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ABSTRACT

This study aimed to investigate, using a sectorial analysis, the relationship
between capital structure and financial performance and consider the effect
of debt maturity on the relationship. the relationship between capital
structure and financial performance, considering the debt maturity, using
425 cross-sectional firm-year samples from firms in Ghana and Nigeria from
2014 to 2019. The empirical findings suggested a significant negative
relationship between capital structure and financial performance. Debt
maturity did not affect the relationship between capital structure and
financial performance. However, the Industry influences the direction of the
relationship between capital structure and financial performance. Also, debt
maturity influences the capital structure performance relationship in
specific sectors but not the market. This paper extends on previous studies
on the relationship between capital structure and financial performance by
incorporating sectorial and debt maturity on firms in Ghana and Nigeria.
The findings of this study will assist finance managers in maximizing
performance by considering financially sensible heterogeneities such as the
sector and the funding source when making financing decisions.
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. INTRODUCTION

One of the most vital issues in corporate finance is deciding
on the means of financing the operation of the business.
Businesses funding sources can be either internal or external.
The mix of internal and external sources of funding is critical
to the success or failure of the business. Brigham and
Gapenski (1996) described this decision as important and can
affect the firm's ability to compete effectively in its
environment. If a firm relies solely on equity capital and
internal funding, it may face challenges in expanding and
taking advantage of opportunities in the market. Businesses,
therefore, may take on debt capital to expand and increase the
earning potential of these firms.

The financing decision's effect on firm profitability has
been described as the most perplexing. The introduction of
debt capital leads to agency costs between the managers and
shareholders and between managers and debt holders Jensen
and Meckling (1976). Equity holders are much more
interested in their business's capital structure as more debt can
have detrimental consequences on the return on equity.
Increasing debt capital may lead to higher operational risk
and a higher interest ratio. Capital structure decisions should
be made with an understanding of the risk-return relationship
about debts. Empirical studies have resulted in mixed results
of the relationship between capital structure and financial
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performance. These studies have resulted in a mix of both
positive and negative relationships between capital structure
and financial performance.

Empirical studies of the capital structure and performance
relationship have resulted in an ongoing unanswered question
about whether capital structure positively or negatively
influences the financial performance of firms. Gallegos
Mardones and Ruiz Cuneo (2020) found an inconsistent
relationship between financial performance and the elements
of capital structure among Latin American companies. They
also found mixed results for different countries and
companies. As company performance is critical to the
economy in general, and in specific, shareholders and
investors, it is critical to have a fuller appreciation of all the
factors that influence financial performance.

Few studies have investigated the relationship between
capital structure and financial performance in developing
economies with less developed financial and social
infrastructure. Abor (2005) lamented that the theories of
capital structure proposed in finance literature are inadequate
in determining an optimal capital structure in practice, not to
speak of that in developing economies. Benmelech and Dvir
(2013) pointed out the considerable attention that debt
maturity is gaining in finance literature. Appreciation of the
effect of debt maturity on the relationship between financial
performance and capital structure on a sectorial basis is
relevant, especially for firms operating in developing
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economies such as those in West Africa. As Afza and Hussain
(2011) argued, pooling all firms from various industries to
determine the capital structure and financial performance
relationship, without considering the maturity of debt and
industry specifics, may be straightforward but neglects the
financially sensible heterogeneities. This study adopts a
sectorial-specific analysis for the relationship between capital
structure and financial performance. Also, the study adopted
proportionate analyses of total leverage that enabled the effect
of the timing of debt repayment on the financial performance
for each sector to be considered in the analysis. The object
was to identify any discrepancy between the debt maturity on
financial performance that managers, policymakers, and
investors should be aware of when making financing
decisions. To the authors' knowledge, no other study on the
relationship between capital structure and financial
performance in West African countries has been conducted to
include the relationship on industrial bases and debt maturity
bases. This study contributes to existing literature and fulfills
the research gap. Specifically, the study looked at firms
operating in Ghana and Nigeria. These two countries'
economies have undergone several structure adjustment
programs to bring them to a market economy following the
many military dictatorships to create a central command
economy.

The remaining sections of this paper are structured as
follows. Section 2 provides the literature review and the
general hypotheses. Section 3 Methodology, model, and the
variables used in arriving at the study answer. Section 4
presents the study's findings and the main empirical results,
and Section 5 concludes.

Il. LITERATURE REVIEW

A. Capital Structure

There are two types of capital in a business — Debt and
Equity. Each debt type has its own merits and demerits.
Bradley et al. ( 1984) referred to the capital structure as one
of the most critical issues for business. That is because both
the financial risk of the business and the cost of capital are
affected by the capital structure of a business. Capital
structure refers to the contribution of debt, equity, and other
securities that form the capital of a business (Titman et al.,
2017). The combination of debt and equity is essential in
minimizing the cost of capital to the business. The
components of capital structure include both short-term and
long-term debts and equity, and it is also referred to as the
financial structure of a business (Jaffe and Randolph
Westerfield, 2004).

Capital structure is important because it can increase the
value of a business, maximize shareholders' wealth, and
reduce the cost of capital to its lowest limit (Stiglitz, 1988).
A well-planned capital structure prevents the company from
the risk of insolvency as the business would not take on debt
beyond its debt capacity. Also, a good plan ensures that the
business can take advantage of wealth creation opportunities
in the market. According to Kumar et al. (2017), the choice
of capital structure is based on several factors, including firm-
specific factors, industry-specific factors, and country-
specific factors.
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Firm profitability shows the efficiency of management in
converting the firm's resources to profit (Muya and Gathogo,
2016). The trade-off theory suggests that profitability is
positively related to leverage (Awan and Amin, 2014). That
is because profitable businesses can take on more debts. The
pecking order theory predicts a negative relationship between
profitability and capital structure (Eriotis et al., 2007). Afza
and Hussain (2011) found an inverse relationship between
profitability and capital structure in Pakistan.

Size is empirically proven to influence capital structure. As
Al Ani and Al Amri (2015) argued, large firms can diversify
their business with stable earnings, allowing them to take on
more debts than smaller businesses. Titman and Wessels
(1988) argued that large firms are more experienced and
reputable and have a low risk of bankruptcy. That allows
them to take on more debts. Larger firms also have easier
access to the market (Kareem, 2019). Larger firms can issue
debt security at a lower cost than smaller firms. Eriotis et al.
(2007) and Opoku-Asante (2021) found a positive
relationship between leverage and firm size. The trade-off
theory dictates a positive relationship between leverage and
firm size. On the contrary, the pecking order theory predicts
an inverse relationship between capital structure and financial
distress(Awan and Amin, 2014). Large firms have more
diverse income sources and undertake expansion projects (Al
Ani and Al Amri, 2015).

Asset Tangibility plays a critical role in the determination
of capital structure. The pecking order and trade-off theories
predict a positive relationship between asset tangibility and
debt-to-equity ratios (Guizani and Ajmi, 2021). As asset
tangibility provides collateral value, it is easy for firms with
higher tangible assets to have easy access to debt than firms
with lower value assets. The positive relationship between
assets tangibility and debt-to-equity ratio have been proven
empirically in the works of Handoo and Sharma (2014),
Karadeniz et al. (2009), Nhung et al. (2017), and Nnadi
(2017).

Taxes influence the capital structure of the business. Awan
and Amin (2014) found a significant positive relationship
between debt ratio and debt. The tax shield, which reduces
the marginal interest rate on loans, increases the incentive for
firms to acquire more debts. As such, any upwards adjustment
in tax rate encourages firms to increase loans to reduce their
tax payments as interest on loans is tax-deductible. However,
according to Zurigat (2009), firms with other tax deductibles,
such as investment credits, may not experience a relationship
between leverage and tax rate.

Huang (2006) found a negative relationship between
growth opportunity and leverage. Growth opportunities come
from intangible assets of the business (Zurigat, 2009). The
trade-off theory dictates an inverse relationship between
growth opportunities and capital structure, while the pecking
order theory predicts a positive relationship.

Marimuthu and Hamzah (2020) summarize the directional
relationship between leverage and firm-specific factors per
the dictates of both the pecking order and trade-off theory.

B. Capital Structure Theory

The irrelevance arguments of capital structure proposed by
Modigliani and Miller (1958) kicked off discussions on
modern finance theory. There was no broadly acknowledged

Vol 7 | Issue 1 | February 2022



European Journal of Business and Management Research
www.ejbmr.org

capital structure theory before their study. In their
fundamental paper, Modigliani and Miller (1958) suggested
that a company's capital structure is unimportant under ideal
market conditions. This theory provides for the capital
structure that does not influence a business's financial
performance with perfect market conditions. However,
financial performance is influenced by the mix of business
risk and earning opportunities. This theory provides that a
market value of a business is not affected by how the business
activities are financed. The MM theory provides for two
prepositions. The first proposition provides classical
arbitrage-based irrelevance (Titman et al., 2017). Under this
proposition value of a firm's stock results from the total value
of cash flow that the business can generate. MM Proposition
I provides that both capital structure and dividend policies
are irrelevant in determining the value of a business (Titman
et al., 2017). This theory provided that all firms in a market
will have a similar value irrespective of financing. Per this
theory, the critical thing is how the business resources are
invested and managed, not how the resources are financed.

The assumption of a perfect market has made it difficult to
test empirically. Luigi and Sorin (2009) argued that testing
the MM theorem is difficult. Several researchers have
concluded that the MM theorem fails in many situations as
there is no perfect market. As firms do not have the same
business environment, it is erroneous to assume that all firms
belong to the same risk class (Stiglitz, 1988). Also,
individuals and businesses cannot borrow at the same terms.
According to Frank and Goyal (2003), the MM theorem is an
abstract mathematical model developed without empirical
data and analysis. The Modigliani and Miller theorem is
crucial to this study since it establishes a neutral and impartial
link between the financial performance of the business and
how the business is financed.

The pecking order theory gives a clear hierarchical means
of funding business operations without aiming at a predefined
debt to equity ratio. It provides that businesses seek to choose
the lowest cost source of funding in their capital structure
decisions. As a result, firms prefer to finance capital projects
with internal funds when available. When internal finances
are insufficient or unavailable, firms then obtain finances
from external sources with loans before issuing new equity.
Myers and Majluf (1984) argued that the differences in the
cost of funds for the various fund sources arise because of
information asymmetry between investors and businesses.
Given the hierarchy of financing per the theory, a situation
where the business cannot follow this hierarchy does not
invalidate the theory (Shen, 2014). It only indicates the
limitation preventing the business from reaching its desired
capital structure. According to Le and Phan (2017), the
pecking order theory may not be empirically proven in an
underdeveloped market due to the lack of development of the
debt market, not because of the invalidity of the theory.

The trade-off theory was developed, building from the
works of Modigliani and Miller (1958). First introduced by
Kraus and Litzenberger (1973) and formalized by Jensen and
Meckling (1976), the trade-off theory provides a
predetermined debt ratio at which the cost and benefits of
debts are optimized. The theory calls for an optimum
financing mix of debt and equity that maximizes the benefit
and minimizes the cost of debt. If the firm wishes to maximize

DOI: http://dx.doi.org/10.24018/ejbmr.2022.7.1.1282

RESEARCH ARTICLE

shareholder value, this theory should attain or maintain the
optimal capital structure (Brounen et al., 2006). The tax
shield from interest on debt increases the business's cash flow
through reduced taxes, increasing the value of the business.
The trade-off theory suggests that as the level of firm debts
increases, the financial risk level of the firms also increases,
which makes equity holders unwilling to provide further
funds or request higher dividend payments as compensation
for the higher risk (Myers, 1977). Several variations of the
trade-off theory have been proposed in the literature. The
dynamic trade-off theory considers the adjustment cost to the
optimal funding mix. According to Mauer and Triantis
(1994), the cost of adjusting to the optimal debt ratio places
boundaries on the optimal leverage ratio. Brennan and
Schwartz (1984) adjusted the trade-off theory making
provision for investment policy. Firms should determine the
portion of debt capital to be held in cash and the portion to be
invested.

C. Capital Structure and Financial Performance

An empirical study by Abdullah and Tursoy (2021) on non-
financial firms in Germany over 25 years found a significant
positive relationship between capital structure and financial
performance. They found that the lower cost of issuing debt
and tax shield from the interest of the dept was the main
course of the positive relationship. Hung et al. (2002) also
found a positive relationship between capital structure and the
financial performance of firms in Hong Kong. In another
study, Khaliqg et al. (2014) found that leverage significantly
influences the financial performance of publicly listed firms
in Malesia. Mujahid and Akhtar (2014) studied textile firms
in Pakistan and found a positive relationship between capital
structure and financial performance. Several other studies
have found leverage as a significant contributor to the
financial performance of firms (Abu-Rub, 2012; Kodongo et
al., 2015; Nerlove, 1968). Banks look at the financial
performance of firms that are demanding more loans before
advancing further debt funding. Firms demanding further
loans must demonstrate higher financial performance to
justify the need for more debt funding (Margaritis and
Psillaki, 2010). Several other studies have found a positive
relationship between capital structure and financial
performance (Berger and Di Patti, 2006; Dessi and
Robertson, 2003).

On the contrary, some other empirical studies have resulted
in an inverse relationship between capital structure and
financial performance. Abor (2005) used various means of
measuring capital structure and found that capital structure
negatively influenced the financial performance of firms.
Vithessonthi and Tongurai (2015) also found a negative
relationship between leverage and the financial performance
of firms in Thailand. Rouf and Abdur (2015), using
regression analysis, also found an inverse relationship
between capital structure and financial performance of non-
financial firms listed on the Dhaka stock exchange.
According to Soumadi and Hayajneh (2012), more debt leads
to higher interest payment depriving the firms of cash
resources and restricting assets as they are used collateral.
Several other studies have found an inverse relationship
between capital structure and financial performance (Abor,
2007; de Jong et al., 2008; Gleason et al., 2000; Mateev et
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al., 2013; Simerly and Li, 2000).

Empirical studies on the matter performed on firms in
Nigeria and Ghana separately have also been inconclusive.
Oke et al. (2019), in a study of the effect of debt on capital
structure performance for conglomerate firms operating in
Nigeria, found a significant positive relationship between
capital structure and financial performance. Akingunola et al.
(2018), in a sample study of 21 listed non-financial firms,
found inconsistent results when the measure of financial
performance changed between return on equity (ROE) and
Return on Assets (ROA). When the performance was
measured as ROA, the study found a significant negative
relationship between capital structure and financial
performance. However, when performance was measured as
ROE, the study found a positive relationship between short-
term debt to total capital and long-term debt to total capital
and financial performance. Addae et al. (2013), in a study of
both financial and non-financial firms listed on the Ghana
stock exchange, found a negative relationship between short-
term debt ratio and financial performance and a positive
relationship between long-term debt ratio and financial
performance. They also found a negative relationship
between the total debt ratio and financial performance. Abor
(2007), in a study of the relationship between capital structure
and financial performance of SMEs in Ghana and South
Africa, discovered a negative relationship between long-term
debt and total debt ratio to financial performance.

The empirical studies have found mixed results for the
relationship between capital structure and financial
performance. Weill (2008) found that the association between
capital structure and financial distress varies from one
country to another. He also concluded that institutional
factors in the country influence the relationship between
capital structure and financial performance. The literature on
the relationship between capital structure and financial
performance or firm value is still being debated as empirical
results have been mixed and inconsistent. However, as Weill
(2008) noted, the intuitional and country factors also
influence the relationship between capital structure and the
firms' performance. No study has examined the relationship
between capital structure and firm performance for public
firms operating in West Africa, considering the debt maturity
and sectorial effects. We attempt to fill this void. This study
adopts a sectorial specific analysis of the mixed results of the
relationship between capital structure and financial
performance. Also, by adopting the proportionate analyses of
total leverage, long-term and short-term leverage, the effect
of the timing of debt repayment on the financial performance
for each sector is considered in the analysis. The object is to
identify any discrepancy between the debt maturity on
financial performance that managers, policymakers, and
investors should be made aware of when making financing
decisions. To the authors' knowledge, no other study on the
relationship between capital structure and financial
performance in Ghana and Nigeria has been conducted to
include the relationship on an industrial base and debt
maturity basis. This study contributes to existing literature
and fulfills the research gap.
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I1l. METHODOLOGY

This study aimed to identify the relationship between how
businesses in Ghana and Nigeria are financed and the
financial performance of these businesses. The study further
analyzes this relationship for the various industries of the
firms. The study used a quantitative correlational study
design in answering the research hypotheses.

Q1. What is the relation between capital structure and
financial performance of firms in West African companies?

Null Hypotheses (HO1): There is no relation between the
capital structure of companies operating in Ghana and Nigeria
and financial performance.

Alternative Hypotheses (Hal): There is a relation between
the capital structure of companies operating in Ghana and
Nigeria and financial performance.

Q2 What effect does debt maturity have on the relationship
between capital structure and financial performance?

Null Hypotheses (H02): Debt maturity has no effect on the
relations between the capital structure of companies operating
in Ghana and Nigeria and financial performance.

Alternative Hypotheses (Ha2): Debt maturity has an effect
on the relations between the capital structure of companies
operating in Ghana and Nigeria and financial performance.

Q3. Does the Industry influence the relationship between
capital structure practice and financial performance of firms
in West Africa?

Null Hypotheses (HO03): The relationship between the
capital structure of companies operating in Ghana and Nigeria
and financial performance is the same for all industries.

Alternative Hypotheses (Ha3): The relationship between
the capital structure of companies operating in Ghana and
Nigeria and financial performance is not the same for all
industries.

The study population was all non-financial public firms in
Ghana and Nigeria at the close of December 2019. Financial
firms such as banks, investment firms, and insurance
companies were excluded because they are heavily regulated
regarding their capital requirements and structure.
Conglomerate firms and firms that merged over the study
period were also excluded from the population. The study
population was 131 firms. A stratified sampling method was
adopted with the various industries used as the strata. A total
of 85 firms were sampled for the study. We obtained data
from the published financial statements from 2014 to 2018.
The study period of 5 years was appropriate in determining a
stable variance of the variable of the study. The period was
also essential in estimating a stable relationship of the study
variables. The study excluded 2019 to 2020 to avoid the
impact of economic lockdown because Covid-19 might have
added the relationship between capital structure and financial
performance. The collected data from the financial statements
of the sampled firms were converted to the relevant ratios for
the analysis using Microsoft Excel and later into SPSS for
further analysis. A total of 425 firms years were analyzed in
this study. The Pearson correlational method was adopted.
That involved regressing capital structure represented by the
total debt to equity ratio, long-term debt to equity ratio, and
short-term debt to equity ratio to financial performance
represented as the return on equity and return on assets.

We assumed the relationship between capital structure and
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financial performance. This relationship we expressed
mathematically as:

Rit = B0 + BILEVit + sit 1)

where Rit is financial performance, LEV is the leverage, and
€it is the error term. As we are interested in the effect of the
timing of debt maturity on financial performance, we
expressed the proportionate composition of debt ratio
mathematically as:

Rit= B0 + BILLEVit + B2SLEVit + cit  (2)

where LLEV is defined as the long-term debt ratio and SLEV
as the short-term debt ratio. Rit and &it remain the same as
previously defined. The analytical tool adopted for the study
was the ordinary least square in an attempt to answer the
research question.

The capital structure of the sampled firms was determined
using the total debt ratio, the long-term debt ratio, and the
short-term debt ratio. We choose to disintegrate leverage into
its proportionate parts to determine the impact of each part on
the financial performance of firms in different industries. The
proportionate debt analysis allows us to determine the amount
that firms must pay to debt holders in relation to financial
performance and the timing of the debt repayments to
financial performance. The proportion of the various
components of capital is claimed in the finance literature to
have a different effect on the financial performance of firms.
Lau et al. (2016) used the proportionate debt components to
determine the relationship between capital structure and firm
stock returns in Malaysia. In this study, the total debt ratio
was measured as the business's total debt over the business's
total capital.

Total Debt Ratio
__ short — term debt + Long — term debt

Total Capital

Long-term debt ratio was measured as the long-term debt
to total capital.

Long — term debt
Total Capital

Long — Term Debt Ratio =

Short term debt ratio was measured as the short-term debt
ratio to total capital.

Short — term debt
Total Capital

Short — Term Debt Ratio =

As Lau et al. (2016) argued, debt maturity could have some
implications for financial performance.

Return on Equity (ROE) and Return on Assets (ROA) was
the measures of financial performance. ROA attempts to
determine how much the firm earns from the use of its assets.
ROA shows the amount of profit earned for each investment
value in the firms' assets. We determined ROA as:

Net Income

ROA=—————
Total Assets
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ROE refers to a profitability measure that determines how
well the business is utilizing the funds invested by equity
holders of the business. ROE was obtained by dividing net
income by shareholders' equity.

Net Income
ROE

~ Shareholders Equity

IVV. STUDY RESULTS

To determine the relationship between financial
performance, measured as ROE and debt structure, we
regressed debt to maturity on ROE. The regression results
suggested that this model was statistically insignificant in
determining a relationship between capital structure and
financial performance ([R = 0.004, Radj = -0.03, F(2, 422) =
0.56, p = 0.658]. Neither short-term debt ratio, long-term debt
ratio, nor Total debt ratio significantly influenced the ROE.
That suggested that the timing of debt repayment did not
affect the financial performance of firms. This finding is
inconsistent with Abor (2005), who found a positive
relationship between capital structure, represented as total
debt ratio and short-term debt ratio and ROE of firms in
Ghana. Ahmed and Teru (2020) also found a positive
relationship between capital structure and ROE for deposit-
taking institutions in Nigeria. Pham (2020) found a positive
relationship between the total debt ratio, long-term debt ratio,
and ROE. The result is also contrary to Le and Phan (2017),
who found a significant positive relationship between capitals
structure and financial performance of firms in Vietnam.
Mwangi et al. (2014) found a negative relationship between
the total debt ratio and ROE for firms in Kenya. The result is
consistent with Anarfo (2015) and Phan (2019), who found
no significant relationship between capital structure and
financial performance. Table | provides a summary of the
regression results.

TABLE |I: RELATIONSHIP BETWEEN CAPITAL STRUCTURE AND ROE

B B t p Partial r
(Con) 0.230 0.755 0.451
STDR 0.013 0.003 0.060 0.952 0.003
LTDR -0.476 -0.058 -1.046 0.296 -0.051
TDR 0.082 0.018 0.361 0.718 0.018

When this relationship is evaluated sectoral, the health
care, ICT, Industrial Goods, Natural Resources, Oil and Gas,
and the Services industry exhibited a similar insignificant
relationship between capital structure and financial
performances. Similarly, debt maturity had no effect on the
performance of firms in these industries. However, the
Agricultural, Construction, and Consumer goods industries
exhibited a significant relationship between capital structure
and financial performance. The short-term debt ratio and
long-term debt ratio did not significantly affect financial
performance for these three industries. The total debt ratio
significantly influenced financial performance in Agriculture,
Construction, and Consumer goods industries. There was a
significant negative relationship between the total debt ratio
and financial performance for the Agricultural Industry. The
construction and consumer goods industries resulted in a
significant positive relationship between the total debt ratio
and financial performance. Appendix A shows details of the
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relationship based on industrial analysis.

A country analysis of the relationship between capital
structure and financial performance revealed no significant
relationship between capital structure and financial
performance (ROE) for firms in Ghana across all industries
(R = 0.29, Radj = -0.04, F(2,67) = 2.00, p = 0.12). Like
Ghana, we did not find any significant relationship between
capital structure and ROE for firms operating in Nigeria ( R
=0.05, Radj =-0.01, F(2, 352) = 0.00, p = 0.81). These results
are contrary to those of Abor (2005), Mustapha et al. (2020),
and Ahmed and Teru (2020).

We also examined the relationship between capital
structure and financial performance when profitability is
measured as Return on Assets (ROA). The results suggested
that there is a significant relationship between capital
structure and financial performance for public firms operating
in Ghana and Nigeria ([r = 0.27, Radj = -0.07, f(2, 422) =
10.93, p < 0.00]). However, debt maturity had no influence
on the relationship between capital structure and financial
performance. There was no significant relationship between
short-term debt ratio and financial performance (r = 0.01, p
=0.79). Similarly, there was no significant relationship
between long-term debt ratio and financial performance (r =
0.04, p = 0.36). Total debt ratio had a significant negative
relationship between with financial performance ( = 0.26, p
< 0.00). That suggests that as debt increases, there would be
a reduction in the firm's profitability. Unlike the results of this
study Bui (2017), Gill et al. (2011), and Gul and Cho (2019)
found a significant positive relationship between short-term
debt and ROA. The study results were consistent with
Onaolapo and Kajola (2010) after finding a negative
relationship between the total debt ratio and ROA for
Nigerian firms from 2001 to 2007. Table Il provides details
of the relationship between capital structure and ROA.

TABLE |I: RELATIONSHIP BETWEEN CAPITAL STRUCTURE AND
PROFITABILITY (ROA)

B B t p Partial r
(Cons) 118 5.265 0.000
STDR 0.004 0.015 0.271 0.786 0.013
LTDR -0.031 -0.049 -0.917 0.360 0.045
TDR -0.093 -0.260 -5.529 0.000 0.26

Sectorial analysis reveals that the relationship between
capital structure and financial performance is significant for
firms operating in the Agriculture, Construction, Natural
Resources, and service industries when financial performance
is measured as ROA. In the Agricultural sector, the total debt
ratio was the only factor that was significantly inversely
related to financial performance (B= -0.594, p < 0.00). We
observed a similar pattern where only the total debt ratio is
inversely related to financial performance in the Natural
Resource industry (B = -0.15, p < 0.00). and the Services
industry (B =-0.10, p < 0.00). That suggested that the timing
of debt repayment did not influence the financial performance
of firms in the Agricultural, Natural Resources, and Services
sectors in Ghana and Nigeria.

In the construction industry, the timing of debt repayment
had a significant influence on firms' financial performance.
Short-term debt ratio, long-term debt ratio, and total debt ratio
all significantly influence the financial performance of firms
in the construction sector. While short-term debt (B = 7.59 p
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< 0.00) and Long-term debt (B = 7.69, p < 0.00) positively
related to financial performance, total debt (B = -0.59, p <
0.00) inversely related to financial performance. There was
no relationship between capital structure and financial
performance for all the other industries. Appendix B details
the sectorial analysis when financial performance is measured
as ROA.

A country analysis of the relationship between capital
structure and ROA suggest a significant relationship between
capital structure of and financial performance for firms in
Ghana (R = 0.54, Radj = 0.26, F(2,67) =9.24, p < 0.00). The
total debt ratio was the only capital structure element that was
inversely related to ROA (B = -0.59, p < 0.00). At means that
acquiring more debts leads to a decline in financial
performance. It also indicated that for firms in Ghana, the
timing of debt repayment does not influence the financial
performance of firms. For firms in Nigeria, we found
significant relationship between capital structure and ROA (R
= 0.24, Radj = -0.05, F(2, 352) = 6.97, p < 0.00). Similar to
what pertains to Ghana, total debt was the capital structure
element that inversely related to financial performance (B = -
0.08, p < 0.00). That suggests that debts lead to a decline in
the financial performance in both Ghana and Nigeria.

V. CONCLUSION

Following the empirical analysis, we reject all the Null
hypotheses and accept all the Alternate hypotheses.

1. The study revealed a significant relationship between
capital structure and financial performance. This relationship
is largely dependent on the factor chosen as a measure of
capital structure, the Industry of the firms involved, and the
factors of financial performance, confirming similar findings
by (Akingunola et al., 2018).

2. This study's results suggested no significant relationship
between capital structure and ROE. Sectorial analysis
revealed that only the Agricultural negatively related to ROE
while the Construction and Consumer goods firms positively
related to ROE. All other industries did not exhibit any
relationship between ROE and Capital structure.

3. The result suggested a significant negative relationship
between total debt and ROA.

4. Debt maturity did not affect the relationship between
capital structure and financial performance except in the
construction industry.

These findings contribute to the depth of knowledge on the
effect of debt maturity on the financial performance of firms
in the West African region. It also contributes to knowledge
on the relationship between capital structure and financial
performance. These findings have practical implications for
financial decision-making. As the time to debt maturity did
not significantly influence financial performance, it suggests
that managers of firms can acquire any time of debt readily
available. In the West African market, short-term debts are
readily available to managers, and they can explore short-
term debts to their advantage as debt maturity does not
influence the firm's financial performance in the region.
However, in taking such financial decisions, managers must
consider their sector of operation as the sectorial analysis
reveal an effect of debt maturity on the relationship between
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capital structure and financial
construction industry.

This study looked at the relationship that existed before the
impact of the covid pandemic. Future studies can look at the
effect of the covid pandemic on the relationship between
capital structure and financial performance. As covid has
become the new normal, other empirical studies that examine
the covid impact on the relationship between capital structure
and financial performance can assist managers in making
meaningful decisions. So, the study is limited to public firms
operating on the Ghana stock exchange and the Nigeria Stock
exchange. Further studies should examine if this relationship
can be established in other jurisdictions, including developed
and developing economies. The choice of financial

performance in the

RESEARCH ARTICLE

Equity; future studies can examine the relationship using
other financial performance measures such as the net profit
margin, operating cash flow, Earnings Before Interest, Taxes,
Depreciation, and Amortization (EBITDA) and other
measures of profitability. We excluded the financial sectors
firms and conglomerate firms to examine the sectorial effect
of the relationship. Financial institutions were excluded
because they are highly regulated regarding their capital
requirement. Future studies can ascertain the relationship
between capital structure and financial performance of
financial firms, considering the effect of the sectorial
regulations.

performance was limited to Return on Assets and Return on APPENDIX
Appendix A
INDUSTRIAL ANALYSIS OF RELATIONSHIP BETWEEN CAPITAL STRUCTURE AND PROFITABILITY (ROE)
- . Consumer Industrial Natural Oil and .
Agriculture Construction Goods Health Care ICT Goods ResoUrces Gas Services
Beta Beta Beta Beta Beta Beta Beta Beta Beta
(p value) (p value) (p value) (p value) (p value) (p value) (p value) (pvalue)  (p value)
Variables
Constant 0.362 -7.487 -0.002 -0.094 0.237 -1.208 0.131 0.062 0.015
(0.000) (0.002) (0.990) (0.961) (0.061) (0.424) (0.000) (0.151) (0.921)
STD - 7.589 0.188 0.139 -0.184 1.447 - 0.011 0.109
- (0.002) (0.103) (0.943) (0.153) (0.339) - (0.418) (0.481)
LTD 0.005 7.693 -0.054 0.221 -0.113 1.240 -0.046 -0.153 0.078
(0.932) (0.001) (0.654) (0.911) (0.102) (0.410) (0.121) (0.042) (0.616)
TDR -0.594 -174 -0.062 -0.086 - -0.164 -0.147 0.027 -0.101
(0.000) (0.010) (0.211) (0.236) - (0.60) (0.000) (0.585) (0.000)
Statistics
Regression 0.794 0.715 0.422 0.211 0.326 0.321 0.857 0.319 0.286
R Squared 0.630 0.511 0.178 0.045 0.106 0.103 0.735 0.102 0.082
A‘S’{]‘f;reed dR 0.596 0.455 0.154 0.025 0.058 0.059 0.711 0.049 0.074
f statistic 0.000 0.000 0.000 0.594 0.125 0.082 0.000 0.138 0.000
Appendix B
INDUSTRIAL ANALYSIS OF RELATIONSHIP BETWEEN CAPITAL STRUCTURE AND PROFITABILITY (ROA)
Agriculture  Construction Cc();nsumer Health Care ICT Industrial Natural Oil and Services
oods Goods Resources Gas
Beta Beta Beta Beta Beta Beta Beta Beta Beta
(p value) (p value) (p value) (p value) (p value) (p value) (p value) (p value) (p value)
Variables
Constant 3.765 -40.655 -0.508 1.243 1.183 -7.876 0.069 0.099 0.353
(0.002) (0.067) (0.408) (0.891) (0.671) (0.772) (0.359) (0.750) (0.872)
STD - 40.413 0.516 -1.503 - 10.052 - 0.032 -.110
- (0.069) (0.362) (0.868) - (0.712) - (0.735) (0.960)
LTD -1.276 39.242 -0.369 -1.746 -1.228 7.457 -0.147 -0.843 -0.567
(0.149) (0.073) (0.538) (0.850) (0.666) (0.783) (0.202) (0.121) (0.797)
TDR -6.121 1511 0.791 0.867 .582 -3.475 0.076 .503 .037
(0.001) (0.021) (0.002) (0.013) (0.703) (0.028) (0.329) (0.173) (0.881)
Statistics
Regression 0.658 0.508 0.377 0.375 0.101 0.297 0.331 0.239 0.054
R Squared 0.433 0.258 0.142 0.141 0.010 0.088 0.109 0.057 0.003
Adjusted
R Squared 0.381 0.172 0.117 0.078 -0.043 0.043 0.109 0.002 -0.05
f statistic 8.401 3.008 5.587 2.237 0.192 1.961 1.351 1.032 0.372
(0.02) (0.048) (0.01) (0.098) (0.826) (0.129) (0.280) (0.386) (0.773)
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