms with a high amount of 

tangible assets have a higher liquidation value than firms with a high amount of intangible 

assets in the event of financial bankruptcy. Accordingly, firms with a high level of tangible 

assets can increase their debt financing more than those with a high level of intangible assets.  

Furthermore, based on the agency theory, which was supported by Rajan and Zingales (1995), 

collateralizing tangible assets for debt financing minimizes agency costs connected to debt 

finance, which ultimately affect the lender and consequently increases debt finance. This line 

of reasoning is consistent with the pecking order theory of debt finance too, in that firms with 

a high value of tangible assets that can be used as collateral will prioritize debt financing first 

before equity finance. 

  

From the foregoing discussion, the agency theory and pecking order both explain the relevance 

of asset structure (the share of tangible assets in total assets) as a determinant of capital 

structure. According to agency theory, firms with a high amount of tangible assets in their asset 

structure, acting as collateral for debt financing, have a better chance of reducing creditor 

agency costs and increasing debt finance. The pecking order theory, on the other hand, explains 

why firms with a low amount of tangible assets as collateral have high agency costs such as 

monitoring capital expenses, particularly for managers who value perquisites more. Thus, 

theoretically, tangibility has a positive relationship with a firm’s financing decision (Stulz, 

1990). According to Stulz (1990), organizations with large intangible assets face higher capital 

expenses because managing such assets is difficult. Furthermore, since firms use assets to 

collateralize loans, firms with large tangible assets are more likely to get loans on favourable  
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conditions from creditors. Thus, firms with massive tangible assets are more likely to borrow 

more.  

 

A large body of empirical evidence shows that asset structure, is a determinant of capital 

structure but there is no consensus on the relationship between tangibility and capital structure. 

Frank and Goyal (2003), Akhtar (2005), Chen (2004), Huang and Song (2006) found a positive 

association between asset tangibility and leverage, while Grossman and Hart (1982), Bauer 

(2004), and Mazur (2007) found a negative correlation between a firm’s asset tangibility and 

capital structure. Thus, we hypothesize that:  

 

Ha4: A firm’s asset tangibility impacts its capital structure. 

 

Profitability 

One of the key indicators of the capital structure identified by scholars is profitability. Ross 

(1977) proposed the signaling theory that holds that firms use profitability, among other 

indicators, to communicate creditworthiness to financial market participants. Thus, more 

profitable firms are expected to increase their debt financing levels due to the fact that 

profitable firms are likely to have lower bankruptcy risk, which signals good news to creditors. 

The trade-off theory’s position with respect to the nexus between profitability and capital 

structure is consistent with the signaling theory. The traditional trade-off theory envisions a 

positive relationship between profitability and debt financing because firms with large profits 

should take on extra debt to protect their earnings. On the contrary, the pecking order theory 

posits that profitable firms are expected to use less debt financing. According to the pecking 

order theory, because organizations prefer to employ internally generated sources of capital 

first, management will only consider debt once they have exhausted retained earnings. This 

implies that enterprises with strong profit margins will lessen their desire for debt financing.  

 

Both the trade-off theory (TOT) and the pecking order theory (POP) have found empirical 

support. The existing studies such as Chiang et al. (2010), Reinhard and Li (2010), Jordan et 

al. (1998), and Margaritis and Psillaki (2007) found a positive association between a firm’s 

profitability and its debt ratios, which is consistent with the TOT. With respect to the POT, 

Rajan and Zingales (1995) found an inverse relationship between a firm's leverage and its 

profitability similar to existing evidence (Barton et al., 1989; Van der Wijst & Thurik, 1993; 

Chittenden et al., 1996; Jordan et al., 1998; Cassar & Holmes, 2003, Esperança et al., 2003; 

Hall et al., 2004). Moreover, Fama and French (2002) concluded that profitable firms have 

lower debt ratios. Abor (2005) indicated that the profitability of a firm is negatively associated 

with long-term its debt ratio but positively associated with its short-term debt ratio.  

 

Nonetheless, other scholars did not find any statistically significant relationship between a 

firm’s profitability and capital structure (Hovakimian et al., 2004; El-Sayed Ebaid, 2009). For 

instance, evidence provided by Al-Sakra (2001) indicates that in the industrial sector, there is 

no statistically significant relationship between debt ratio and profitability of firms.  Based on 

the evidence from the literature, we thus provide the following hypothesis: 

 

Ha5: A firm’s profitability impacts its capital structure. 
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Firm size 

A firm’s size confirms advantages and disadvantages for its survival. Large firms are regarded 

as stable and less likely to fail compared to smaller firms. Also, large firms are more likely to 

enjoy economies of scale, diversified business opportunities, and acquire goodwill from the 

financial market than smaller firms. Also, unlike small-sized businesses, large-sized firms are 

more stable and are less likely to go into bankruptcy, which is essential for attracting funding 

from the financial market.  Thus, small and medium-scale firms are noted to have financing as 

one of their key challenges to expansion.  

 

From the theoretical perspective, the trade-off theory suggests that large firms are likely to 

employ more debt financing than smaller firms based on the diversified business nature of large 

firms as well as the stability in their earnings. Large firms may also have more growth 

opportunities, which may necessitate expansion and thus require external debt financing, than 

smaller firms. Therefore, from the view of the trade-off theory, there is a positive relationship 

between size and the debt borrowing. This is due to the fact that large organizations tend to 

diversify their economic activities, which reduces the danger of insolvency while providing 

predictable cashflow, allowing large companies to borrow more (Frank and Goval, 2009; Jong 

et al., 2008). Existing scholars have confirmed the positive association between capital 

structure and the size of a firm (Al-Fayoumi & Abuzayed, 2009; Yu & Aquino, 2009; Du & 

Dai, 2005; Eriotis et al., 2007; Huang & Song, 2006; Ezeoha, 2011; Bae, 2009; Hovakimian et 

al., 2004; Agrawal & Nagarajan, 1990). 

 

On the contrary, the pecking order theory considers an inverse relationship between size and 

debt financing to exist. In the view of the pecking order theory, larger organizations typically 

face complicated problems, which may increase the cost of information asymmetry (Rajan and 

Zingales, 1995). Relying on the pecking order, borrowing should be used only as a last resort 

when determining a firm’s ideal capital structure. As a result, there is an inverse relationship 

between firm size and debt finance. Cassar and Holmes (2003), Esperança et al. (2003), and 

Hall et al. (2004) discovered that long-run debt-equity levels exert a significant and positive 

link with firm size. However, the researchers found that the short-run debt-equity level is 

indirectly related to the size of the firm. Titman and Wessels (1988) opined those small 

enterprises resort to the use of short-term funding relative to large enterprises because the cost 

of securing long-term funding is much more expensive for the balance sheets of small firms. 

However, Karadeniz et al. (2009), found no statistically significant relationship between the 

debt ratio and the size of a firm.  Based on the evidence above, we hypothesize that: 

 

Ha6: A firm’s size affects its capital structure. 

 

Asset Growth 

Firms that have identified growth opportunities are expected to take advantage of those 

opportunities. Taking advantage of such an opportunity may require financing from the internal 

resources of the firm or borrowing from the financial market, especially when the internal 

financing sources are inadequate. By this reasoning, firms with asset growth are expected to 

rely more on debt financing or less on debt. Rajan and Zingales (1995) were of the view that 

firms that possess growth opportunities use less of debt in their future financing decisions but 

more equity. Theoretical perspectives also offer some insights.  
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According to the pecking order theory, corporations possessing high growth prospects are 

characterized by profitable investment alternatives, which can increase the risk profile of these 

firms. Since firms with high-risk profiles attract high borrowing costs, internal sources of funds 

are mostly preferred, hence an inverse association between growth and leverage is expected. 

The inverse relationship between growth opportunity and capital structure posited by the 

pecking order theory finds support in the empirical works of Ooi (1999) and Huang and Song 

(2006). In support of the pecking order theory, Berens and Cuny (1995) expressed their view 

that firms with growth opportunities may rely more on equity finance and less on debt finance 

and will therefore create low leverage. 

 

In contrast, the trade-off theory envisages a positive association because firms with high growth 

potential cannot persistently depend on internal funds as the only form of raising capital even 

in the face of higher bankruptcy costs (Fama and French, 2002). The empirical findings in 

support of these theories appear inconclusive. Some researchers discovered a direct 

relationship between growth and borrowing (Kester, 1986; Titman and Wessels, 1988; Barton 

et al., 1989), whereas others concluded that firms with high growth potential borrow less (Stulz, 

1990; Rajan and Zingales, 1995; Roden and Lewellen, 1995; Al-Sakran, 2001). Long-term debt 

borrowing was discovered by Michaelas et al. (1999) to be positively related to future growth. 

Also, Hall et al. (2004) discovered that both long-term borrowing and short-term borrowing 

impact firm growth favourably. Based on the above, we provide the following hypothesis: 

 

Ha7: A firm’s asset growth has an influence on its capital structure. 

 

Age of the firm 

The age of a firm is considered in capital structure models as a key determinant of an optimum 

capital level. Old age connotes firm stability and sustainability. Businesses that are tried and 

tested through time demonstrate the capacity to operate in the foreseeable future, increasing 

their image to meet debt obligations as and when they fall due. Therefore, the age of a firm can 

affect the cost and availability of external funding. For instance, “young” or start-up firms are 

normally considered fragile, unstable, and characterized by a lot of risk and information 

asymmetry. Thus, the cost of debt finance to these young firms is likely to be high, and this 

can limit their accessibility to debt finance. Again, these start-ups have limited international 

sources of equity finance and, thus, more reliance on debt financing becomes the best 

alternative (Beck & Demirguc-Kunt, 2006). However, matured firms are likely to build up a 

lot of internal financial reserves and establish good relationships with lenders.  

 

Theoretical perspectives on the relationship between age and capital structure provide 

inconclusive insight. According to the agency cost and trade-off theories, firms that have been 

in business for a long time and have a good reputation with lenders may have better access to 

finance at a lower cost than start-ups, and thus the relationship between a firm's age and capital 

structure is expected to be positive (Sakai et al., 2010). However, the pecking order theory 

holds that matured firms have more financial reserves internally and they may not be too 

interested in debt financing from lenders.  

 

Empirical evidence confirms both the pecking order theory as well as the trade-off and agency 

cost theories. Petersen and Rajan (1994) explain that younger entities will be more inclined to  
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pursue low a debt profile because the quality and strength of these firms are yet to be tested 

over time.  Esperança et al. (2003) revealed an inverse relationship between the age of a firm 

and its long-term and short-term borrowing. A study conducted by Green, Murinde, and 

Suppakitjarak (2002) also discovered a negative link between age and the likelihood of 

securing debt capital for a startup company. Hall et al. (2004), however, identified a positive 

relationship between a firm’s age and long-term debt. Based on the empirical evidence above, 

we provide the following hypothesis: 

 

Ha8: A firm’s age affects its capital structure.  

 

Audit reputation 

According to Bharath et al. (2009), organizations with high amounts of asymmetric information 

have a high possibility to opting for borrowing to fund their operations instead of issuing fresh 

shares. Additionally, Bharath et al. (2009) provided evidence that asymmetric information 

affects corporate capital structure decisions made by US corporations. Furthermore, the 

findings of Abad et al. (2017) suggest that when financial statements are audited by one of the 

top four corporations, information asymmetry between managers and investors is reduced, and 

investors can expect higher future earnings on the stock exchange. As a result, there appears to 

be a direct association between audit reputation and capital structure. The audit reputation 

(AUDR) of a firm is measured in this study using a dummy variable coded 1 if the firm is 

audited by any of the top four international audit firms (Pricewaterhousecooper, Delloite & 

Touche, Ernst & Young, and KPMG) and coded 0 otherwise. Thus, we provide the following 

hypothesis:  

 

Ha9: A firm’s audit reputation influences its capital structure.  

 

Data, Model Specification, and Estimation Techniques 

Sources and types of data 

 

The study employed panel data for twenty-four (24) sampled firms listed on the Ghana Stock 

Exchange from 2011 to 2019, mainly due to relevant data availability. These firms operate in 

all of Ghana's important economic sectors, including financial services, manufacturing, 

technology, agriculture, and health care. The study relied on secondary data taken from two 

key sources: corporate annual reports released by corporations and available online, as well as 

the well-known Osiris database, 2020. The corporate governance elements of the listed firms 

were derived from corporate annual reports, while firm specific features and capital structure 

variables were derived from data retrieved from the Osiris database. 

 

Variable definition and measurement 

Dependent variable: Capital Structure 

The capital structure is the dependent variable in this study with proxy CAP. To calculate a 

firm's capital structure, this study used the definition given by Chow et al. (2018) as the ratio 

of total debt to total assets in book values. Prior research, most notably by Graham and Harvey  
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(2001), revealed that managers prioritize target capital structure ratios based on book values. 

Myers (1977) agrees, arguing that the book value ratio is more useful since it is not skewed by 

market expectations, which are uncertain and volatile over time.  

 

Independent variables 

The independent variables include board characteristics as well as firm-specific variables, 

which are described further below. 

 

Board characteristics 

Board independence 

Board independence (BIND) was determined as the proportion of independent directors in the 

boardroom to the total number of directors. Outside investors appreciate a company with a high 

number of non-executive directors since it indicates transparency and accountability in the 

management of the company. As a result, such enterprises can obtain funding from the capital 

market on more favourable terms. Some empirical studies (for example, Bokpin and Arko 

(2009) and AlNodel and Hussainey (2010) find a positive association between board 

independence and debt ratio. On the contrary, some studies (Anderson et al., 2004) provided 

evidence that supported the existence of an inverse connection between board independence 

and capital structure. 

 

Board size 

To begin, board size (BSIZE) denotes the total number of person placed on the board (Zaid et 

al., 2020a; Saleh et al., 2020). Prior empirical investigations found a conflicting association 

between board size and capital structure decisions. In the conclusion of Abor (2007), board 

size positively impacts the choice of financing employed by enterprises. Similarly, Bokpin and 

Arko (2009), Berger et. al. (1997) and Vakilifard et. al., (2011) discovered a negative 

relationship between capital structure and board size. 

 

Board Gender Diversity 

The proportion of female directors on the board is generally used to calculate gender diversity 

(Fuente et al., 2017). A well-diversed board along gender line is envisaged to promote the use 

of a more conservative debt level in the capital mix, which is projected to maximize the total 

value of the company (Usman et al., 2020a). 

 

Furthermore, a review of previous literature clearly established the availability of a range of 

firm-specific characteristics that influence business capital structure (Bokpin and Arko, 2009b; 

Chow et al., 2018). In furtherance of part of the purposes of this study, which is to examine the 

effect of entity-unique characteristics on financing decisions of Ghanaian listed enterprises, the 

researchers considered many firm-related factors necessary to avoid possible model 

misspecification. This research work relied on entity-related features that have been 

extensively documented in extant literature (Frank & Goyal, 2009; Rajan & Zingales, 1995). 

These are described in detail in Table 1: 
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Table 1 Data source and variable measurement summary 

  Variable Symbol               Measurement Expected Sign 

Dependent Variable    

Leverage CAP Ratio of total debt to total assets   

Independent variable    

Board size BSIZE Number of directors on the board  +/- 

Board independence 
BIND 

Ratio of non-executive directors to the total number of 

directors on the board  +/- 

Board Gender diversity 
GEND 

Ratio of female directors to the total number of 

directors on the board  - 

Audit reputation AUDR Examine the  reputation for firm  + 

Firm size FSIZE  Total assets of the firm + 

Age FAGE Age of firm from incorporation +/- 

Assets Tangibility TANG ratio of fixed assets to total assets  +/- 

Profitability ROA net income to total assets  - 

Asset Growth AGROW percentage change in the size of  total assets  +/- 

 

Estimation Techniques 

Initially, the study used Prais-Winsten regression and correlated panels corrected standard 

errors (PCSEs) estimators. Where the disturbances within linear cross-sectional time series 

models are believed to be heteroscedastic and contemporaneously correlated across panels, 

PCSEs are deemed an effective and appropriate estimator to deploy. The study also used an 

implementable version of the Driscoll-Kraay standard error estimator to guarantee the validity, 

robustness, and consistency of the results as well.  

 

Regression model specification   

This study makes use of a multivariate regression methodology to analyze cross-sectional and 

time-series data. The model's general form is as follows: 

 

𝐶𝐴𝑃𝑖𝑡 =  𝛼 + 𝛽1𝐵𝑆𝑖𝑡 + 𝛽2𝐹𝐶𝑖𝑡 + ɳ𝑖 + 𝑉𝑡 + ɛ𝑖𝑡…………………………..……..(1) 

 

The model's dependent variable, CAPit, is represented by the left-hand variable, which is the 

firm's debt ratio. BS is a vector of board structure variables; ɳi is the firm-fixed effects, which 

are included in the model to control for unobservable firm-specific and time-invariant 

heterogeneity; FCit is a vector of firm specific characteristics; and vt denotes time-fixed effects, 

added to the model as a control for unknown time-invariant effects for all entities that are part 

of the sample chosen and εit denotes the error term. The subscript i denotes the cross-sectional 

dimension, while t is the time series dimension. 

In its expanded form, equation (1) is specified as:  

 

𝐶𝐴𝑃𝑖𝑡 = 𝛽0  + 𝛽1𝐵𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽2𝐵𝐼𝑁𝐷𝑖𝑡 + 𝛽3𝐺𝐸𝑁𝐷𝑖𝑡 + 𝛽4𝐴𝑈𝐷𝑅𝑖𝑡 + 𝛽5𝐹𝑆𝐼𝑍𝐸𝑖𝑡 +

𝛽6𝐿𝐴𝐺𝐸𝑖𝑡 + 𝛽7𝑇𝐴𝑁𝐺𝑖𝑡 + 𝛽8𝑅𝑂𝐴𝑖𝑡 + 𝛽9𝐴𝐺𝑅𝑂𝑊𝑖𝑡 + ɛ𝑖𝑡……………….……………..(2) 
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where, 

CAPit = ratio of total debt to total assets for firm i in time t 

BSIZEi = Number of directors for firm i in time t 

 BINDit = Ratio of non-executive members on the board for firm i in time t 

GENDit =Ratio of women membership of the board for firm i in time t 

AUDRit =Audit reputation for firm i in time t dummy variable is denoted 1 when entity is 

audited by a big 4 and 0 when it is not audited by a big 4. 

FSIZEit = the size of the firm (log of total assets) for firm i in time t 

LAGEit = logged age of firm i in time t 

TANGit = ratio of fixed assets to total assets for firm i in time t 

ROAit = percentage of net income to total assets of firm i in time t 

AGROWit = percentage change in the size of total assets of firm i in time t 

Subscripts i and t denote the country’s cross-sections and time, respectively. Β1-β9 are the 

coefficients to be estimated, β0 is the intercept of the model, and εit denotes error term. 

 

Presentation of Results  

Descriptive statistics 

Table 2.0 reports average values for all the variables; the maximum and minimum observed 

values of each variable; and the standard deviation of each indicator, a measure of the degree 

of variability in observed values around the mean of the distribution. The average leverage 

ratio of the firms listed on the GSE used in this study is 0.634. This indicates that almost two-

thirds of the firms listed on the GSE adopt debt as part of their capital mix. 

 

Table 2.0 Descriptive Statistics  

Variable Obs Mean Std. Dev. Min Max 

 CAP 212 0.634 0.255 0.046 1.433 

 SIZE 212 11.968 2.435 6.75 16.398 

 LAGE 216 3.611 0.589 1.099 4.812 

 TANG 211 0.346 0.281 -0.092 .927 

 ROA 212 4.873 12.037 -51.73 44.76 

 AGROW 188 0.253 0.381 -0.532 2.695 

 BSIZE 216 8.083 2.454 4 13 

 BIND 216 0.729 0.164 0.4 1 

 GEND 216 0.409 0.93 0 4.8 

 AUDR 216 0.708 0.456 0 1 
 

 NB: CAP is the ratio of total debt to total assets. Size denotes the total assets of a firm; LAGE denote log of age of firm; TANG denotes the 

fixed asset to total asset ratio. ROA is the ratio of net income to total assets. AGROWTH denotes a percentage change in the size of total 
assets; BIND denotes the ratio of non-executive directors on the board; BSIZE denotes the number of directors on the board; The ratio of 

female directors on the board is denoted by GEND.AUDR denotes the audit reputation for firm. 

 

Debt finance accounts for approximately 63 percent of total assets of entities registered on the 

GSE, while equity accounts for 37 percent. The leverage ratio also had a volatility (standard 

deviation of 0.255). The number of directors on the boards of the listed companies ranges from 

4 to 13, with an average of 8 directors. The ratio of outside board members to the overall figure 

for board membership is approximately 73%. The average ratio of female directors to board 

size (gender diversity) was 0.409.  
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Matrix of Pairwise Correlations 

The correlation matrix as a starting point offers some evidence about the direct relationship 

between the dependent variable and each of the independent variables and the relationship 

between each pair of independent variables. Reading from Table 3, the independent variable, 

leverage, has a negative correlation with firm age (-0.034), firm tangibility (-0.428), 

profitability (-0.391), board independence (-0.156) and audit reputation (-0.135). The 

correlation coefficients show that the degree of relationship between most of the variables is 

weak. Thus, the presence of multi-collinearity associated with each pair of independent 

variables is low. 

 

Table 3 Correlation Matrix  

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

(1) CAP 1.00          

(2) SIZE 0.35 1.00         

(3) LAGE -0.03 0.25 1.00        

(4) TANG -0.43 -0.44 -0.24 1.00       

(5) ROA -0.39 0.14 0.09 -0.06 1.00      

(6) AGROWTH 0.02 -0.01 -0.26 0.08 0.18 1.00     

(7) BSIZE 0.48 0.74 0.06 -0.43 -0.04 -0.04 1.00    

(8) BIND -0.16 0.46 0.11 -0.35 -0.05 -0.05 0.57 1.00   

(9) GEND 0.19 0.28 0.40 -0.25 0.02 -0.04 0.01 -0.18 1.00  

(10) AUDR -0.14 0.56 0.51 -0.26 0.21 -0.12 0.28 0.31 0.11 1.00 
NB: CAP is the ratio of total debt to total assets. Size denotes the total assets of a firm; LAGE denote log of age of firm; TANG denotes the 

fixed asset to total asset ratio. ROA is the ratio of net income to total assets. AGROWTH denotes a percentage change in the size of total 
assets; BIND denotes the ratio of non-executive directors on the board; BSIZE denotes the number of directors on the board; The ratio of 

female directors on the board is denoted by GEND.AUDR denotes the audit reputation for firm 

 

Multivariate regression analysis results 

The study investigated the relationship between board characteristics, entity-specific 

characteristics, and capital structure using a panel data analytic technique. This study adopted 

the panel corrected standard errors (PCSE) estimator, which is reliably suited to small panels 

like this study and accounts for finite sample bias while producing panel-corrected standard 

errors that allow heteroscedasticity (Beck & Katz, 1995), which the Ordinary Least Square 

(OLS) does not. Moreover, if the data exhibits evidence of heteroscedasticity and 

autocorrelation, then the PCSE becomes suitable. A chi-square test conducted produced a value 

of 4.56, prob > chi2 =0.0327 shows a significant presence of heteroscedasticity. Also, the 

Wooldridge test for autocorrelation or serial correlation in panel data strongly rejects the null 

hypothesis of no first order autocorrelation (See Table 4).  The above evidence in the nature of 

the data provides the  necessary justification for the use of the PCSE estimation approach.  
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Table 4. Regression Results: Prais-Winsten regression, correlated panels corrected 

standard errors (PCSEs). Dependent Variable, CAP 

 
      (1)   (2)   (3)   (4)   (5) 

      (CAP)  (CAP)  (CAP)  (CAP)  (CAP)  

 BIND -0.19*  -0.135   

   (0.103)  (0.117)   

 BSIZE 0.04*** 0.032***    

   (0.015) (0.012)    

 GEND 0.023*   0.035**  

   (0.013)   (0.017)  

 AUDR -0.197***    -0.234*** 

   (0.065)    (0.074) 

 SIZE 0.023 0.009 0.036*** 0.03*** 0.05*** 

   (0.015) (0.014) (0.007) (0.008) (0.007) 

 LAGE 0.015 -0.036 -0.053 -0.072* 0.015 

   (0.037) (0.037) (0.037) (0.043) (0.028) 

 TANG -0.207*** -0.221*** -0.246*** -0.231*** -0.237*** 

   (0.065) (0.059) (0.07) (0.066) (0.063) 

 ROA -0.006*** -.0006*** -0.006*** -0.006*** -0.006*** 

   (0.001) (0.001) (0.001) (0.001) (0.001) 

 AGROWTH 0.066*** 0.068*** 0.064*** 0.063** 0.062*** 

   (0.021) (0.023) (0.024) (0.025) (0.023) 

 _cons 0.329* 0.483*** 0.591** 0.611*** 0.234* 

   (0.19) (0.162) (0.233) (0.208) (0.137) 

 Observations 187 187 187 187 187 

 R-squared 0.619 0.57 0.57 0.57 0.60 

Wooldridge’s test for autocorrelation    

F(1,23)=44.940, Prob>F=0.00     

Standard errors are in parentheses. 

*** p<.01, ** p<.05, * p<.1  
NB: where, CAP denotes ratio of total debt to total assets; Size denotes total assets of firm; LAGE denote log of age of firm; TANG denotes 

ratio of fixed assets to total assets; ROA denotes net income to total assets; AGROWTH denotes percentage of change in the size of total 
assets; BSIZE denotes number of directors on the board; BIND denotes Ratio of non-executive directors on the board; GEND denotes Ratio 

of female directors on the board; AUDR denotes Audit reputation for firm. 

 

 

Table 4 summarizes the PCSEs regression results. Five regressions were done in all. Initially, 

the study ran a model that included all of the explanatory variables in order to determine the 

combined influence of business characteristics and corporate governance traits on the financing 

mix decisions of the listed firms. Holding constant, the five firm-specific factors used in this 

study, we conduct four more regressions, each incorporating only one of the board variables at 

a time. The rationale is to establish the level of impact of each board variable on the capital 

structure in the absence of the other board variables and to determine the level of consistency 

of the outcome of the multivariate regression analysis.  

 

Discussion of Empirical Results 

Corporate Governance Characteristics and Capital Structure Nexus 

A cursory observation of the descriptive analysis indicates that female representation on the 

boards of listed enterprises in Ghana was around 41% during the 9-year study period. Also, 

listed firms scored high in terms of audit reputation, recording an average value of 70%, 

implying that, listed firms on the Ghanaian bourse actively engage the audit services of the top 

four international audit firms. With respect to the corporate governance characteristics in the 

regression analysis, the positive and significant coefficient of board size from Table 4 shows  
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that a fat-numbered governing board of directors provides a greater debt borrowing and 

utilization opportunity in the funding mix. Thus, for listed firms in Ghana, a large board size 

gives them broader networks of expertise and interactions, including those with outside 

affiliates, creating the desired public image and prospects for them to easily access external 

debt funding. Perhaps, large board sizes of firms are more entrenched, more consultative, and 

more likely to deploy strict supervision in the financing decision-making process and as a 

result, they are likely to adopt a high debt financing strategy to enhance the firm's value. 

Therefore, this finding may also imply that companies with large board membership tends to 

pursue high borrowing strategies in order to increase the company's worth. The conclusion of 

this study on board size and capital structure relationship is confirmed by scholars like Usman 

et al. (2020b) and Berger et al. (1997). 

 

Also, the beta coefficient of gender diversity, which focused on women's participation in the 

governance of publicly traded companies in Ghana, is found to be positive. This implies that 

corporate boards with more female representation are likely to have more access to and use of 

debt in financing their assets. Therefore, as the share of female board members on the board 

increases, so will a corporation's debt level also increase. This finding could be linked to the 

fact that listed entities with significant female board members are not only diversified along 

gender lines but also enjoy a variety set of skills, knowledge, networks and ideas that can be 

harnessed in the boardroom to create optimal firm value, which may seem attractive to lenders 

in the financial market. Seasoned female business executives are fast emerging, and there is a 

global push for unbiased gender distribution in business leadership. Fair representation of 

females on the governance board is viewed as a positive addition to the image of listed entities 

and should promote board effectiveness and easy access to financing. This observation aligns 

with that of Adam and Ferriera's (2009) findings. 

 

According to Abbott and Parker (2000), the selection of external auditors is crucial in 

determining audit quality, which will ultimately affect the cost of capital. A significant 

coefficient, which is also negative for audit reputation in this study, indicates that Ghanaian 

listed companies audited by the top four audit firms favour a conservative financial leverage 

structure. The findings are in direct contrast to the study's theory and expectations. 

Corporations audited by the top four audit firms are supposed to attract lower financing costs 

(cost of debt) because they are perceived to be more transparent and accountable to 

their investors. As a result, Abad et al. (2017) demonstrate that when one of the big four audit 

firms audits financial statements, information asymmetry between managers and investors is 

reduced. Hence, investors can expect higher future earnings on their investments.  

 

Nevertheless, the negative link between audit reputation and capital structure found in this 

study suggests that good reputation may not be adequately represented by the audit work of 

Ghana's top four audit firms and may not be an appropriate representation of audit quality. The 

recent collapse of UT Bank in Ghana due to erosion of its capital, among other infractions, and 

subsequent delisting from the Ghana Stock Exchange in 2017, is a reminder of the limitation 

of audit reports of the top 4 as a gauge of the financial soundness of listed firms in Ghana. 

Siregar and Utama (2008) arrived at a similar conclusion in a study conducted in Indonesia, 

covering listed firms on the Indonesian bourse. The researchers, in their conclusion, proposed 

audit fees and audit hours as more appropriate indicators for audit quality. 
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Firm Specific-Characteristics and Capital Structure 

Again, in all the five regression results, firm size reported a positive and significant association 

with capital structure. Thus, the larger a firm's size, the greater the firm’s financial decisions 

tend to favour debt issuance to finance its assets. In other words, larger corporations use more 

debt in their financing decisions than smaller firms. A plausible explanation for this discovery 

is that larger enterprises have several sources of revenue, which may be uncorrelated, and 

therefore should suffer low earnings variance, allowing these entities to procure and sustain 

higher debt levels. Debt providers are comfortable lending to bigger enterprises since they are 

regarded as less risky. Smaller enterprises, however, have to contend with issues of information 

asymmetry, resulting in high borrowing costs and low gearing levels. This finding is consistent 

with the existing body of knowledge and empirical evidence, such as those of Abor (2007) and 

Hall et al. (2004) but runs in opposition to the position of Michaelas et al. (1999). 

 

Moreover, the study observed a negative and significant relation between asset tangibility and 

capital structure, indicative of the fact that listed firms in Ghana with huge tangible assets are 

averse to loan finance. This may be since, the high inflation rate in Ghana not only makes 

borrowing expensive but also allows the value of enterprises' assets to be easily eroded, making 

it unattractive to lenders of debt. Furthermore, in the event of default, the legal procedure of 

converting illiquid tangible assets to cash and near-cash assets is time-consuming and leads to 

a considerable reduction in the value of collateralized tangible assets. Contrary to the findings 

of this study, empirical findings from developed countries by Rajan and Zingales (1995) and 

Titman and Wessels (1988) show a positive association between asset tangibility and capital 

mix under the trade-off theory. However, the negative association between capital structure 

and asset tangibility observed in10 developing nations by Booth et al. (2001), Bauer (2004), 

and Mazur (2007) refutes these findings but falls in line with the current study. 

 

With respect to a firm’s profitability, the evidence from this study shows that the coefficients 

of profitability are negative and significant in the relationship between capital structure and 

profitability. This shows that profitable listed Ghanaian firms tend to depend more on internally 

generated sources of finance and borrow less debt. While profitable organizations can easily 

access debt financing relative to less profitable firms, profitable entities may still have a low 

demand for debt financing. This is because, profitable entities can fall back on retained earnings 

to fund new projects as well as existing projects. This finding is compatible with the Pecking 

Order Theory. Most empirics, including Barton et al. (1989); Friend and Lang (1988); Jordan 

et al (1998) arrived at similar conclusions to this study. 

The growth rate of firms, as determined by the change in a firm's total assets, has a positive 

relationship with financing decisions. The positive relationship was stable across all 

regressions and statistically significant at 5%. This suggests that managers of listed companies 

with high growth opportunities tend to favour debt finance more than other sources of capital 

in their funding mix. This is because debt lenders prefer enterprises with good growth prospects 

since they are more likely to meet their loan obligations with sustainable future earnings. 

Furthermore, high-growth enterprises must fund capital projects arising from their growth 

prospects, and as a result, they are more aggressive in the debt market. Corporations with great 

growth potential cannot continue to rely solely on internal funds to raise capital, even in the 

face of increasing bankruptcy costs (Fama and French, 2002). The findings from the current 

study are consistent with the trade-off theory, which predicts a positive relationship between 

growth and capital structure. Abor (2007), Kuo et al. (2012), Haque et al. (2011); Barton et al.,  
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1989, and Titman and Wessels (1988) are a few researchers who also discovered positive 

correlations between growth and leverage. 

 

Robustness Check 

A robustness check is a common exercise in empirical studies in which the researcher analyzes 

how certain basic regression coefficient estimations behave when the regression specification 

is modified by adding or removing some regressors or using another estimating approach. If 

the coefficients are credible and resilient, this is typically viewed as evidence of structural 

validity. Table 5 shows the results of a robustness assessment using a Driscoll-Kraay standard 

error estimator to address technical issues related to cross-sectional and temporal dependence 

in the data. 

 

Table 5 Driscoll-Kraay standard errors 

      (1)   (2)   (3)   (4)   (5) 

       CAP    CAP   CAP   CAP    CAP 

 SIZE 0.033*** 0.014 0.038*** 0.03*** 0.052*** 

   (0.009) (0.009) (0.004) (0.005) (0.004) 

 LAGE -0.013 -0.063*** -0.078*** -0.099*** -0.006 

   (0.01) (0.015) (0.015) (0.015) (0.008) 

 TANG -0.285*** -0.283*** -0.338*** -0.302*** -0.301*** 

   (0.015) (0.017) (0.031) (0.027) (0.022) 

 ROA -0.008*** -0.008*** -0.009*** -0.008*** -0.008*** 

   (0.002) (0.002) (0.002) (0.002) (0.001) 

AGROWTH 0.022 0.034* 0.029 0.023 0.021 

   (0.013) (0.016) (0.023) (0.022) (0.018) 

 BSIZE 0.029** 0.024**    

   (0.009) (0.007)    

 BIND -0.224***  -0.222***   

   (0.061)  (0.042)   

 GEND 0.016***   0.036***  

   (0.004)   (0.006)  

 AUDR -0.196***    -0.236*** 

   (0.026)    (0.036) 

 _cons 0.48*** 0.626*** 0.773*** 0.758*** 0.328*** 

   (0.066) (0.053) (0.103) (0.088) (0.043) 

 Observations 187 187 187 187 187 

 R-squared 0.538 0.43 0.423 0.422 0.506 
Standard errors are in parentheses. NB: where, CAP denotes ratio of total debt to total assets; Size denotes total assets of firm; LAGE 
denote log of age of firm; TANG denotes ratio of fixed assets to total assets; ROA denotes net income to total assets; AGROWTH denotes 

percentage of change in the size of total assets; BSIZE denotes number of directors on the board; BIND denotes Ratio of non-executive 

directors on the board; GEND denotes Ratio of female directors on the board; AUDR denotes Audit reputation for firm. *** p<.01, ** 
p<.05, * p<.1 

 

 

Again, the Driscoll-Kraay standard errors are known to be robust to heteroscedasticity and 

autocorrelation (Driscoll & Kraay, 1998), in contrast to ordinary least squares, which produce 

biased and inconsistent estimates. Olaoye and Aderajo (2020), Hashemizadeh et al. (2021), and 

Olaoye et al. (2020), used Driscoll and Kraay's nonparametric covariance matrix tool to tackle 

issues of cross-section dependency, spatial dependence, and cross-country heterogeneity, all of 

which are important in empirical modeling. A cursory look at the regression results of Prais-

Winsten correlated panels corrected standard errors (PCSEs) in Table 4 and the Driscoll-Kraay 

standard errors outcome in Table 5 revealed a high degree of consistency. The findings of this 

study are therefore robust and consistent. 
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Conclusions and Policy Implications 

This study used a panel data analytic approach to empirically explore the relationship between 

some unique attributes of corporate governance, entity-specific attributes, and financial mix 

decisions of companies registered on the Ghana Stock Exchange. Using board size, board 

independence, board gender diversity, and board audit reputation as corporate governance 

features alongside firm-specific characteristics, the empirical findings show that listed firms on 

the Ghana Stock Market embrace high debt finance with more female representation on the 

board of directors and large board size, whereas those firms with a high number of outside 

directors on the board prefer less debt finance. The issue of gender representation and 

involvement in corporate decision making is further given the needed impetus in debate by the 

findings of this study. Given that financial institutions in Ghana largely dominate the financial 

landscape compared to other sources of finance like equity, financially constrained firms can 

enhance their corporate image with more female representation and board members. These 

measures are likely to enhance transparency and accountability in the eyes of investors and 

debt suppliers as well, thereby making debt financing relatively cheaper and accessible. 

Moreover, boards of fat-numbered and effective firms reduce information asymmetry between 

the firm and providers of financial assistance. Thus, increasing the board size with the right 

skill set of directors may affect the firm positively in its dealings with all stakeholders.  

 

Not only do corporate governance characteristics matter in the capital structure decisions of 

firm but also unique firm-specific features have been found to be essential in the capital 

structure decisions of firms. In the first place, profitable firms and firms with a high proportion 

of fixed asset in their assets structure access less debt financing. Efficient cost management 

with the aim of creating more tangible assets is a good management strategy that will likely 

enable the firm to access debt finance.  

 

In terms of policy implications, listed firms are encouraged to bridge their asymmetric 

information gap in the financial market by including more females on their boards of directors, 

which may increase board independence and access to funding in Ghanaian financial markets. 

Moreover, the regulators of the Ghanaian Stock Market must begin to engage the listed and 

prospective firms as part of the listing and regulatory requirements to have females on their 

boards of directors. Gender equality on the board may foster rich financial decisions based on 

a varied collection of skills, knowledge, and ideas.  

 

Furthermore, registered entities on the Ghanaian bourse are encouraged to continue and 

actively engage the services of the top four international audit firms because reputation is an 

important factor that lenders consider when evaluating viable opportunities and deciding 

whether to provide capital to corporate entities or not. More significantly, stakeholders such as 

shareholders, the Securities and Exchange Commission, and the Ghana Stock Exchange must 

prioritize quality audits and develop a framework that ensures audit recommendations reflect 

the reality of Ghanaian listed firms’ reports. With respect to firm-specific issues, management 

and the board of directors must be weary of the fact that firm-specific features are informative 

and have a signaling effect on relevant interest groups, particularly capital providers. Managers 

of publicly traded companies, in particular, must ensure the profitability and growth of their 

operations in order to secure additional leverage in the financial market, while also keeping a 

close eye on the tangibility of their assets in order to improve their financing decisions.  
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