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ABSTRACT 

Despite the good development and vital role played by SMEs in Tanzania the 

corporate governance of SMEs and its effects on capital structure has been a puzzle. 

Therefore, this study assesses the impact of corporate governance on capital structure 

of SMEs in Tanzania. The study examined board compositions, board size, number 

of non-executive directors and CEO duality on capital structure. 

The study adopted causal research design where simple random sampling was used 

to select 400 SMEs as ample of the study. The study utilized secondary data (2017-

2019)for registered SMEs in BRELA. The data were analyzed using descriptive 

analysis, Generalized Method of Moment (GMM) Regression Analysis. 

The findings reveled that, board composition haspositive significant associations 

with short term debt, positive insignificant relationship on long term debtand 

negative insignificant associations with own capital. In addition board size had 

significant negative influence on equity and long term debt while positive 

relationship with short term debt. Furthermore non-executive directors had 

significant positive influence on short term debt while significant negative influence 

on long term debt and own capital. Moreover CEO duality had insignificant positive 

influence on long term debt, short term debt and own capital. 

The study recommends that much attention should be kept on setting appropriate 

board composition with suitable NEDs for ensuring optimum capital structure with 

least cost of capital while maximizing firm value while avoiding CEO duality. 
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CHAPTER ONE 

INTRODUCTION 

1.0 Introduction 

Corporate Governance(CG) is a broad term that defines the methods, structure, and 

the processes in which the business and affairs of the company are managed and 

directed(Liao et al., 2015). Kyereboah-Coleman, (2018) defined corporate 

governance by including the administration structure, systemsand processes that 

produce the success of the organizations. 

SMEs stand for Small and Medium Enterprises. The definition of SME varies 

globally between countries, and sometimes between industries. According to 

Organization for Economic Co-operation and Development (OECD),SMEs are 

defined as a firm which is independent and have less than a given number of 

employees(OECD, 2017). The given number varies across countries (OECD, 2017). 

In Tanzania, the SMEs development policy (2002), defines the term “SME” as Micro 

businesses (less than 5 employees), Small businesses (between 5 and 49 employees), 

Medium businesses (between 50 and 99 employees), and large businesses (100 and 

more employees). 

SMEs are very important in economic development. The growth of industrialization 

has resulted from the growth of SMEs (OECD, 2017). In Tanzania, SMEs are 

important in the economic development and reduction of poverty by enabling poor 

people to prosper, economically, and socially. Tanzania government has taken many 

initiatives to increase small business start-ups and improve the performance of the 

existing SMEs. According to Kamuzora (2013) establishment of the Small Industries 

and Development Organization (SIDO) is one of the efforts taken to create the 

entrepreneurial base by supporting the improvement of SMEs in 

Tanzania(Kamuzora, 2013). Other initiatives,such as the establishment of National 

Small and Medium Enterprises Policy (SMEs Policy 2002), were aimed at 

accelerating the SMEs performance. 

CGagenda is a growing area of research in the field of management. However, too 

much effort has been put on large corporations than to SMEs(Maher & Andersson, 

2015).Nevertheless, in many nations SMEs do not firmly comply with the corporate 
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governancecodes though it is argued that corporate governance should apply to 

SMEs as well (Abor & Biekpe, 2015). CG for SMEs covers the general roles of 

owners and employees in complying with the codes of corporate 

governance(Kyereboah-Coleman, 2018).  

Capital structure is the mix of debt and Own Capital used to finance real 

investment(OECD, 2017).Previous studies reveal the existence of the influence of 

Corporate Governance on the capital structure decisions of firms (Ahmed et al., 

(2019), Okoro&Aduda, (2015), Liao et al., (2014), Waworuntu et al., (2014), Abor, 

2017). However, these studies focused on large firms. 

As SMEs grow; the need for their management to use external financing increases 

(Ardic et al., 2017). Financing decisions are the mainly significant decisions for SME 

proprietors since they have a straight effect on capital structure (Menike, 2015). In 

previous studies it was found that; decisions affecting capital structure are linked 

with CG of firms (Ahmed et al., (2019); Okoro&Aduda, (2015); Liao et al., (2014); 

Waworuntu et al., (2014); Abor, 2017). There is a global concern for SMEs to 

comply with the CG code by applying similar guidelines that apply to listed 

companies.  

There is a problem with capital structure decision making in SMEs as most of them 

especially the growth oriented ones use too much debt to fund their growth what 

increases the bankruptcy risk (Salamba 2015). Studies show the existence of the 

weak CG in SMEs (Ardic et al., 2016). 

Therefore, this study assessed corporate governanceand its impacts on the capital 

structure decisions of SMEs in Tanzanian.  

1.1 Statement of the Problem 

Corporate Governanceobtained much attention globally due to various issues 

comprising the crumple of most important companies such as the Bank of Credit and 

Commerce International (BCCI), Enron, WorldCom and Asian economic 

crisis (Heath & Norman 2017). CG emerged as a means to separate ownership from 

control(Berle& Means 1932; Jensen &Meckling 1976).In Tanzania, corporate 

governance practices have been argued in the perspective of state possession as well 



3 

as company scandal between 2000 and 2008 (Matinde, 2013).However, Tanzania has 

privatized its state-owned corporations following trade liberalization and has 

developed the main beliefs for effective corporate governance through the Capital 

Markets and Securities Authority (CMSA) (Ziorklui, 2015). 

SMEs play imperative function in the economy and create a considerable 

contribution to employment and outputs despite of the level of economic 

development of a country (OECD, 2017). The growth of industrialization has 

resulted from the growth of SMEs (OECD, 2017). SMEs are innovative, dynamic 

and risk-taking sectors of the developing countries including Tanzania. It is therefore 

very important to understand the CG and capital structure decision making inSMEs. 

Many SMEs in Tanzania especially the growth oriented ones use too much debt to 

fund their growth what increases the bankruptcy risk and indicatespoor capital 

structure decision making (Salamba 2015). At the same time studies show the 

existence of the weak CG in SMEs and this can be linked with poor capital structure 

decision making in SMEs(Ardicet al., 2017). 

Using too much debt increases the bankruptcy risk. Myers (2017) recommend that, if 

a corporation is current in a circumstances where creditors could force bankruptcy, 

executives can buy time by withholding problems and such actions increase the risk 

of debt. It is important to determine the optimal capital structure that can lead to 

better performance (Myers, 2017). It is similarly important to determine the optimal 

capital structure for SMEs especially for Tanzanian firms. 

Most SMEs maintain the CEO/Board chairman duality.In this system CEO is also a 

board chairman and it has the impact of causing the conflict ofinterest hence the 

agency problems (Mohammadi et al., 2015).Firms with CEO/Board chairman duality 

are perceived as too weak in respect of Corporate Governance(Rashid, 2010). SMEs 

tend to have small board sizes (Almania, 2017 and Ranti, 2013). Literature suggests 

that SMEs with large boards are more likely to have better corporate governance than 

those with small boards. (See (Almania, 2017; Ranti, 2013). This relationship was 

tested in Tanzania through this study. 
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Most of the previous global and Tanzanian studies on corporate governance and 

capital structure are focused on large corporations and ignore SMEs (Arthur, 2016). 

It is important to extend this study in the Tanzanian context and explore the effect of 

corporate governance on capital structure decisions of SMEs.  

This study looked into CG features (board size, board composition, CEO duality, and 

CEOs’ remuneration) and their impacts on the capital structure decisions of SMEs in 

Tanzanian.  

1.2 Objectives of the Study 

1.2.1 General Objective 

The general objective of the study was to assess the impact of corporate governance 

on capital structure decisions of SMEs in Tanzania.  

1.2.2 Specific Objectives 

i. To assess the relationship between board composition and capital structureof 

the SMEs 

ii. To assess the effect of board size on capital structure decisions of the SMEs 

iii. To assessthe relationship between the number of Non-Executive Directors 

(NEDs) and capital structure. 

iv. To examine the effects of CEO duality and capital structureof the SMEs 

1.2.3 Research Questions 

i. How does board composition correlatewithcapital structure decisions? 

ii. How does board size affectcapital structure decisions? 

iii. How does number of Non-Executive Directors (NEDs) correlate with capital 

structure? 

iv. How does CEO duality correlate with capital structure decisions? 
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1.3 Significance of the Study 

This part is explaining the benefits that would be derivedfrom this research as 

follows:- 

Firstly, the findings of this study provide additional knowledge to scholars, 

academicians, researchers, SMEs, and the public in general and may stimulate and 

pave a way for future studies n SMEs corporate governance and capital structure. 

Secondly, this study will be imperative to practitioners. It will help SMEs managers 

in setting appropriate board composition with suitable nonexecutive directors for 

ensuring optimal capital structure. 

Thirdly, the findings of this study assist the policy-makers in Tanzania by 

establishing the importance of corporate governance to SMEs after understanding its 

effects on capital structure decisions. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introductions 

This chapter describes the literature from research and publications on what has been 

done on the subject of SMEs and capital structure. Thus, it describes theoretical 

framework, related studies, and points out the research gap and conceptual 

framework for the proposed study.  

2.1 Theoretical Literature Review 

2.2 Definition of Key Terms 

2.2.1 SMEs 

According to Organization for Economic Co-operation and Development (hence 

forth OECD) (2017), SMEs are defined as an independent firm and employs few 

employees. In Tanzania, the SMEs development Policy (2002), defines the term 

“SME” as Micro, Small, Medium and large Enterprises based on the number of 

employees and capital invested.In Tanzania, micro enterprises involve up to 4 

people.Family members with a capital of up to Tshs.5.0 million run these, in most 

cases. These mainly fall under informal sectors. Small enterprises formal and employ 

between 5 and 49 employees or thecapital from Tshs.5 million to Tshs.200 million. 

Medium enterprises employ from50 and 99 people or thecapital investment from 

Tshs.200 million to Tshs.800 million (URT, 2003). This study adopts a definition of 

SMEs based on capital invested. This study adopts a definition based on capital 

invested. 

2.2.2 Corporate Governance 

As per the UN Conference on Trade and Development (UNCTAD, 2017) corporate 

governance refers to the general way in that organizations are managed, controlled, 

and directed to ensure goals or objectives achievements. It is the general way of 

directing and controlling organizations and ways of controlling or holding 

responsible those who direct and control the organizations. Kyereboah-Coleman, 

(2018) defined Corporate Governance by involving the structures, cultures, systems 

and procedures that contribute to the success of the organizations. Corporate 

governance refers to the ways in which the company is controlled and monitored 
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(OECD, 2019). This study adopt corporate governance as the mechanism in which 

the company is controlled and how the board and management and monitored. 

2.2.3 Capital Structure 

Capital structure is a mix of equity and debt used to finance the operations of the 

firm. It is a way of financing assets of the firm by combining equity, debt, or hybrid 

securities (Saad, 2010). The study adopt a mixed capital structure were both equity 

and debt are used. 

2.2.4 Impact of Corporate Governance 

Mohamad (2011) corporate governance is a wide term that describes the 

methodologies, structure and patterns of an association in which the business and 

issues of the association are managed and composed wide term that portrays the 

procedures, structure and patterns of an association in which the business and issues 

of the associationare overseen and coordinated. Corporate governance likewise 

improves the drawn out investor esteem by the cycle of responsibility of 

administrators and by upgrading the association's performance(Mohamad, 

2011).(Sarah, 2017), It additionally disposes of the contention of possession and 

control by independently characterizing the enthusiasm of investors and directors. 

Marie, (2014) defined corporate governance as thecycles and structure by which the 

business and undertakings of the organization are coordinated and figured out how to 

upgrade long haul investor esteem through improving execution and responsibility, 

while considering the premiums of different partners.  

Kyereboah-Coleman, (2018) defined corporate governance by including the cultures, 

systems and processes that produce the success of the organizations.The main 

features of Corporate Governance include board composition, CEO duality, board 

size, tenure of the CEO and CEO compensations. 

2.3 Theoretical Review 

This sub-section describes the theoretical literatures that were reviewed during 

writing this proposal. The theories are Resource-Based View, Trade-off Theory, 

Agency Theory, and the Pecking Order Theory. 
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2.3.1 Resource-Based View (RBV) 

Recently, Resource-Based theory is becoming one among the most used theory in the 

field of management. The application of the Resource-Based Theory on 

entrepreneurship generates firm competitive advantages from the unique use of the 

firm’s resource(Barney et al., 2011). Further, Resource-Based Theory is the basic 

emphasis to the sustainable use of firm’s tangible and intangible resources(Almarri & 

Gardiner, 2014). Furthermore, the Resource-Based Theory study the firm’s internal 

strengths and weaknesses rest on two fundamental postulation(Kraaijenbrink et al., 

2010). 

First, corporation can be viewed as collection of useful assets and different firms 

own diverse package of these useful resources. This is the supposition of business 

resource heterogeneity(Almarri & Gardiner, 2014). Second, some of these resources 

are either extremely expensive to duplicate or inelastic in supply. This is the 

hypothesis of resource immobility(Almarri & Gardiner, 2014). The most prominent 

characteristic of the RBV is focused on the internal forces of the firm”.  

Moreover, from the perspective of the Resource-Based View, resource can drive firm 

to gain performance through the ability to create and utilize resources that further 

generate Return on Investment (ROI) and sustainable competitive advantages 

(Godwin-Opara, 2016). Additionally, RBV emphasizes that firm capabilities and 

resource are not the same, thus through the utilization of resources, the performance 

of SMEs vary from one another. Kraaijenbrinket al (2010) quarrel thatif a business is 

to attain a state of continuous competitive advantage; it should obtain and manage 

precious, exceptional, unique, and non-substitutable (VRIN) resources and 

capabilities.  

Moreover, as per RBV, the availability of resources in an organization neutralizes 

firm’s performance. The application of this theory in this study is that under the 

competitive business market nowadays firms should utilize the available tangible and 

intangible resources to ensure that resources and internal firm capabilities help to 

build the base for gaining performance. The theory emphasizes competence on 

resource utilization as the means for sales growth, business diversification and 

performance. The capability to admittance external finance is one of the internal 
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capabilities. Because rational BOD seeks better performance, RBV is important in 

their decision-making. 

2.3.2 The Trade-Off Theory 

The trade-off theory is concerned with the way an organization chooses the extent of 

Own Capital and debt to use by balancing the costs and benefits of each(Cekrezi, 

2013). While Own Capital reduces the cost of bankruptcy, debt has the advantage of 

tax saving (Jahanzeb et al., 2013). As per this theory, there is an advantage in using 

debt in financing due to the tax benefits. However, the cost of debt financing is 

financing distress and bankruptcy costs. The marginal benefit of increasing debt 

decreases while the marginal cost increases. To obtain the optimum level the firm 

must focus on the trade-off between debt and Own Capital(Godwin-Opara, 2016). 

The study left the question of what is the best way of how firms ought tobe financed. 

This led to the emergence of other theories including agency theory and the pecking 

order theory.  

2.3.3 The Agency Theory 

There are two types of agency conflicts, it involves conflict between managers and 

shareholders and the conflict between Own Capital holders and debt holders 

(Bendickson et al., 2016). Conflicts between shareholders and managers arise 

because of the conflicting interest between shareholders and managers.  Goal 

correspondence helps to reduce this conflict. Goal correspondence is aconditionwhen 

the goals of conflicting interest groups coincide(Bradley et al., 2006).  

To achieve the goal congruence between shareholders and managers the 

remuneration packages that link the interests of both managers and shareholders 

should be introduced(Bradley et al., 2006). By so doing the managers’ efforts to 

achieve their objectives contributes to a holisticrealizationof the goals of the 

organization. The conflict between debt holders and Own Capital holders arises due 

to asymmetric distribution of the gains (Panda & Leepsa, 2017). If the business gives 

returns above the face value of debt, the greatest gains are apprehended by own 

capitalholders. On the other hand, if an investment does not give profit, the debt 

holders carryall the penalties because Own capital holders have inadequate liability; 

https://en.wikipedia.org/wiki/Tax_benefits_of_debt
https://en.wikipedia.org/wiki/Marginal_benefit
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thus, Own capital holders benefit more from investing in risky areas(Bauer et al., 

2018).  

2.3.4 The Pecking Order Theory 

As per this theory firms should use internal financing before going for external 

financing(Sheikh, 2012). It arises from the concept of asymmetric information or 

information failure which occurs when some parties possess better information than 

others. As per this theory; financing of business should firstly come from the 

reserved earnings, trailed by debt, and lastly own capital financing (Al Manaseer et 

al., 2011) 

2.4 Empirical Literature Review 

2.4.1 Board Size 

Bajagi, Keshari and Bhetwal (2018) conducted a study in Nepal listed companies 

evaluating corporate governance effects on firm capital composition. The study 

found out that, board size has a significant negative relationship with the capital 

structure. However the study focused only on listed firms ignoring other essentially 

non-listed firms which can signifies important part in the economy such as SMEs. 

Musyoka (2019) in Kenya conducted a study in listed firms in Nairobi Securities 

Exchange assessing corporate governance issues. The study found out that, board 

size and board composition has positive impact on financing decision of the listed 

firms. Firms with large board size employ more debt irrespective of the maturity 

period. However the study focused on listed firms in Kenya ignoring unlisted and 

other informal business such as SMEs. 

Ranti, (2013) study in Nigeria foundout that, firms with larger board size have low 

leverage. It is assumed that a larger board size causes strong pressure from the board 

to managers to reduce leverage and increase performance(Ranti, 2013).  

Almania, (2017) in Saudi Arabia, found out that, firms with high leverage (debt 

ratio) have larger boards. Their arguments show that larger boards pursue high 

leverage to raise company value and that larger boards face difficulties in reaching 

consensus in decision making due to conflicts caused by a big size of the board 

which weaken the corporate governance and increase leverage. The study continues 
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by stating that the cost of debt is lower than that of larger boards as creditors 

consider firms with larger boards because they have more effective monitoring of 

finances. However the study focused on non-financial firms ignoring other firms 

such as SMEs. 

Abor and Biekpe (2017) conducted a study in Ghana on the effect of corporate 

governance on capital structure of Micro enterprises. The study found out that there 

is a negative relationship between board size and leverage of the firms. They 

conclude large board size will conventionally lower gearing levels. However the 

study did not investigate such impact on the SMEs as one among the part of micro 

enterprises. 

Bodaghi and Ahmadpour (2018) in India conducted a study on corporate governance 

and capital structure using regression analysis. The study found out that, board size 

relates significantly with capital structures, however a directional relationship for the 

variables were mixed. However the study focused on developed economy in India 

with advance system and compliance level among its firms compared to developing 

like Tanzania. 

2.4.2 Board Composition 

Almania, (2017) conducted a study in Saudi Arabia on non listed firms capital 

structure. The study found out that, there is a negative relationship between outside 

directors’ number and the capital structure. They argued that outside directors tend to 

monitor managers actively, causing them to adopt lower leverage. Though the study 

did not considered SMEs as one among the non listed firms. 

Kajola (2018) undertook study in Iran stock market investigating how corporate 

governance and capital structure relate. The study found out that, board composition 

and board size has significant positive relationship with capital structure of the listed 

firms. Though the study focused on listed companies ignoring non-listed companies 

which may involve SMEs. 

Abor (2017) conducted a study in Ghana on impact of corporate governance on 

capital structure. The study found out that, board composition has positive significant 

relationship with capital structure; also the study implied that firms with higher 
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leverage have larger number of outside directors than those with low 

leverage.Though the study did not cover CEO compensation and tenure as one 

among the components of corporate governance. 

Ranti, (2013), conducted a study in Nigeria and contended that outside directors 

improve the capacity of a firm to ensure itself against the outer condition, decrease 

vulnerability, or co-pick assets, increment capacity to raise reserves, company's 

status and acknowledgment. The extent of outside chiefs is accepted to correlate with 

a high leverage level. 

2.4.3 CEO Duality 

Bajagi, Keshari and Bhetwal (2018) conducted a study in Nepal listed companies 

evaluating corporate governance effects on firm capital composition. The study 

found out that, CEO duality has a positive relationship with the capital structure as it 

increases the long term debt of to total assets. However the study focused only on 

listed firms ignoring other essentially non-listed firms which can signifies important 

part in the economy such as SMEs. 

Mohammadi et al.,(2015)in Bangaladesh undertook a study and suggesting that 

persons holding senior decision making authority should not be allowed to exercise 

the senior decision control authority as well. The meaning of this is that CEO should 

not be chairman of the board at the same time (a two-tier leadership structure). The 

board must not be controlled by the CEO. if the board is controlled by the CEO, it is 

a sign of the absence of separation between decision management and decision 

control since the chairperson will influence the actions of the board. However the 

study ignored as corporate governance components such as board independence and 

board size. 

Wambua (2019) conducted a study on the effects of corporate governance on savings 

and credit co-operatives financial performance in Kenya. The study found out that, 

CEO duality has positive influence on the corporate performance in terms of 

leverage ratio. Nevertheless the study did not cover the SMEs as the major uses of 

finance from saving and credit cooperative in their operations 
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Ahmadpour, Golmohammadi and Ahmad (2019) did a study on corporate 

governance and capital structure performance in Pakistan Textile sector specifically 

in Tehran Stock Exchange. The study found out that, CEO duality had no significant 

relationship with capital structure while board size had positive significant 

relationship with capital structure. Nevertheless the study did not focus on SMEs 

who are involved in textile and focus on big listed textile companies. 

Rashid, (2016) found that a two-tier administration structure can manage the 

problems of an agency because it is relatedtothe separation between ownership and 

control. Fosberg (2014), firms with two-tier leadership construction are more likely 

to use the optimum amount of debt in their capital structures than firms with the CEO 

who is also the chair of the board. 

2.4.4 CEO Tenure 

(Almania, 2017) found that CEO’s contract. As the years the CEO works in the 

position. The decisions made by the management, and particularly the CEO, have an 

impact on the performance of the firm but the board is directors is accountable for 

the decisions.  

Dikolli et al(2014) the study revealed that there isa negative association between 

CEO’s tenure and leverage is higher when the CEO has a short tenure in office and 

the opposite. At the entrance CEOs and directors prefer low leverage to reduce 

performance pressures of high debt. 

2.4.5 Non-Executive Directors (NEDs) 

Kajanathan (2018) conducted a study in Sri Lanka in listed manufacturing firms 

evaluating corporate governance and financing methods of firms. The study found 

out that, non-executive director has significant associations with capital structure 

decision taken by listed firms. However the study did not focus on SMEs in 

manufacturing sectors and focus only on listed manufacturing companies. 

Core andLarcker (2015)argued that inclusion of non-executive directors is the 

cornerstone of modern corporate governance. They found out that, non-executives 

directors have positive influence on capital structure as they possess specialized 
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skills. High number of NEDs in the board raises the gearing levels. This plays a 

cardinal role in drawing external stakeholders close to the company. 

Bajagi, Keshari and Bhetwal (2018) conducted a study in Nepal listed companies 

evaluating corporate governance effects on firm capital composition. The study 

found out that, NEDs has positive relationship with debt level of the companies. 

However the study focused only on listed firms ignoring other essentially non-listed 

firms which can signifies important part in the economy such as SMEs. 

2.5 Research Gap 

At the world level, some researchers have been conducted to examine the effect of 

Corporate Governance on capital structure decisions. Some of these researches are 

Abor, (2005), Arthur, (2016), Core, (2015), and Menike, (2015). However, it was 

argued that it is important to determine the link between capital structure and capital 

structure to enhance the efficiency of the market.The review of the literature found 

mixed and contradicting results, Ahmed et al., (2019), Okoro&Aduda, (2015), Liao 

et al., (2014),Waworuntu et al., (2014) also most of them concentrated on big listed 

firms in developed countries.  

Most of the studies links corporate governance and financial performance example 

(Khon&Nop, 2018; Obuya, 2017; Nestor &Abiahu, 2017; Eton et al.,2017; Baum et 

al.,2016; Axelson 2016; Giathaiga&Kabiru, 2015; Salamba 2015; Dube, 2013; Goyal 

2013; and SalmaandMunir, 2012). 

In Tanzania it’s the first study to link to corporate governance and capital structure of 

small and medium enterprise (SMEs). Therefore this study examined corporate 

governance and its impacts on capital structure decisions on SMEs in Tanzania.  

2.6 Conceptual Framework 

Capital Structure, the dependent variable of this study, is the proportion of debt to 

total capital (debt ratio). Total capital is the total own capital plus total debt. 

Independent variables comprise the composition of the board, the size of the board, 

number of Non-Executive Directors (NEDs) and CEO duality. Independent variables 

are used as measurements of corporate governance. The size of the board is the 

number of the members of the board; composition of the board refers to the number 
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of external directors divided by the total number of directors. CEO duality is a 

situation where CEO is also a chair of the board. The model also includes the control 

variables that are firm attributes including; non debt tax shield, firm size, 

profitability, earnings volatility and age of the firm. These attributes also influence 

the capital structure of the firm. 

 

 

 

 

 

 

 

 

Figure 2.1: Conceptual Framework of the Study 

Source: Researcher’s own formulation from the literature review (2020) 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0 Research Design 

This study involved the use of descriptive research design. Descriptive research 

design helps to reduce errors in findings and reduce the weaknesses(Van, 2015). This 

approach also preserves the strengths of quantitative approach which enhances the 

validity of the study findings(Erickson, 2017). Moreover, descriptive research will be 

used to establish relationship between corporate governance and capital structure of 

the SMEs. 

3.1 Area of the Study 

This study explored the impactofcorporate governanceon capital structure decision of 

SMEs in Tanzania. The area of the study defines area of activity or interest that a 

research sample established for research purpose (Sutherland et al., 2003). This study 

was conducted in Tanzania specifically SMEs operating in service and 

manufacturing industries. 

3.2 Sample Design and Data Collection 

In this study, secondary data was collected. Data collected through documentary 

review by analyzing the trends observed in the financial statements and board 

meetings and board committees’ minutes for three years from 2017-2019. Data on 

board members was collected from the board of committee meeting reports.  

3.3 Targeted Population 

The population used in this study comprises of registered SME’s dealing with service 

and manufacturing business which have been in business for at least three years. This 

industry is selected because it is where many SMEs are doing business.  

3.4 Sample Size 

This study adopted the proportional stratified statistical formula by Yamane (1967), 

which uses a confidence level of 95%. 

𝑛 =
N

1 + N 𝑒 2
 

Yamane’s formula:  
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N=Population size 

n=Sample size  

e=the error rate of the sample (the level of precision) 

In this study, N represent total population of registered SMEs in Tanzania that, 

according to Ministry of Industry and Trade, registered SMEs are3,162,886. The 

frequently used tolerable error rate of 5% was adopted by this study. 

Therefore,   n= 3,162,886 

1+3,162,886(0.005)
2 

  n = 399.9 

According to the calculation, this study ought to use a minimum sample of 400 

SMEs 

3.5 Data Analysis 

The secondary data obtained wasanalyzed by using STATA version 15. The data 

entered into STATA was modeled by using the Generalized Method of Moments 

(GMM). This tool is better for endogenic problems i.eexplanatory 

variable is correlated with the error term because it is system based(Amba & 

Mbratana, 2018).  

3.5.1 The Model 

3.5.1.1 Generalized Method of Moment (GMM) 

Generalized Method of Moment was usedto gauge the dynamic model with 

instrumental factors in the first differenced fixed impact model. The summed up 

technique for minutes is an extremely broad measurable strategy for getting 

appraisals of boundaries of factual models.  

The own Capital, long-term debt, Short term debt ofSME’s are considered to be a 

function of certain factors explained by theory and overall economic condition. This 

can be express as follows: 

  

https://en.wikipedia.org/wiki/Explanatory_variable
https://en.wikipedia.org/wiki/Explanatory_variable
https://en.wikipedia.org/wiki/Explanatory_variable
https://en.wikipedia.org/wiki/Correlation
https://en.wikipedia.org/wiki/Errors_and_residuals
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OWN CAPITALit = 𝛽1 +  𝐵𝑖𝑥𝑖𝑡 + 𝜀𝑖𝑡 …………………………………………… (1) 

it = 𝛽1 +  𝐵𝑖𝑥𝑖𝑡 + 𝜀𝑖𝑡 ……………………………………………… . … . . … (2) 

LTDit = 𝛽1 +  𝐵𝑖𝑥𝑖𝑡 + 𝜀𝑖𝑡 ………………………………………………… . . … (3) 

Where SME’s are represented by subscript i = 1,…..N, and time by t = 1,….T.  

In the model Own Capital, Short term Debt () and Long term Debt (LTD) is 

explained in terms of K explanatory variables  X1 ………………XK. 

Disturbance term 𝜀𝑖𝑡 assumed to be serially uncorrelated with mean zero and 

possibly heteroscedastic. 𝛽𝑘are the unknown parameters of interest.  

The theoretical model of capital structure, used to assess the impact of corporate 

governance on capital structure decisions of SMEs in Tanzania which is a function of 

internal and external variables, can be written  as :- 

CSi,t = β0 + β1BCi,t + β2 SMAi,t + β3 BSi,t + β4 ROAi,t +β4 PRTi,tαi + ɛ i,t..(4) 

Where:  

CSi.t represents Own Capital, Long term Debt and Short term Debt 

BCi,t=Board directors/Board compositions of SME’s  i at time t;  

SMAi,t= SME’s Agei at time t;  

BSi,t= Business Size/ SME’s Size of firm i at time t;  

ROAi,t= Return on Asset of SME’s i at time t;  

3.6 Validity and Reliability 

Reliability and validity are used to evaluate the quality of research because they 

indicate how well the methods and tests measure something. Reliability is after 

the consistency of a measure and validity is after the accuracy of a measure. 

In this study reliability and validity were considered when creating the research 

design, planning the methods was considered when writing the results.  
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3.6.1 Validity 

Validity is about how accurately a method measures what it is intended to measure. 

High validity assists the study to produce the results that correspond to real situations 

and enhance reliability. 

3.6.2 Reliability 

Reliability is about the consistency of methods in measuring things. The same 

method must be able to produce the same results if repeated under similar 

circumstance. The Generalized Method of Moments (GMM) method is highly 

reliable. Reliability was checked by testing the diagnostic test, consistency of results 

across time and across different observers. 

3.7 Ethical Consideration 

Research ethics are established guidelines and rules that define the researchers’ 

conduct to enhance professional research. This study observed various research 

ethical issues such as asking permission for collecting or using data from the relevant 

authorities, confidentiality, provision of informed consent and principle of fairness, 

privacy and adhering to the principle of veracity. Adhering to these research ethical 

principles protected the study and provides truth worth research findings.  

Generally, research ethical issues were observed in the whole process of research. 
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CHAPTER FOUR 

RESULTS AND DISCUSSION 

4.0 Introduction 

This chapter presents the outcome of the findings of the data collected from SMEs. It 

involves presenting and analyzing the data concerning corporate governance and its 

impact on capital structure of SMES in Tanzania. On the other hand, these chapters 

present the relationship between board composition and capital structure of the 

SMEs, assess the effect of board size on capital structure decisions of the SMEs, 

assess the relationship between the number of Non-Executive Directors (NEDs) and 

capital structure, and examine the effects of CEO duality and capital structure of the 

SMEs 

4.1 Descriptive Analysis 

This section provides the summary statistics for both independent and dependent 

variables included in the model(Woodridge, 2015).Descriptive statistics are used to 

depict the essential highlights of the information in an investigation. They give 

straightforward synopses about the example and the proportions of focal inclination, 

most extreme and least (Woodridge, 2015). Expressive measurements are commonly 

recognized from inferential insights. The graphic insights portraying what is or what 

the information shows. 

Table 4.1: Descriptive Statistics 

Variable Obs  Mean  . Dev.  Min  Max 

Own Capital 1200 .675 .168 .2 1 

BC 1200 10.679 4.483 3 25 

 NEDs 1200 7.833 2.763 2 15 

 SME AGE 1200 9.967 5.632 2 32 

 BS 1200 .876 .381 .2 2.257 

 ROA 1192 .09 -0.04 .04 0.22 

Profit 1200 .07 0.002 -0.05 0.19 

 1200 .3 .0.01 .0 0.6 

 LTD 1200 .4 .0.21 .0 0.8 

Source: Filed Data 2020 
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Table 4.1 provides a summary of the descriptive statistics of the dependent and 

independent variables. Its shows the average indicators of variables used. The mean 

own capital of the firms is 0.675 with minimum value of 0.2 and maximum value of 

1. This suggests that total own capital appears to create more than half of the capital 

structure of the corporate of the SMEs. Board of directors has a mean of 10.679 with 

minimum value of 3 and maximum value 25. The average mean of the ROA is 0.09 

with minimum value 0.04 and Maximum value 0.22. The profit has mean 0.07 with 

Minimum value -0.05 and Maximum value 0.19 and lastly short term debt has the 

lowest mean 0 .3 with minimum value of 0.00 and maximum value of 0.6. 

Table 4.2: Descriptive Statistics Across Individual and Along the Time 

Variable   Mean . Dev. Min Max Observations 

Own 

Capital overall 0.674607 0.16798 0.2 1 N =    1200 

 

between 

 

0.108618 0.387302 0.927536 n =     400 

 

within 

 

0.128215 0.224607 1.091274 T =       3 

 

overall .3 .0.01 .0 0.6 N =    1200 

 

between 

 

0.128352 0.244444 0.904762 n =     400 

 

within 

 

0.224562 0.041312 1.117142 T =       3 

LTD overall .4 .0.21 .0 0.8 N =    1200 

 

between 

 

0.19207 0.469444 0.774074 n =     400 

 

within 

 

0.321486 0.031261 0.524912 T =       3 

BC overall 10.67917 4.483403 3 25 N =    1200 

 

between 

 

2.62095 4 17.66667 n =     400 

 

within 

 

3.639091 0.345833 24.0125 T =       3 

SME’s 

Age overall 9.9675 5.632307 2 32 N =    1200 

 

between 

 

5.63701 2 32 n =     400 

 

within 

 

0 9.9675 9.9675 T =       3 

BS overall 0.875701 0.381076 0.2 2.257143 N =    1200 

 

between 

 

0.180193 0.428571 1.425714 n =     400 

 

within 

 

0.335862 0.214749 1.76332 T =       3 

ROA overall .09 0.04 -0.04 0.22 N =    1192 
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between 

 

0.012432 0.06303 0.12 n =     400 

 

within 

 

0.000121 -0.02840 0.011549 T =    3 

Profit overall .07 0.002 -0.05 0.19 N =    1200 

 

between 

 

0.015847 -0.0028 0.08408 n =     400 

  within   0.064484 -0.00886 0.17498 T =       3 

NEDs overall 7.833 2.763 2 15 N =    1200 

 between  1.715847 2 15 n =     400 

  within   0.264484 3 11 T =       3 

 

Source: Filed Data (2020) 

4.1.1 Own Capital 

The own capital used in this study is the ratio of own capital over total assets. Results 

from table 4.2 indicated that; own capital showed an average of 0.674607with the 

maximum being 1 and the minimum 0.2. The standard deviation was 0.16798 this 

suggests that the own capital of the SMS in this study did vary significantly. 

4.1.2 Short term Debt (STD) 

The short-term debt used in this study is the ratio of short-term debt over total assets. 

The results from table 4.2 indicated that, short-term debt showed an average of 0.3, 

with the maximum being 0.6 and the minimum 0.00. The standard deviation for 

overall, between and within were 0.01, 0.128352 and  0.224562 respectively, this 

suggest that the Short term debt of the SME’s  in this study did not vary significantly 

within but varied between the SME’s. Furthermore the findings show that, their 

almost equal variation for overall SME’s and between SME’s. 

4.1.3 Long term Debt (LTD) 

The long-term debt used in this study is the ratio of total liabilities over total assets. 

The results from table 4.2 indicated that, long-term debt showed an average of 0.4, 

with the maximum being 0.8 and the minimum 0. The standard deviation was 

0.21.This suggests that the long-term debt of the SME’s in this study did varied 

significantly.  
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4.1.4 Board Directors (BC) 

The results from table 4.2 indicated that, board of directors in this study showed an 

average of 10.67917, with the maximum being 25and the lowest 3. The standard 

deviation was 0.885091.  

4.1.5  SME’s Age 

The results from table 4.2 indicated that, the business age showed an average of 

9.9675, with the maximum being 32 and the lowest 2. The standard deviation was 

5.632307. 

4.1.6 Business Size (BS) 

Business size used in this study is the ratio of natural logarithms of asset over natural 

logarithms of sales. The results from table 4.2 indicated that, business size showed an 

average of 0.875701, with the maximum being 2.257143and the lowest 0.2. The 

standard deviation was 0.381076this suggest that the business size of the Small and 

Medium Enterprises (SME’s) in this study did not vary significantly 

4.1.7 Return on Asset (ROA) 

The return on assert (ROA) used in this study is the ratio of operating income and 

total asset. The results from table 4.2 indicated that, return on assert showed an 

average of 0.09, with the maximum being 0.22and the minimum -0.04. The standard 

deviation for overall, between and within were 0.04, 0.012432 and 

0.000121respectively, this suggest that the return on assert of the SME’s in this study 

did not vary significantly within but varied between the SME’s and the findings 

showed that there is almost equal variation for overall and between SME’s. 

4.1.8  Profit 

The results from table 4.2 indicated that, profit has a mean of 0.07 and standard 

deviation of 0.002. The maximum profit was 0.19 which implies that some Small and 

Medium Enterprises (SME’s). The smallest was -0.05 which means some Small and 

Medium Enterprises (SME’s) held lower levels of profit compared to others. 

4.2 Pairwise Correlation 

The pairwise correlation tables’ gives correlations that are computed from all 

observations that have non-missing values for any pair of the variables (Woodridge, 
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2013).Table 4.3 represents the pairwise correlation examining how variables are 

related. Pairwise correlation was used so to calculate correlation from given 

observation.  

The findings from table 4.3 showed that, own capital has strong correlations with 

long-term debt because its coefficient lies above 0.5 in absolute value. However, own 

capital has also very weak correlation with short-term debt, board directors because 

the coefficient of correlation for all variables was less 0.5 in absolute value. 

Furthermore, own capital showed it has no correlation with SME’s age, return on 

asset and profit because their P-value was greater than 0.05 while other independent 

variable showed to have correlation with own capital because their p-value for other 

variable was less than 0.05. The return on asset employed showed it has no 

correlation with short-term debt, board directors, because their P-value was greater 

than 0.05 while other independent variable showed to have correlation with return on 

asset employed because their the p-value for other variable was less than 0.05. In 

addition results in table 4.3 shows that there is no multicollinearity since the all 

coefficient of correlation were below 0.8, this suggest there is no presence 

ofmulticollinearity in the data (Woodridge, 2013). 
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Table 4.3: Pairwise Correlation Matrix 
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*** p<0.01, ** p<0.05, * p<0.1 

 

Source: Field Data (2020) 

4.3 Diagnostic Test 

The adequacy of the model and reliability of results is always checked by performing 

diagnostic tests. The diagnostic test includes heteroscedasticity, normality test, 

autocorrelation and multicollinearity 

4.3.1 Normality Test 

A normality test is used to decide if an informational collection takes after the 

ordinary dissemination (Jarque-Bera, 1987). While ordinariness suspicion expects 

that unsettling influences or blunder terms of the model are typically disseminated, 
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it's basic that the effect of these overlooked factors is limited and, best case scenario, 

irregular (Jarque-Bera, 1987). In the event that the suspicion doesn't hold it prompts 

erroneous outcomes and draw misdirecting translations (Jarque-Bera, 1987). The test 

is intended to identify proof that the distribution deviates from normal curves. Table 

4.4 underneath shows the outcome for ordinariness test which was played out the 

purpose of surveying if both needy and autonomous factors remembered for the 

model follow the typical dissemination since.The null hypothesis is that the data are 

normally distributed. So, the rule is rejecting the null hypothesis if the P-value is 

greater than 0.05. Therefore, the results in table 4.4 show that P-value for all the 

variables were greater than 0.05 so the null hypothesis is not rejected and concluding 

that the data follow the normal distribution and this implies that the normality 

assumption was not violated. Therefore, the result that is obtained from the fixed 

effect model is robust. 

Table 4.4: Normality Test 

Variable Obs Pr (Skewness) Pr (Kurtosis) adj chi2(2) Prob>chi2 

BC 1,200 0.9115 0.0445 2.93 0.068 

NEDs 1,200 0.5259 0.0468 1.78 0.314 

SME_AGE 1,200 0.3679 0.0419 2.23 0.263 

BS 1,200 0.6782 0.6114 1.43 0.067 

ROA 1,192 0.9883 0.5487 0.45 0.176 

Profit 1,200 0.8902 0.4468 1.68 0.278 

Own Capital 1,200 0.8672 0.5464 2.04 0.056 

 

1,200 0.6789 0.4577 2.12 0.368 

LTD 1,200 0.7529 0.5634 2.11 0.074 

Source: Field Data (2020) 

4.3.2 Multicollinearity Test 

It is an assumption that require that, there re no exact linear relationships among the 

sample vaues of the explanatory variables(Woodridge, 2013).  It is caused by 

intercorrelation between the explanatory variables in a multivariate regressions 

equation most common in time series data. Table 4.5 below show the result for 

multicollinearity test which was performed the sake of assessing if the independent 

variable included in the model influence another independent variable included in the 
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model. Since the rule of thumb is reject there is no multicollinearity if the variance 

inflation factor is below 10 (Woodridge, 2013). So the findings in table 4.5 depicts, 

that the mean value for variance inflation factor was 2.480 which is below 10. This 

shows that, there is no multicollinearity. This implies that the independent variables 

included in the model did not influence each other in the model. 

Table 4.5: Multicollinearity Test (Variance inflation factor) 

Variable VIF   1/VIF 

BC 4.650 0.215 

NEDs 4.510 0.222 

SME’s Age 3.890 0.257 

BS 1.150 0.871 

ROA 1.130 0.885 

Profit 1.030 0.975 

Own Capital 1.010 0.987 

Mean VIF 2.480  

Source: Study Findings (2020) 

4.3.3 Autocorrelation Test 

Autocorrelation is the correlation between values of a variable and lagged values of 

the same variables particular when error term are related to each other It is a situation 

in which a time series data is influenced by its historical values (Rogers, 1993). The 

problem it creates by making the model appering suitable and would lead to invalid 

result (Wooldridge, 2013). Table 4.6 shows the result of autocorrelation test that was 

performed to assess if the data they are suffering with serial autocorrelation. The aim 

of this test is assessing whether the errors term from the model are interdependent 

one to another. The null hypothesis is that no serial autocorrelation. Since the result 

from table 4.6 show that the P-value is greater than the null hypothesis is not reject. 

This implies the models did not suffer from the problem of serial autocorrelation 

problem. 
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Table 4.6: Serial Autocorrelation Test 

Wooldridge Test for Autocorrelation in Panel Data 

H0: no first-order autocorrelation 

F (1, 4) =      0.074 

Prob> F =      0.1880 

Source: Study Findings (2020) 

4.3.4 Stationarity Test 

Test of unit root is important concept in time series analysis as it provides useful 

analytical tools and statistical tests on which models to rely on (Levin & Chun, 

2002). Stationarity implies that the factual properties of time series don't change over 

the time. Fixed cycle has property that the mean, fluctuation and autocorrelation 

structure don't change over the long haul as contrast information will contain one less 

point than the first information (Levin & Chun, 2002). 

Table 4.7 shows the result for the unit root test. This test is always performed to 

assess whether there is unit root means whether the data are non-stationary or so as to 

apply difference procedures. The null hypothesis for this test is that the panel 

contains the unit roots and the alternative hypothesis the panels does not contains the 

unit roots. Since the P-value for all variables was less than 0.05 the null hypothesis 

was rejected so that the data don’t have the panel unit roots. Therefore, this implies 

that the data are stationary at their level form. 
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Table 4.7:Stationarity Test 

Levin-Lin-Chu Unit-Root Test 

 Regressions: 1 lag Number of Panel = 400 

 Number of Periods = 3 

LR variance:     Bartlett kernel, 6.00 lags average (chosen by LLC) 

Variable Statistic P-value 

BC   

Unadjusted t -5.240 

 Adjusted t* -2.0446 0.0043 

   Profitability 

  Unadjusted t -4.2375 

 Adjusted t* -4.0823 0.0024 

   NEDs 

  Unadjusted t -6.1871 

 Adjusted t* -3.4463 0.0022 

   SME_AGE 

  Unadjusted t -3.9434 

 Adjusted t* -3.3336 0.0012 

   

BS   

Unadjusted t -4.6654  

Adjusted t* -2.5456 0.0032 

   

ROA   

Unadjusted t -5.1346  

Adjusted t* -4.5356 0.0045 

   

Own Capital   

Unadjusted t -2.1335  

Adjusted t* -2.0230 0.0221 

   

LTD   

Unadjusted t -3.3234  

Adjusted t* -3.3366 0.0012 

   

Unadjusted t -6.3634  

Adjusted t* -4.8333 0.0021 

Source:Study Findings (2020) 
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4.4 The Relationship Between Board Composition and Capital Structure of the 

SMEs 

4.4.1 Own Capital 

The assessment of the relationship between board composition and capital structure 

of the SMEs using own capital as dependent variable. The LagrangianMultiplier test 

was initially employed to check if there is panel effect in the model.  Table 4.8 

describes the null hypothesis in the LM test thatisvariance across the entities is zero. 

This means that there is no significance difference across the units (i.e. no panel 

effect). Meanwhile the P-value (0.0001) from table 4.8 was less than 0.05 this 

implies that the null hypothesis was rejected and the alternative hypothesis was 

accepted. This implies that there is significance difference across the units (i.e. there 

is panel effect). Since the p<0.05 fixed effect model is present and appropriate model 

for assessing the relationship between board composition and capital structure of the 

SMEs in the country and not the pooled regression analysis. 

Table 4.8: Breusch and Pagan Lagrangian Multiplier Test for Fixed Effects 

Estimated results: 

    Var Sd 

Own Capital 0.0282933 0.168206 

E 0.0218907 0.147955 

U 0.0000 0.000 

Var(u)=0 

  Test:  chibar2(01) = 7.651 

  Prob>chibar2= 0.0001 

Source: Study Findings (2020) 

Furthermore, the Hausman test for fixed versus random effect model was employed 

for the purpose of identifying which model is appropriate for estimating the 

assessment of the relationship between board composition and capital structure of the 

SMEs. The result from table 4.9 show that the fixed effect model was presentsince 

p<0.05 and the model is appropriate for assessing the relationship between board 

composition and capital structure of the SMEs. 
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Table 4.9: Hausman Specification Test 

Variable Coefficient Difference Standard error 

 

b B b-B Sqrt(diag(V_b-V_B)) 

  Fixed Random 

 

S.E. 

BC -0.0020111 -0.00212 0.000109 0.0004441 

NEDs -0.0112523 -0.00532 -0.00593 0.0003968 

BS 0.0575717 0.133496 -0.07592 . 

ROA 0.0090537 0.000606 0.008447 0.0030864 

Profit -0.023073 -0.00104 -0.02203 0.0156582 

Chi-square test value 296.41 

   P-value 0.0000 

   Source: Study Findings (2020) 

4.4.2 Short term Debt (STD) 

The model with short term debt as dependent variable between board composition 

and capital structure of the SMEs, before developing the model, The LM test was 

initially hired to check if there is panel effect in the model.  Table 4.10 describe the 

null hypothesis in the LM test is that variance across the entities is zero. This implies 

that there is no significance difference across the units (i.e. no panel effect). 

Meanwhile the P-value (0.000) from table 4.10 was less than 0.05 this implies that 

the null hypothesis was rejected and the alternative hypothesis was accepted. This 

implies that there is significance difference across the units (i.e. there is panel effect). 

Since the p<0.05 fixed effect model is present. Therefore the model is appropriate for 

assessing the relationship between board composition and capital structure of the 

SMEs in the country and not the pooled regression analysis. 
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Table 4.10: Breusch and Pagan Lagrangian Multiplier Test for Fixed Effects 

Estimated Results:     

  Var Sd 

 

0.0669728 0.258791 

E 0.0354357 0.188244 

U 0.0000 0.0000 

Var(u)=0 

  Test:   chibar2(01) = 0 

  Prob>chibar2= 1 

Source: Study Findings (2020) 

Table 4.11 display the Hausmann test for fixed versus random effect model was 

employed for the purpose of identifying which model is appropriate for estimating 

the assessment of the relationship between board composition and capital structure of 

the SMEs for Short term debt. Since the p<0.05fixed effect model is present and 

appropriate for assessing the relationship between board composition and capital 

structure of the SMEs. 

Table 4.11: Hausman Specification Test 

Variable Coefficient Difference Standard error 

 

b B b-B sqrt(diag(V_b-V_B)) 

  Fixed Random   S.E. 

BC 0.0168278 0.009727 0.007101 0.0007915 

NEDs 0.0280224 0.019054 0.008968 0.0006724 

BS 0.0941814 0.163392 -0.06921 0.0035576 

ROA -0.0011773 -0.00665 0.005472 0.0039931 

Profit 0.0334657 0.013373 0.020093 0.0200559 

Chi-square test value -739.83       

P-value 0.000       

Source: Study Findings (2020) 

4.4.3Long Term Debt 

Before developing the model, The LM test was initially hired to check if there is 

panel effect in the model.  Table 4.12 describe the null hypothesis in the LM test is 
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that variance across the entities is zero. This implies that there is no significance 

difference across the units (i.e. no panel effect). Meanwhile the P-value (0.000) from 

table 4.12 was less than 0.05 this implies that the null hypothesis was rejected and 

the alternative hypothesis was accepted. This implies that there is significance 

difference across the units (i.e. there is panel effect). Since p<0.05, this implies that 

heteroscedasticity is not present. Therefore, fixed effect model is appropriate for 

assessing the relationship between board composition and capital structure of the 

SMEs in the country and not the pooled regression analysis. 

Table 4.12: Breusch and Pagan Test for Fixed Effects 

Estimated Results     

  Var Sd 

 

0.1403688 0.374658 

E 0.1116169 0.334091 

U 0.000 0.00 

Var(u)=0 

  Test:   chibar2(01) = 0 

  Prob>chibar2= 1 

Source: Study Findings (2020) 

Table 4.13 display the Hausman test for fixed versus random effect model was 

employed for the purpose of identifying which model is appropriate for estimating 

the assessment of the relationship between board composition and capital structure of 

the SMEs for Short term debt. The result from table 4.12 show that the fixed effect 

model is present since the p<0.05. However, this is not the problem with a large 

number of cases over few years.  
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Table 4.13: Hausman Specification Test 

Variable Coefficient Difference Standard Error 

 

b B b-B sqrt(diag(V_b-V_B)) 

  Fixed Random 

 

S.E. 

BC 0.0049507 0.003194 0.001757 0.0017747 

NEDs -0.0454464 -0.03191 -0.01354 0.001476 

BS 0.3510609 0.447085 -0.09602 0.0134793 

ROA 0.007583 0.001526 0.006057 0.007227 

Profit -0.0522309 -0.00121 -0.05102 0.0358815 

Chi-square test value 158.94 

   P-value 0.0000 

   Source: Study Findings (2020) 

4.4.4 Results for the Regression of Fixed Model 

Table 4.14 display the fixed effect model used to assess the relationship between 

board composition and capital structure of the SMEs in Tanzania. The result in 

Model (1) indicates that independent variables included in the model. Board of 

directors, non-executive of board directors and profit has negative associations to 

capital structure of the SME’s of SMEs. However, NEDs had significance impact on 

own capital, which shows the variations of unity increase of non-executive directors 

number will results to 1.1% decrease of own capital on board structure of SMEs. 

These were explained by the explanatory variables included in the model. Further 

business size and return on asset has positive associations with own capital, and 

among this business size had significance influence on the capital structure (own 

capital) of (F = 21.210, P < 0.000). 

The results in Model (2) reveal relationship between board composition and capital 

structure of the SMEs in Tanzania. The result indicates that independent variables 

included in the model. Number of board members, business size and Non-executive 

directors had positive associations to capital structure of the SME’s.Furthermore 

board of directors, business size and non-executive directors had significance 

relationship on short term debt, which shows the variations of unity increase of board 

of directors (BC), Business size (BS) and Non-executive directors will results to 

1.7%, 9.4% and 2.8% respectively increase of short term debt on capital structure of 
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SMEs. This was explained by the explanatory variables included in the model. 

Further return on asset has negative associations with short term debt, while profit 

has positive associations although both of them are not significant in influencing the 

relationship between board compositions and capital structure. However in general 

the model can be concluded that there is relationship between board compositions 

and capital structure. 

The model (3) long term debt indicates that independent variables included in the 

model.  Board of directors, business size, and return on asset, had positive 

associations to capital structure of the SME’s. Meanwhile profit had negative 

associations to capital structure. Also non-executive board of directors had a 

significant negative relationship with capital structure, which shows the variations of 

unity increase of non-executive directors lead to decrease of 4.5% long term debt on 

capital structure. However business size will result to increase by 3.51% on long 

term debt on capital structure of SMEs. These were explained by the explanatory 

variables included in the model. Nevertheless the model concludes that there is 

relationship between board compositions and capital structure, long term debt as 

dependent (F = 63.052, P < 0.000). 

This implies that board composition in terms of distribution of executive directors 

and non-executive directors has significant positive influence on capital structure of 

SMEs specifically on own capital and short term debt while negative influence on 

long term debt.The findings are consistent with Ranti, (2013), who found out that, 

non-executive directors improve the capacity of a firm to ensure itself against the 

outer condition, decrease vulnerability, or co-pick assets, increment capacity to raise 

reserves, company's status and acknowledgment. The extent of outside chiefs is 

accepted to correlate with a high leverage level.  

However the findings are contrary to Almania, (2017)who found a negative 

relationship between non-executive directors’ number and the capital structure. He 

argued that outside directors tend to monitor managers actively, causing them to 

adopt lower leverage. On the contrary, Abor (2007) found that firms with higher 

leverage have larger number of outside directors than those with low leverage. 
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Table 4.14: Board Composition and Capital Structure of the SMEs (Fixed 

Effect Model) 

 (1) (2) (3) 

VARIABLES Own Capital STD LTD 

    

BC -0.002 .017*** .005 

NEDs -0.011*** .028*** -.045*** 

SME_AGE 0.000 0.00 0.00 

BS .0580*** .094*** .351*** 

ROA .0090** -.001 .008 

Profit -.0230 .033 -.052 

Constant 1.131*** -.512 1.954*** 

Observations 1192 1192 1192 

Mean dependent var 0.674 0.616 0.955 

R-squared  0.119 0.533 0.286 

F-test   21.210 179.805 63.052 

Prob> F 0.000 0.000 0.000 

 

This table presents the relapse results for cost of obligation utilizing fixed effect 

assessment for the period carrying 2017-2019 for SMEs in the Tanzania. P-Values 

appeared in the brackets. ***, ** and *indicate hugeness at the 1%, 5% and 10% 

separately and the demonstrative test measurements. Taking everything into account, 

it was discovered that, no proof of heteroscedasticity as per white test. Test for 

second-request sequential relationship in the first differenced residuals, 

asymptotically dispersed as N (0,1) under the null of “no serial correlation”. 

4.4.5 Results for the Regression of GMM Model 

Table 4.15 displays the regression results of the GMM on the relationship between 

the board composition and capital structure of the SME’s in Tanzania. Based on the 

results, the underlying conditions of the GMM diagnostic tests are satisfied. First of 

all, the P-value of the Hansen statistics suggests the validity of the GMM estimates. 

However the second-order serial correlation is absent, as shown by the P-value of the 

AR (2) test. The difference in the Hansen test confirms the erogeneity of the 
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instrument subsets, and the Sargan test of override. Restrictions statistics reveal the 

joint significance of the explanatory variables in predicting the dependent variable.  

The  model 1(Own Capital) GMM estimator of the coefficients, board directors had 

negative associations to capital structure, which indicate the increase on unity in 

boards of directors (BC) leads to decrease of 7.5% of the own capital in the capital 

structure. The coefficient of non-executive directors, SME’s age, board size (BS) and 

profit is positive and insignificant.  This evidence shows that as the non-executive 

directors number, SME’s age, board size (BS) and profit in the country listed SME’s 

grows, theown capital level increases. In this case, the GMM model appears not 

suitable to measure the relationship between board composition and capital structure 

of the SME’s in Tanzania because their coefficients estimates of the variable are 

insignificant at 5% Level of significance.  Therefore, this implies that the Tanzanian 

SME’s have a significant relationship between  board compositions and capital 

structure in fixed model analysis while in GMM system model its relationships to 

capital structure is insignificant. 

Model (2) Short-term debt are underlying conditions of the GMM diagnostic tests are 

satisfied since the P-value of the Hansen statistics suggests the validity of the GMM 

estimates. Furthermore the second-order serial correlation is absent, as shown by the 

P-value of the AR (2) test. The difference in the Hansen test confirms the erogeneity 

of the instrument subsets, and the Sargan test of override. Restrictions statistics 

reveal the joint significance of the explanatory variables in predicting the dependent 

variable.  Concerning the GMM estimates of the coefficients, had board of directors 

had negative associations to capital structure, which indicate the increase on unit 

number in boards of directors (BC) leads to decrease of 8.6% of Short term Debt on 

capital structure. The coefficient of non-executives directors, SME’s age, board size 

(BS) and profit is positive and insignificant.   This evidence shows that as the Non 

Number of Board Directors, SME’s age, board size (BS) and Profit of SME’s grows 

their short-term debt level increases. In this case, the GMM model appears not 

suitable to measure the relationship between board composition and capital structure 

of the SME’s in the country because their coefficients estimates of the variable are 

insignificant at 5% level of significance.  Therefore, this implies that the SME’s are 

having a significant relationship between   board compositions and capital structure 
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in fixed effect model analysis while in GMM system model its relationships to 

capital structure is insignificant. 

The Model (3) LTD the regression results of the system GMM on the results, the 

underlying conditions of the GMM diagnostic tests are satisfied because their P-

value of the Hansen statistics suggests the validity of the GMM estimates. The 

second-order serial correlation is absent, as shown by the P-value of the AR (2) test. 

The difference in the Hansen test confirms the erogeneity of the instrument subsets, 

and the Sargan test of override. Restrictions statistics reveal the joint significance of 

the explanatory variables in predicting the dependent variable. GMM estimator of the 

coefficients, had board of directors, non-executive directors had negative 

associations to capital structure, which indicate the increase on unity number of 

boards directors (BC) and non-Board directors results to decrease of 1.64%, 3.35% 

respectively of Long term Debt on capital structure. The coefficient of SME’s age, 

Business Size (BS), Return on Assert (ROA) and profitspositive and insignificant. 

GMM model in this category appears not suitable to measure the relationship 

between board composition and capital structure of the SME’s in the country because 

their Coefficients estimates of the variable are insignificant at 5% Level of 

significance.  Therefore, this implies that the Tanzania SME’s are having a 

significant relationship between  board compositions and capital structure in fixed 

model analysis while in GMM system model its relationships to capital structure is 

insignificance. 

Generally this implies that board compositions has insignificant influence on own 

capital and long term debt while significant influence exist with short term debt. The 

findings concurs withAlmania (2017) who found out that, board compositions did 

not have significance association with short term debt and equity while long term 

debt had significant influence due to the nature of financial charges attached to it. 
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Table 4.15: Board Composition and Capital Structure of the SMEs (GMM 

model) 

 (1) (2) (3) 

VARIABLES Own Capital STD LTD 

    

BC -0.0753 -0.0856 -0.164 

 (0.164) (0.400) (0.457) 

NEDs 0.00240 0.0925 -0.0328 

 (0.0627) (0.153) (0.175) 

SME_AGE 0.240 0.624 0.721 

 (0.789) (1.921) (2.195) 

BS 0.629 0.838 1.821 

 (1.209) (2.944) (3.364) 

ROA 0.226 0.633 0.660 

 (0.756) (1.841) (2.105) 

Profit 0.331 0.938 1.023 

 (1.128) (2.748) (3.141) 

Constant -7.239 -22.79 -23.39 

 (27.12) (66.06) (75.50) 

    

Observations 1,192 1,192 1,192 

Number of SMEs_id 400 400 400 

    

Hausman 0.000 0.000 0.00 

Sagan test 5.869 3.43 6.78 

P-value 0.03 0.00 0.012 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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4.5 Effect of Board Size on Capital Structure of the SMEs 

4.5.1 Own Capital 

Before employed the panel model such as the fixed effect model or the random effect 

model always the Breusch and Pagan Lagrangian multiplier test for random effects 

(LM) test was first employed to assess whether the pooled ordinary least square 

regression under the robust standard error is appropriate versus the panel models (i.e. 

fixed effect model or the random effect model).The null hypothesis is that there is no 

random individual heterogeneity existing in the data(i.e. the pooled ordinary least 

square regression under the robust standard error is appropriate).The findings from 

table 4.16 show that the p-value(0.00) was less than the level of significance given 

0.05 then the null hypothesis is rejected that is the  pooled ordinary least square 

regression under the robust standard error is appropriate and conclude that the model 

has the panel effects so this implies that there is the need of employing either fixed or 

random effect model since these model provides the unbiased and consistent 

estimators when there is panel effects. 

Table 4.16: Breusch and Pagan Lagrangian Multiplier Test for Fixed Effects 

Estimated results:     

  Var Sd 

Own Capital 0.0282933 0.168206 

E 0.0222853 0.149283 

U 0 0 

Var(u)=0 

  Test:   chibar2(01) = 15.23 

  Prob>chibar2= 0.000 

Source: Study Findings (2020) 

Before employing whether the fixed effect model or the random effect model always 

after Hausman specification test is always first employed in order to assess whether 

their correlation between repressors and the error component in random effect model 

so as do decide which one appropriate model between the random effect model and 

the fixed effect model. In this test statistics the null hypothesis is that there is no 

correlation between repressors and the error component in random (i.e. random 

effects model is appropriate model). From table 4.17 above show that the  p-
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value(0.000) which is less than the level of significance 0.05 the null hypothesis is 

reject that there is no correlation between repressors and the error component and 

conclude that there isno endogeneity in the fixed effects model. Therefore since 

p<0.05the fixed effect model is appropriate model and this model provides consistent 

and unbiased estimator and the parameter of this model converge to the true value. 

Table 4.17: Hausman Specification Test 

Variable Coefficient Difference Standard error 

 

b B b-B sqrt(diag(V_b-V_B)) 

  Fixed Random   S.E. 

BC 0.0049507 0.003194 0.001757 0.0017747 

NEDs -0.0454464 -0.03191 -0.01354 0.001476 

BS 0.3510609 0.447085 -0.09602 0.0134793 

ROA 0.007583 0.001526 0.006057 0.007227 

Chi-square test value 158.94       

P-value 0.0000       

Source: Study Findings (2020) 

4.5.2 Long Short Debt 

It is recommended to employ the panel model such as the fixed effect model or the 

random effect model always after theBreusch and Pagan Lagrangian multiplier test 

for random effects (LM) test was first employed to assess whether the pooled 

ordinary least square regression under the robust standard error is appropriate versus 

the panel models (i.e. fixed effect model or the random effect model).The null 

hypothesis is that there is no random individual heterogeneity existing in the data(i.e. 

the pooled ordinary least square regression under the robust standard error is 

appropriate).The findings table 4.18 show that the p-value(0.00) was less than the 

level of significance given 0.05 then the null hypothesis is rejected that is the  pooled 

ordinary least square regression under the robust standard error is appropriate and 

conclude that the model has the panel effects so this implies that there is the need of 

employing the fixed effect model since these model provides the unbiased and 

consistent estimators when there is panel effects. 
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Table 4.18: Breusch and Pagan Lagrangian Multiplier Test for Fixed Effects 

Estimated results:     

  Var Sd 

LTD 0.1403688 0.374658 

E 0.1240382 0.352191 

U 0 0 

Var(u)=0 

  Test:  chibar2(01) = 12.34 

  Prob>chibar2= 0.001 

Source: Study Findings (2020) 

It is recommended to test was whether the fixed effect model or the random effect 

model is appropriate. Always the Hausman specification test is always first 

employed in order to assess whether their correlation between regressors and the 

error component in random effect model so as do decide which one appropriate 

model between the random effect model and the fixed effect model. In this test 

statistics the null hypothesis is that there is no correlation between regressors and the 

error component in random (i.e. random effects model is appropriate model). From 

table 4.19 above show that the s p-value(0.000) which is less than the level of 

significance 0.05 the null hypothesis is reject that there is no correlation between 

regressors and the error component and conclude that there is noendogeneity in the 

model so that this implies that the fixed effect model is appropriate model and this 

model provides consistent and unbiased estimator and the parameter of this model 

converge to the true value. 
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Table 4.19: Hausman Specification Test 

Variable Coefficient Difference Standard error 

 

b B b-B sqrt(diag(V_b-V_B)) 

  Fixed Random   S.E. 

BC -0.024271 -0.01714 -0.00713 0.0011955 

BS 0.4697685 0.524529 -0.05476 0.0148731 

ROA 0.0071568 0.000952 0.006205 0.0076932 

Profit -0.0417545 -0.00572 -0.03604 0.0379656 

Chi-square test value 95.07       

P-value 0       

Source: Study Findings (2020) 

4.5.3 Short term Debt 

Before employing the panel model such as the fixed effect model or the random 

effect model always the Breusch and Pagan Lagrangian Multiplier test for random 

effects (LM) first employed to assess whether the pooled ordinary least square 

regression under the robust standard error is appropriate versus the panel models (i.e. 

fixed effect model or the random effect model). The null hypothesis is that there is 

no random individual heterogeneity existing in the data(i.e. the pooled ordinary least 

square regression under the robust standard error is appropriate). The findings table 

4.20 show that the p-value(0.00) was less than the level of significance given 0.05 

then the null hypothesis is rejected that is the pooled ordinary least square regression 

under the robust standard error is appropriate and conclude that the fixed effect 

model is appropriate since the p<0.05, model provides the unbiased and consistent 

estimators when there is panel effects. 
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Table 4.20: Breusch and Pagan Lagrangian Multiplier Test for Fixed Effects 

Estimated results:     

  Var Sd 

 

0.0669728 0.258791 

E 0.0360106 0.189765 

U 0 0 

Var(u)=0 

  Test:   chibar2(01) = 0 

  Prob>chibar2= 1 

Source: Study Findings (2020) 

Before employing whether the fixed effect model or the random effect model the 

Hausman specification test is first employed in order to assess whether 

thereiscorrelation between regressors and the error component in random effect 

model so as do decide which one appropriate model between the random effect 

model and the fixed effect model. In this test statistics the null hypothesis is that 

there is no correlation between regressors and the error component in random (i.e. 

random effects model is appropriate model). From table 4.21 above the p-valuewhich 

is less than the level of significance 0.05 the null hypothesis is reject that there is no 

correlation between regressors and the error component and conclude that there is no 

no endogeneity in the model. Since the p<0.05 fixed effect is present, therefore the 

model is appropriate to provide consistent and unbiased estimator and the parameter 

of this model converge to the true value. 
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Table 4.21: Hausman Specification Test 

Variable Coefficient Difference standard error 

 

B B b-B sqrt(diag(V_b-V_B)) 

  Fixed Random 

 

S.E. 

NEDs 0.0233188 0.01513 0.008188 0.0005323 

BS 0.0678131 0.142815 -0.075 0.002129 

ROA -0.0010826 -0.0065 0.005415 0.0040315 

Profit 0.0311386 0.01457 0.016569 0.0202236 

Chi-square test value -7218.36 

   P-value 0.0000 

   Source: Study Findings (2020) 

4.5.4 Results for the Regression of Fixed Model 

Fixed effect model was used to determine the effect of board size on capital structure 

(Own Capital component) of SMEs in Tanzania. Results in the table 4.22 indicate 

that explanatory variables included in the model were good predictors of the capital 

structure of SMEs. About 3.5 % of variations in capital structure (own capital 

component) of SMEs were explained by the independent variables included in the 

model. Results further indicated that independent variables included in the model 

collectively had a significant influence on the capital structure(Own Capital)  of 

SMEs (F-value=7.13 ,P < 0.001).The explanatory variable (profit) did not 

significantly influence capital structure (Own Capital) of SMEs in the study area 

while the explanatory variables significantly influenced capital structure of 

SMEs(own Capital).Board size was statistically significant (P< 0.001) and had a 

negative influence on capital structure of SMEs(Own Capital) with regression 

coefficient of -0.00646 implying that for each number increase in capital structure 

(Own Capital) of SMEs decrease by 0.00646 percentage. Business size of the firm 

was statistically significant (P< 0.01) and had a coefficient of 0.0487 implying that, 

for each percent increase in business size the capital structure (Own Capital) of 

SMEs increased by 0.0487 percent. Return on assert of the SMEs was statistically 

significantly (P< 0.01) and had a coefficient of 0.0099 implying that, for each 

percent increase in return of assert of SMEs the capital structure of the SMEs 

increased by 0.0099 percent. 
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Fixed effect model was used to determine the effect of board size on capital structure 

(Short term loan) of SMEs in Tanzania. Result in the table 4.22indicates that 

explanatory variables included in the model were good predictors of the capital 

structure of SMEs. About 36.3% of variations in capital structure of SMEs were 

explained by the independent variables included in the model. Results further 

indicated that independent variables included in the model collectively had a 

significant influence on the capital structure of SMEs (F-value= 112.31, P < 

0.001).The explanatory variable (return on asset) did not significantly influenced 

capital structure (Short term debt) of SMEs in the study area while the explanatory 

variables significantly influenced capital structure of SMEs (Short term debt). Board 

size was statistically significant (P< 0.001) and had a positive influence on capital 

structure of SMEs (short term debt) with regression coefficient of 0.0279 implying 

that for each increase of one member of board the capital structure of SMEs increase 

by 0.0279 percentage. Business size was statistically significant (P< 0.01) and had a 

coefficient of 0.116 implying that, for each percent increase in business the capital 

structure of SMEs (Short term debt) increased by 0.116 percent. The profit of the 

SMEs was statistically significantly (P< 0.01) and had a coefficient of -0.0595 

implying that, for each percent increase profit the capital structure of SMEs (Short 

term debt) decreased by 0.0595 percent 

Fixed effect model was used to determine the effect of board size on capital structure 

(Long term debt) of SMEs in Tanzania. Result in the table 4.22 indicates that 

explanatory variables included in the model were good predictors of the capital 

structure of SMEs. About 6.9 % of variations in capital structure of SMEs were 

explained by the independent variables included in the model. Results further 

indicated that independent variables included in the model collectively had a 

significant influence on the capital structure of SMEs (F-value= 14.54, P < 

0.001).The explanatory variable (profit, business size and return on assert) did not 

significantly influence the capital structure (Long term loan) of SMEs in the study 

area while the explanatory variables significantly influenced capital structure of 

SMEs (Long term loan).  Board size was statistically significant (P< 0.001) and had a 

negative influence on capital structure of SMEs (Long term debt) with regression 

coefficient of -0.0130 implying that for each increase of one member in the capital 
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structure of SMEs decrease by 0.0130 percentage. This implies that, board size had 

significant negative influence on equity, and long term debt while positive 

relationship with short term debt. The findings are contrary to Ranti (2013) that firms 

with larger board size have low leverage. It is assumed that a larger board size causes 

strong pressure from the board to managers to reduce leverage and increase 

performance. However the finding consistent with Almania, (2017) argues that firms 

with high leverage (debt ratio) have larger boards. Their arguments show that larger 

boards pursue high leverage to raise company value and that larger boards face 

difficulties in reaching consensus in decision making due to conflicts caused by a big 

size of the board which weaken the corporate governance and increase leverage. This 

implies that cost of debt is lowered with larger board as creditors consider firms with 

larger boards because they have more effective monitoring of finances. 

Business size was statistically significantly (P< 0.01) and had a coefficient of 0.315 

implying that, for each percent increase in business size the capital structure of SMEs 

(Long term loan) increased by 0.315 percent. The profit of the SMEs was statistically 

significantly (P< 0.01) and had a coefficient of -0.0945 implying that, for each 

percent increase profit the capital structure of SMEs (Long term loan) decreased by 

0.0945 percent. 
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Table 4.22: Effect of Board Size on Capital Structure of SMEs (Fixed Effect 

Model) 

 (1) (2) (3) 

VARIABLES Own Capital STD LTD 

    

BC -0.00646*** 0.0279*** -0.0130*** 

 (0.00159) (0.00226) (0.00393) 

SME_AGE 0.00427 0.00518 0.03445 

 (0.04576) (0.06496) (0.08695) 

BS -0.0487*** 0.116*** -0.315*** 

 (0.0173) (0.0245) (0.0425) 

ROA 0.00990** -0.00328 0.0110 

 (0.00386) (0.00548) (0.00950) 

Profit -0.0335* -0.0595** -0.0945** 

 (0.0177) (0.0251) (0.0435) 

Constant 1.219*** -0.731* 2.310*** 

 (0.279) (0.396) (0.687) 

    

Observations 1,192 1,192 1,192 

R-squared 0.035 0.363 0.069 

Number of SME_id 400 400 400 

F (5,1192) 7.13 112.31 14.54 

 

This table presents the relapse results for cost of obligation utilizing fixed impacts 

assessment for the period covering 2017-2019 for SMEs in the Tanzania. P-Values 

appearing in the enclosures.“***”, “**” and “*”indicate criticalness at the 1%, 5% 

and 10% individually and the analytic test measurements. Taking everything into 

account and discovered that no proof of heteroscedasticity as indicated by white test. 

Test for second-request sequential relationship in the first differenced residuals, 

asymptotically appropriated as N (0,1) under the null of no serial correlation 
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4.5.5 Results for the Regression of GMM Model 

Generalized system of moment model was used to determine the effect of board size 

on capital structure (own capital) of SMEs in Tanzania. Based on the results, the 

underlying conditions of the GMM diagnostic tests are satisfied. First of all, the P-

value of the Hansen statistics suggests the validity of the GMM estimates. 

Furthermore, in table 4.23 second-order serial correlation is absent, as shown by the 

P-value of the Sargan test. The difference in the Hausman test confirms the 

erogeneity of the instrument subsets, and the Sargan test of override.Result in the 

table 4.23 indicates that the explanatory variables (Business age, return on own 

capital and profit did not significantly influenced capital structure (own capital) of 

SMEs in the study area while the explanatory variables significantly influenced 

capital structure of SMEs(own capital).Board size was statistically significant (P< 

0.001) and had a negative influence on capital structure of SMEs(own capital) with 

regression coefficient of -0.0691 implying that for each number board member 

increase decrease capital structure(own capital) of SMEs by -0.0691 percentage. 

Business size was statistically significant (P< 0.001) and had a positive influence on 

capital structure of SMEs (own capital) with regression coefficient of 0.583 implying 

that for each percent increase in business size, the capital structure(own capital) of 

SMEs increased by 0.583 percentages. 

Generalized system of moment model was used to determine the effect of board size 

on capital structure (Short term loan) of SMEs in Tanzania. Based on the results, the 

underlying conditions of the GMM diagnostic tests are satisfied. First of all, the P-

value of the Hansen statistics suggests the validity of the GMM estimates. 

Furthermore, in table 4.23 second-order serial correlation is absent, as shown by the 

P-value of the AR (2) test. The difference in the Hansen test confirms the erogeneity 

of the instrument subsets, and the Sargan test of override.  Result in the table 4.23 

indicates that the explanatory variables (Business age, return on Own Capital and 

profit) did not significantly influenced capital structure (Short term loan) of SMEs in 

the study area while the explanatory variables significantly influenced capital 

structure of SMEs (long term debt). Board size was statistically significant (P< 

0.001) and had a positive influence on capital structure of SMEs (Short term loan) 

with regression coefficient of 0.154 implying that for each number board member 
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increase capital structure (short term loan) of SMEs increased by 0.154 percentage. 

Business size statistically significant (P< 0.001) and had a positive influence on 

capital structure of SMEs (Short term loan) with regression coefficient of 0.924 

implying that for each percent increase in business size the capital structure (long 

term loan) of SMEs increased by 0.924 percentages. 

Generalized system of moment model used to determine the effect of board size on 

capital structure (Long term loan) of SMEs in Tanzania. Based on the results, the 

underlying conditions of the GMM diagnostic tests are satisfied. First of all, the P-

value of the Hansen statistics suggests the validity of the GMM estimates. 

Furthermore, in table 4.23 second-order serial correlation is absent, as shown by the 

P-value of the AR (2) test. The difference in the Hansen test confirms the exogeneity 

of the instrument subsets, and the Sargan test of override. Result in the board size 

was statistically significant (P< 0.001) and had a negative influence on capital 

structure of SMEs (Long term loan) with regression coefficient of -0.249implying 

that for each number of board member increase, decrease in capital structure (Long 

term loan) of SMEs by 0.249 percentage. Business size was statistically significant 

(P< 0.001) and had a positive influence on capital structure of SMEs (Long term 

debt) with regression coefficient of 2.444 implying that for each percent increase in 

business size increased the capital structure(Own Capital) of SMEsincreased by 

2.444 percent. 
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Table 4.23: Effect of Board Size on Capital Structure of the SMEs (GMM Effect 

Model) 

 (1) (2) (3) 

VARIABLES Own Capital STD LTD 

    

BC -0.0691*** 0.154*** -0.249*** 

 (0.0219) (0.0291) (0.0921) 

SME_AGE 0.219 -0.210 1.016 

 (0.507) (0.674) (2.138) 

BS -0.583*** 0.924*** -2.444*** 

 (0.175) (0.233) (0.739) 

ROA 0.206 -0.127 0.928 

 (0.511) (0.679) (2.153) 

Profit 0.304 -0.0853 1.385 

 (0.821) (1.091) (3.458) 

Constant -6.558 3.492 -32.69 

 (18.86) (25.07) (79.49) 

    

Observations 1,192 1,192 1,192 

Number of sme_id 400 400 400 

Sagan test 5.869 3.43 6.78 

P-value 0.03 0.00 0.012 

Hausman 0.000 0.000 0.00 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

4.6 Relationship between the Number of Non-Executive Directors (NEDS) and 

Capital Structure 

4.6.1 Own Capital 

The assessment of the relationship between the number of non-executive directors 

(NEDs) and capital structure for own capital as dependent variable. The LM test was 

initially employed to check if there is panel effect in the model.  Table 4.24 describe 

the null hypothesis in the LM test is that variance across the entities is zero. This 
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indicates that there is no significance difference across the units (i.e. no panel effect). 

Meanwhile the P-value (0.000) from table 4.24 was less than 0.05. Since p<0.05 

fixed is present, therefore fixed effect model is appropriate for assessing the 

relationship between board composition and capital structure (own capital) of the 

SMEs in the country and not the pooled regression analysis. 

Table 4.24: Breusch and Pagan Lagrangian Multiplier Test for Fixed Effects 

Estimated Results: 

    Var sd 

Own Capital 0.0282933 0.168206 

E 0.0239426 0.154734 

U 0 0 

Var(u)=0 

  Test:   chibar2(01) = 12.56 

 

Prob>chibar2= 0.000 

Own Capital [sme_id, t] = Xb + u[sme_id] + e [sme_id, t] 

Source: Study Findings (2020) 

Table 4.25 display the test for fixed versus random effect model employed for the 

purpose of identifying which model is appropriate for estimating the assessment of 

the relationship between board composition and capital structure of the SMEs 

(equity). This show that the fixed effect model was employed because p<0.05. 
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Table 4.25: Hausman Specification Test 

Variable Coefficient Difference Standard Error 

 

B B b-B sqrt(diag(V_b-V_B)) 

  Fixed Random 

 

S.E. 

NEDs -0.0064590 -0.00468 -0.00178 0.0006908 

BS 0.0486698 0.123571 -0.0749 0.0032495 

ROA 0.0098971 0.000191 0.009706 0.0032772 

Profit -0.0335406 -0.00185 -0.03169 0.0164282 

Chi-square test value 1067.838 

   P-value 0.000000 

   Source: Study Findings (2020) 

4.6.2 Short Term Debt 

Table 4.26 display the relationship between the number of non-executive directors 

(NEDs) and Capital Structure. The LM test was primarily hired to check if there is 

panel effect in the model.  The result described in table 4.26 the null hypothesis in 

the LM test is that variance across the entities is zero. This implies that there is no 

significance difference across the units (i.e. no panel effect). Since the p <0.05 fixed 

effect model is present and the model is appropriate for assessing the relationship 

between board composition and capital structure of the SMEs (STD) in the country 

and not the pooled regression analysis. 
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Table 4.26: Breusch and Pagan Lagrangian Multiplier Test for Fixed Effects 

Estimated results: 

 

  

  Var Sd 

Own Capital 0.0669728 0.258791 

E 0.048289 0.219748 

U 0 0 

Var(u)=0 

  Test:  chibar2(01) = 0 

  Prob>chibar2= 1 

Own Capital [sme_id, t] = Xb + u[sme_id] + e [sme_id, t] 

Source: Study Findings (2020) 

Furthermore, table 4.27 the Hausman test for fixed versus random effect model was 

employed for the purpose of identifying which model is appropriate for estimating 

the assessment of the relationship between the number of non-executive directors 

(NEDs) and capital structure. The result from table 4.27 show that the fixed effect 

model was employed since the p <0.05. 

Table 4.27: Hausman Specification Test 

Variable Coefficient Difference Standard Error 

 

B B b-B sqrt(diag(V_b-V_B)) 

  Fixed Random 

 

S.E. 

NEDs 0.0279048 0.018912 0.008993 0.0013003 

BS 0.1163506 0.198952 -0.0826 0.0110721 

ROA -0.0032777 -0.00516 0.001885 0.0048082 

Profit 0.059534 0.016269 0.043265 0.0236479 

Chi-square test value 78.42 

   P-value 0.000 

   Source: Study Findings (2020) 
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4.6.3 Long term Debt 

The assessment of the relationship between the number of non-executive directors 

(NEDs) and capital structure. The LM test was initially employed to check if there is 

panel effect in the model.  Table 4.28 describe the null hypothesis in the LM test that 

variance across the entities is zero. This implies that there is no significance 

difference across the units (i.e. no panel effect). Since the p<0.05 fixed effect is 

present, therefore fixed effect model  is appropriate for assessing the relationship 

between board composition and capital structure of the SMEs (LTD) in the country 

and not the pooled regression analysis. 

Table 4.28: Breusch and Pagan Lagrangian Multiplier test for Fixed Effects 

Estimated results:     

  Var sd 

Own Capital 0.1403688 0.374658 

E 0.1454 0.381314 

U 0 0 

Var(u)=0 

  Test:   chibar2(01) = 0 

  Prob>chibar2= 1 

Own Capital [sme_id, t] = Xb + u[sme_id] + e [sme_id, t] 

Source: Study Findings (2020) 

Table 4.29Hausman test for fixed versus random effect model was employed for the 

purpose of identifying which model is appropriate for estimating the assessment of 

the relationship between the number of non-executive directors (NEDS) and capital 

structure in Tanzania. The result from table 4.29 show that the fixed effect model 

will be employed since the probability (Prob>chi2 = 0.000) is less than the level of 

the significance that is 0.05. 
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Table 4.29: Hausman Specification Test 

Variable Coefficient Difference Standard Error 

 

 

b B b-B sqrt(diag(V_b-V_B)) 

  Fixed Random 

 

S.E. 

NEDs -0.0130137 -0.01219 -0.00083 0.0023988 

BS 0.3151071 0.387532 -0.07243 0.0214798 

ROA 0.0109895 -0.00096 0.011954 0.0084226 

Profit -0.0945081 -0.00606 -0.08844 0.0411997 

Chi-square test value 35.54 

   P-value 0.000 

   
Source: Study Findings (2020) 

4.6.4 Results for the Regression of Fixed Model 

Fixed effect model was used to determine the effect of Number of Non-Executive 

Directors on capital structure (Short term debt component) of SMEs in Tanzania. 

Result in the table 4.30indicates that explanatory variables included in the model 

were good predictors of the capital structure of SMEs. About 52.5 % of variations in 

capital structure of SMEs were explained by the independent variables included in 

the model. Results further indicated that independent variables included in the model 

collectively had a significant influence on the capital structure of SMEs (F-value= 

47.54, P < 0.001).The explanatory variable (return on assert, business age and profit) 

did not significantly influenced capital structure (Short term debt) of SMEs in the 

study area while the explanatory variables significantly influenced capital structure 

of SMEs (Short term debt).Number of non-executive directorswas statistically 

significant (P< 0.001) and had a positive influence on capital structure of SMEs 

(short term debt) with regression coefficient of 0.0233 implying that for each 

increase of one member of Non-Executive Directors the capital structure of SMEs 

increase by 0.0233 percentage. Business size was statistically significant (P< 0.01) 

and had a coefficient of 0.0678 implying that, for each percent increase in business 

the capital structure of SMEs (Short term debt) increased by 0.0678 percent.  
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Fixed effect model was used to determine the effect of Number of Non-Executive 

Directors on capital structure (Long term debt component) of SMEs in Tanzania. 

Result in the table 4.30 indicates that explanatory variables included in the model 

were good predictors of the capital structure of SMEs. About 20.6 % of variations in 

capital structure of SMEs were explained by the independent variables included in 

the model. Results further indicated that independent variables included in the model 

collectively had a significant influence on the capital structure of SMEs (F-value= 

72.89, P < 0.001).The explanatory variable (profit, business age and return on assert) 

did not significantly influenced capital structure (Long term debt) of SMEs in the 

study area while the explanatory variables significantly influenced capital structure 

of SMEs (Long term loan).Number of Non-Executive Directors statistically 

significant (P< 0.001) and had a negative influence on capital structure of SMEs 

(Long term debt) with regression coefficient of -0.0243 implying that for each 

increase one member of Non-Executive Directors decrease the capital structure of 

SMEs decrease by 0.0243 percentage. Business size was statistically significant (P< 

0.01) and had a coefficient of 0.470 implying that, for each percent increase in 

business size the capital structure of SMEs (Long term debt) increased by 0.470 

percent. 

Fixed effect model was used to determine the effect of number of non-executive 

directors on capital structure (Own Capital component) of SMEs in Tanzania. Result 

in the table 4.30 indicates that explanatory variables included in the model were good 

predictors of the capital structure of SMEs. About 10.2% of variations in capital 

structure (Own Capital) of SMEs were explained by the independent variables 

included in the model. Results further indicated that independent variables included 

in the model collectively had a significant influence on the capital structure (Own 

Capital) of SMEs (F-value=64.49, P < 0.001). The explanatory variable (business 

age and profit) did not significantly influence capital structure (Own Capital 

component) of SMEs in the study area while the explanatory variables significantly 

influenced capital structure of SMEs (Own Capital). Number of Non-Executive 

Directors statistically significant (P< 0.001) and had a negative influence on capital 

structure of SMEs (Long term loan) with regression coefficient of -0.00737 implying 

that for each increase one member of Non-Executive Directors the capital structure 
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of SMEs decrease by 0.00737 percentage. Business size of the firm was statistically 

significantly (P< 0.01) and had a coefficient of 0.0793 implying that, for each 

increase in percentage of business size the capital structure (Own Capital component) 

of SMEs increased by 0.0793 percent. Return on assert of the SMEs was statistically 

significantly (P< 0.01) and had a coefficient of 0.00898 implying that, for each 

percent increase in return of assert of SMEs the capital structure of the SMEs 

increased by 0.00898 percent. 

This implies that, number of non-executive directors had significant positive 

influence on short term debt and significant negative influence on long term debt and 

own capital. The findings are consistent with Ranti, (2013), who found out that, non-

executive directors improve the capacity of a firm to ensure itself against the outer 

condition, decrease vulnerability, or co-pick assets, increment capacity to raise 

reserves, company's status and acknowledgment. The extent of NEDs is accepted to 

correlate with a high leverage level. Furthermore findings concur to Almania, (2017) 

who found a negative relationship between NEDsnumber and the capital structure. 

They argued that outside directors tend to monitor managers actively, causing them 

to adopt lower leverage. 
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Table 4.30: Relationship between the Number of Non-Executive Directors 

(NEDS) and Capital Structure (Fixed effect model) 

 (1) (2) (3) 

VARIABLES STD LTD Own Capital 

    

NEDs 0.0233*** -0.0243*** -0.00737*** 

 (0.00107) (0.00199) (0.000844) 

SME_AGE     0.0367       1.235 0.976 

 (0.0466) (2.677) (3.89007) 

BS 0.0678*** 0.470*** 0.0793*** 

 (0.0200) (0.0370) (0.0157) 

ROA -0.00108 0.00716 0.00898** 

 (0.00473) (0.00878) (0.00372) 

Profit 0.0311 -0.0418 -0.0212 

 (0.0217) (0.0403) (0.0171) 

Constant -0.465 1.745*** 1.092*** 

 (0.342) (0.635) (0.269) 

    

Observations 1,192 1,192 1,192 

R-squared 0.525 0.206 0.102 

Number of sme_id 400 400 400 

F (5,1192) 47.54 72.89 64.49 

 

This table presents the relapse results for cost of obligation utilizing fixed impacts 

assessment for the period of 2017-2019 for SMEs in the Tanzania. P-Values are 

appeared in the enclosures. “***”, “**” and “*”indicate criticalness at the 1%, 5% 

and 10% individually and the analytic test measurements. Taking everything into 

account, we discover no proof of heteroskedasticity as indicated by white test. Test 

for second-request sequential relationship in the first differenced residuals, 

asymptotically appropriated as N(0,1) under the null of no serial correlation 
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4.6.5 Results for the Regression of GMM Model 

Generalized system of moment model used to determine the effect of Number of 

Non-Executive Directors on capital structure(Own Capital) of SMEs in Tanzania. 

Based on the results, the underlying conditions of the GMM diagnostic tests are 

satisfied. First of all, the P-value of the Hansen statistics suggests the validity of the 

GMM estimates. Furthermore, in table 4.31 second-order serial correlation is absent, 

as shown by the P-value of the Sagan test. The difference in the Hausman test 

confirms the exogeneity of the instrument subsets, and the Sargan test of override. 

Result in the table 4.31 indicates that the explanatory variables (Business age, return 

on Own Capital and profit) did not significantly influenced capital structure (Own 

Capital) of SMEs in the study area while the explanatory variables significantly 

influenced capital structure of SMEs(Own Capital). Number of Non-Executive 

Directors wasstatistically significant (P< 0.001) and had a negative influence on 

capital structure of SMEs(Own Capital) with regression coefficient of -0.0190 

implying that for each increase in one non-executive director capital structure(Own 

Capital) of SMEs decreased by 0.0190 percentages. Business size was statistically 

significant (P< 0.001) and had a positive influence on capital structure of SMEs(Own 

Capital) with regression coefficient of 0.217 implying that for each percent increase 

in business size the capital structure(Own Capital) of SMEs increased  by 0.217 

percent. 

Generalized system of moment model was used to determine the effect of Number of 

Non-Executive Directors on capital structure (Short term debt) of SMEs in Tanzania. 

Based on the results, the underlying conditions of the GMM diagnostic tests are 

satisfied. First of all, the P-value of the Hansen statistics suggests the validity of the 

GMM estimates. Furthermore, in table 4.31 second-order serial correlation is absent, 

as shown by the P-value of the AR (2) test. The difference in the Hansen test 

confirms the exogeneity of the instrument subsets, and the Sargan test of override.  

Result in the table 4.31 indicates that the explanatory variables (Business age, return 

on Own Capital and profit) did not significantly influenced capital structure (Short 

term loan) of SMEs in the study area while the explanatory variables significantly 

influenced capital structure of SMEs (long term debt). Number of non-executive 

directors wasstatistically significant (P< 0.001) and had a positive influence on 
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capital structure of SMEs (Short term loan) with regression coefficient of -0.0435 

implying that for each increase one Non-Executive Director lead to decrease in 

capital structure (short term loan) of SMEs by 0.0435 percent.  

Generalized system of moment model was used to determine the effect of Number of 

Non-Executive Directors on capital structure (Long term debt) of SMEs in Tanzania. 

Based on the results, the underlying conditions of the GMM diagnostic tests are 

satisfied. First of all, the P-value of the Hansen statistics suggests the validity of the 

GMM estimates. Furthermore, in table 4.31 second-order serial correlation is absent, 

as shown by the P-value of the AR (2) test. The difference in the Hansen test 

confirms the exogeneity of the instrument subsets, and Sargan test of override. Result 

in table 4.31 showed, number of non-executive directors wasstatistically significant 

(P< 0.001) and had a negative influence on capital structure of SMEs (Long term 

loan) with regression coefficient of -0.0688 implying that for each increase one Non-

Executive Director decrease capital structure (Long term debt) of SMEs increased by 

0.0688 percent. Business size was statistically significant (P< 0.001) and had a 

positive influence on capital structure of SMEs (Long term debt) with regression 

coefficient of 1.126 implying that for each percent increase in business size the 

capital structure(Own Capital) of SMEs increased by 1.126 percentages. 
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Table 4.31: Relationship between the Number of Non-Executive Directors 

(NEDS) and Capital Structure (GMM Effect Model) 

 (1) (2) (3) 

VARIABLES Own Capital STD LTD 

    

NEDs -0.0190*** 0.0435*** -0.0688*** 

 (0.00263) (0.00630) (0.0107) 

SME_AGE 0.0426 0.171 0.388 

 (0.216) (0.517) (0.880) 

BS 0.217*** -0.107 1.126*** 

 (0.0507) (0.122) (0.207) 

ROA 0.0483 0.226 0.361 

 (0.221) (0.529) (0.900) 

Profit 0.0789 0.361 0.599 

 (0.343) (0.822) (1.399) 

Constant -0.872 -8.203 -12.66 

 (7.914) (18.98) (32.29) 

    

Observations 1,192 1,192 1,192 

Number of sme_id 400 400 400 

Sargan test 0.74 0.67 0.13 

P-value 0.391 0.413 0.723 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

4.7 Effect of CEO Duality and Capital Structure of the SMEs 

In order to get the effect of CEO duality on capital structure the GMM model was 

applied. Before applying Based on the results, the underlying conditions of the GMM 

diagnostic tests satisfied. First of all, the P-value of the Hansen statistics suggests the 

validity of the GMM estimates. Furthermore, in table 4.32 first-order serial 

correlation is not absent, as shown by the P-value of the AR (1) test. The difference 

in the Hansen test confirms the exogeneity of the instrument subsets, and the Sargan 

test of override. In addition Hausman test showed by P-value less than 0.05 which 
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suggest there is no endogeneity. So, the finding from table 4.32 below show that after 

controlling all other variable the CEO duality showed to have no impact on the 

capital structure for all dependent variables included in the model even some of 

control variables such as business size had positive influence on capital structure. 

The findings are supported by Rashid (2010) suggesting a two-tier management 

structure to managethe agency problem because it is related to the separation 

between ownership and control. In addition Fosberg (2014) contend that firms with 

two-tier leadership construction are more likely to use the optimum amount of debt 

in their capital structures than firms with the CEO who is also the chair of the board. 

Table 4.32: Effects of CEO Duality on Capital Structure of the SMEs 

 (1) (2) (3) 

VARIABLES  LTD Own Capital 

    

DUALITY- CEO 0.0145 0.0125 0.00258 

 (0.0230) (0.0331) (0.0179) 

BS 0.268*** 0.229** 0.122** 

 (0.0706) (0.102) (0.0549) 

SME_AGE 0.00289 0.00488* 0.00260* 

 (0.00188) (0.00272) (0.00146) 

Profit 0.0124 0.0362* 0.0114 

 (0.0144) (0.0208) (0.0112) 

ROA -0.00489 -0.00872 -0.00483 

 (0.00575) (0.00830) (0.00447) 

NEDs -0.0165*** -0.0179** -0.0110*** 

 (0.00541) (0.00781) (0.00421) 

BC 0.00925*** 0.0199*** 0.0116*** 

 (0.00334) (0.00482) (0.00260) 

Constant 0.190 -0.215 0.115 

 (0.235) (0.340) (0.183) 

Observations 400 400 400 

AR (1) 0.022 0.001 0.032 

 0.834 0.465 0.871 

Wald test 0.161 0.177 0.205 

 0.835 (0.235) (0.235) 

Hausman 0.015 0.002 0.0012 

Sagan test 235 105 2134 
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This table presents the relapse results for cost of obligation utilizing fixed impacts 

assessment for the period of 2017-2019 for SMEs in the Tanzania. P-values appeared 

in the enclosures. ***, ** and *indicate criticalness at the 1%, 5% and 10% 

individually and the analytic test measurements. Taking everything into account, we 

discover no proof of heteroscedasticity as indicated by white test. Test for second-

request sequential relationship in the first differenced residuals, asymptotically 

appropriated as N(0,1) under the null of no serial correlation 
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CHAPTER VIFE 

SUMMARY CONCLUSION AND RECOMMENDATIONS 

5.0 Introduction 

This chapter provides the summary of the study findings per each objective 

discussed, conclusion from the findings, recommendation and area for further 

research. 

5.1 Summary of the Study Findings 

The study exmine the  impact of corporate govevernance on capital structure of SME 

in Tanzania. The independent variables were boradcompositions, number of non-

executive directors, board size and CEO duality and dependent variable was SMEs 

capital structure in terms of long term debt, short term debt and own capital. Control 

variables were profitability, age of the firm and size of the firm. The study adopted 

causal research design where secondary panel data  covering a period of 3 years from 

2017 – 2019 were used. The study utilized descriptive statistics, corrections 

Generalized Method Moment System and fixed effect regressions models to answer 

the objective inteded to be address. The summary are arranged as per each objective 

below. 

5.1.1 The Relationship between Board Composition and SMEs Capital 

Structure 

The findings reveled that, board compositionhas positive significant associations 

with short term debt. Furthermore board composition has positive insignificant 

relationship on long term debt while negativeinsignificant associations with own 

capital. Long term debt and business size has positive associations to capital structure 

of the SME’s. However business size results to increase on long term debt on capital 

structure of SMEs.Therefore, there is significant relationship between board 

compositions and capital structure. 

5.1.2 The Effect of Board Size on SMEs Capital Structure 

The findings revealed that, independent variables included in the model collectively 

had a significant influence on the capital structure(Own Capital). In addition board 

size was statistically significant and had a positive influence on capital structure of 

SMEs(Own Capital component). Moreover board size was statistically significant 
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with a positive influence on capital structure of SMEs (short term debt component). 

Business size was statistically significantly implying that, for each percent increase 

in business size the capital structure of SMEs (Short term debt component) increased. 

Further results indicated that profit; business size did not significantly influenced 

capital structure (long term loan) of SMEs in Tanzania while board size statistically 

significant had a negative influence on capital structure of SMEs (Long term 

loan).This implies that, board size had significant negative influence on equity and 

long term debt while positive relationship with short term debt. 

5.1.3 The Relationship between Number of Non-Executive Director and SMEs 

Capital Structure 

The findings revealed that, explanatory variables included in the model were good 

predictors of the capital structure of SMEs. About 52.5 % of variations in capital 

structure of SMEs were explained by the independent variables included in the 

model. Findings found out that, number of non-executive directors to be statistically 

significant and had a positive influence on capital structure of SMEs (short term debt 

component). Business size was statistically significantly with a coefficient of 0.0678 

implying that, for each percent increase in business the capital structure of SMEs 

(Short term debt) increased by 0.0678 percent. Also number of non-executive was 

directors’ statistically significant (P< 0.001) and had a negative influence on capital 

structure of SMEs (Long term debt). This implies that, number of non-executive 

directors had significant positive influence on short term debt while significant 

negative influence on long term debt and own capital. 

5.1.4 The Effect of CEO Duality in Capital Structure of SMEs 

The findings revealed that,CEO duality had insignificant positive influence on long 

term debt, short term debt and own capital. 

5.2 Conclusions 

The study conclude that, board compositionhas positive significant associations with 

short term debt, positive insignificant relationship on long term debt and negative 

insignificant associations with own capital. In addition board size had significant 

negative influence on equity and long term debt while positive relationship with 

short term debt. Furthermore non-executive directors had significant positive 
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influence on short term debt while significant negative influence on long term debt 

and own capital. Moreover CEO duality had insignificant positive influence on long 

term debt, short term debt and own capital.  

5.3 Recommendations 

The study therefore recommends that, SMEs managers should concentrate on setting 

appropriate board size and board composition that foster optimal capital structure. 

Furthermore SMEs managers should consider inclusion of appropriate number of 

non-executive directors in their board to increase board independence and optimal 

capital structure decisions. Moreover CEO and board chairmanship should be 

separated. 

5.4 Recommendations for Further Studies 

This study considered only the SME’s that are registered which were available in the 

SIDO database under Ministry of Trade and Industry. Future researchers could 

consider carrying out a similar study in a different sector or sectors to assess any 

variation in responses. Future specialists could likewise present various factors other 

than capital structure and board organizations and testing for control or mediating 

impact of such factors on the connection between corporate administration and firm 

execution. Furthermore, future exploration needs to take a gander at non-budgetary 

execution measures. 
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APPENDECIES 

Appendix 2: DO FILE 

*indepent and dependent variable*       

renameBC_ BC 

renameNED_ NED 

renameBC_ BC 

rename DUALITYBCCEO_ DUALITYBCCEO 

renameSTD_ STD 

renameLTD_ LTD 

rename EQTY_ EQTY 

rename BS_ BS 

rename EQTY equity 

rename j year 

globalylist equity  

global ylist1 equity STDLTD 

globalxlistBCNED SME_AGE BS ROA profit equity STDLTD 

sktestsme_id 

sktest $xlist 

 

describesme_id year $ylist $xlist 

asdoc summarize sme_id year $ylist $xlist equity STDLTD 

 *Set data as panel data 

xtsetsme_id year, yearly 

xtdescribe 

xtsumsme_id year $ylist1 $xlist 
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 *correlation  

corr $ylist1 $xlist 

pwcorr $ylist1 $xlist , star(all) replace nonum 

pwcorr $ylist1 $xlist , star(all) replace nonum 

 *Fixed effects or within estimator 

 *asdocxtreg $ylist $xlist, fesave(table1) nest replace  

 *Hausman test for fixed versus random effects model 

quietlyxtreg $ylist $xlist, fe 

estimates store fixed 

quietlyxtreg $ylist $xlist, re 

estimates store random 

asdochausman fixed random 

 

 *Breusch-Pagan LM test for random effects versus OLS 

quietlyxtreg $ylist $xlist, re 

 xttest0 

*Recovering individual-specific effects 

quietlyxtreg $ylist $xlist, fe 

predictalphafehat, u 

asdoc sum alphafehat 

*Random effects estimator 

 *asdocxtreg $ylist $xlist, re theta save(table1) nest append  

 *Fixed effects or within estimator 

asdocxtreg $ylist $xlist, fe 
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*Random effects estimator 

xtreg $ylist $xlist, re  

*GMM model 

xtabond2 equity  BCNED SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

outreg2 using a ,word 

xtabond2STDBCNED SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

outreg2 using a ,word 

xtabond2LTDBCNED SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

outreg2 using a ,word 

 *indepent and dependent variable 

globalylistSTD 

globalxlistBCNED SME_AGE BS ROA profit 

describesme_id year $ylist $xlist 

summarizesme_id year $ylist $xlist 

 *Set data as panel data 

xtsetsme_id year, yearly 

xtdescribe 

xtsumsme_id year $ylist1 $xlist 

 *Fixed effects or within estimator 

 *asdocxtreg $ylist $xlist, fesave(table1) nest replace  

 *Hausman test for fixed versus random effects model 

quietlyxtreg $ylist $xlist, fe 
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estimates store fixed 

quietlyxtreg $ylist $xlist, re 

estimates store random 

hausman fixed random  

 *Breusch-Pagan LM test for random effects versus OLS 

quietlyxtreg $ylist $xlist, re 

 xttest0 

*Recovering individual-specific effects 

quietlyxtreg $ylist $xlist, fe 

predict alphafehat1, u 

asdoc sum alphafehat1 

*Random effects estimator 

 *asdocxtreg $ylist $xlist, re theta save(table1) nest append  

 *Fixed effects or within estimator 

asdocxtreg $ylist $xlist, fe 

*Random effects estimator 

xtreg $ylist $xlist, re  

*GMM model 

xtabond2STDBCNED SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

 *indepent and dependent variable 

globalylistLTD 

globalxlistBCNED SME_AGE BS ROA profit 

describesme_id year $ylist $xlist 
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summarizesme_id year $ylist $xlist 

 *Set data as panel data 

xtsetsme_id year, yearly 

xtdescribe 

xtsumsme_id year $ylist1 $xlist 

 *Fixed effects or within estimator 

 *asdocxtreg $ylist $xlist, fesave(table1) nest replace  

 *Hausman test for fixed versus random effects model 

quietlyxtreg $ylist $xlist, fe 

estimates store fixed 

quietlyxtreg $ylist $xlist, re 

estimates store random 

hausman fixed random 

 *Breusch-Pagan LM test for random effects versus OLS 

quietlyxtreg $ylist $xlist, re 

 xttest0 

*Recovering individual-specific effects 

quietlyxtreg $ylist $xlist, fe 

predict alphafehat4, u 

asdoc sum alphafehat4 

*Random effects estimator 

 *asdocxtreg $ylist $xlist, re theta save(table1) nest append  

 *Fixed effects or within estimator 

asdocxtreg $ylist $xlist, fe 
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*Random effects estimator 

xtreg $ylist $xlist, re  

*GMM model 

asdoc xtabond2 LTDBCNED SME_AGE BS ROA profit ,gmm( DUALITYBCCEO 

) iv(DUALITYBCCEO ) 

*indepent and dependent variable*     

globalylist equity  

global ylist1 equity STDLTD 

globalxlistBC SME_AGE BS ROA profit 

describesme_id year $ylist $xlist 

asdoc summarize sme_id year $ylist $xlist equity STDLTD 

 *Set data as panel data 

xtsetsme_id year, yearly 

xtdescribe 

asdocxtsumsme_id year $ylist1 $xlist 

 *correlation  

corr $ylist1 $xlist 

pwcorr $ylist1 $xlist , star(all) replace nonum 

asdocpwcorr $ylist1 $xlist , star(all) replace nonum 

 *Fixed effects or within estimator 

 *asdocxtreg $ylist $xlist, fesave(table1) nest replace  

 

 *Hausman test for fixed versus random effects model 

quietlyxtreg $ylist $xlist, fe 
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estimates store fixed 

quietlyxtreg $ylist $xlist, re 

estimates store random 

asdochausman fixed random 

 *Breusch-Pagan LM test for random effects versus OLS 

quietlyxtreg $ylist $xlist, re 

 xttest0 

*Recovering individual-specific effects 

quietlyxtreg $ylist $xlist, fe 

predictalphafehat, u 

sumalphafehat 

*Random effects estimator 

 *asdocxtreg $ylist $xlist, re theta save(table1) nest append  

 *Fixed effects or within estimator 

xtreg $ylist $xlist, fe 

*Random effects estimator 

xtreg $ylist $xlist, re  

*GMM model 

 xtabond2 equity  BC  SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

 *indepent and dependent variable 

globalylistSTD 

globalxlistBC  SME_AGE BS ROA profit 

describesme_id year $ylist $xlist 
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summarizesme_id year $ylist $xlist 

 *Set data as panel data 

xtsetsme_id year, yearly 

xtdescribe 

xtsumsme_id year $ylist1 $xlist 

 *Fixed effects or within estimator 

 *asdocxtreg $ylist $xlist, fesave(table1) nest replace  

 *Hausman test for fixed versus random effects model 

quietlyxtreg $ylist $xlist, fe 

estimates store fixed 

quietlyxtreg $ylist $xlist, re 

estimates store random 

hausman fixed random 

 *Breusch-Pagan LM test for random effects versus OLS 

quietlyxtreg $ylist $xlist, re 

 xttest0 

*Recovering individual-specific effects 

quietlyxtreg $ylist $xlist, fe 

predictalphafehat, u 

sumalphafehat 

*Random effects estimator 

 *asdocxtreg $ylist $xlist, re theta save(table1) nest append  

 *Fixed effects or within estimator 

xtreg $ylist $xlist, fe 
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*Random effects estimator 

xtreg equity BC SME_AGE BS ROA profit, fe 

outreg2 using c,word 

xtregSTDBC SME_AGE BS ROA profit, fe 

outreg2 using c,word 

xtregLTDBC SME_AGE BS ROA profit, fe 

outreg2 using c,word 

*GMM model 

xtabond2 equity BC SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

outreg2 using ba1 ,word 

xtabond2STDBC SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

outreg2 using ba1 ,word 

xtabond2LTDBC SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

outreg2 using ba1 ,word 

 

*IndepentAnd Dependent Variable* 

           

 globalylist equity  

global ylist1 equity STDLTD 

globalxlistBC SME_AGE BS ROA profit 

 

describesme_id year $ylist $xlist 



84 

asdoc summarize sme_id year $ylist $xlist equity STDLTD 

 *Set data as panel data 

xtsetsme_id year, yearly 

xtdescribe 

xtsumsme_id year $ylist1 $xlist 

 *correlation  

corr $ylist1 $xlist 

pwcorr $ylist1 $xlist , star(all) replace nonum 

asdocpwcorr $ylist1 $xlist , star(all) replace nonum 

 *Fixed effects or within estimator 

 *asdocxtreg $ylist $xlist, fesave(table1) nest replace  

 *Hausman test for fixed versus random effects model 

quietlyxtreg $ylist $xlist, fe 

estimates store fixed 

quietlyxtreg $ylist $xlist, re 

estimates store random 

asdochausman fixed random 

 

 *Breusch-Pagan LM test for random effects versus OLS 

quietlyxtreg $ylist $xlist, re 

 xttest0 

*Recovering individual-specific effects 

quietlyxtreg $ylist $xlist, fe 

predict alphafehata1, u 
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asdoc sum alphafehata1 

*Random effects estimator 

 *asdocxtreg $ylist $xlist, re theta save(table1) nest append  

 *Fixed effects or within estimator 

asdocxtreg $ylist $xlist, fe 

*Random effects estimator 

xtreg $ylist $xlist, re  

*GMM model 

asdoc xtabond2 equity  BC  SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

 *indepent and dependent variable 

globalylistLTD 

globalxlistBC SME_AGE BS ROA profit 

 

describesme_id year $ylist $xlist 

summarizesme_id year $ylist $xlist 

 *Set data as panel data 

xtsetsme_id year, yearly 

xtdescribe 

xtsumsme_id year $ylist1 $xlist 

 *Fixed effects or within estimator 

 *asdocxtreg $ylist $xlist, fesave(table1) nest replace  

 *Hausman test for fixed versus random effects model 

quietlyxtreg $ylist $xlist, fe 



86 

estimates store fixed 

quietlyxtreg $ylist $xlist, re 

estimates store random 

hausman fixed random 

 *Breusch-Pagan LM test for random effects versus OLS 

quietlyxtreg $ylist $xlist, re 

 xttest0 

*Recovering individual-specific effects 

quietlyxtreg $ylist $xlist, fe 

predict alphafehatg1, u 

asdoc sum alphafehatg1 

*Random effects estimator 

 *asdocxtreg $ylist $xlist, re theta save(table1) nest append  

 *Fixed effects or within estimator 

asdocxtreg $ylist $xlist, fe 

*Random effects estimator 

xtreg $ylist $xlist, re  

*GMM model 

asdoc xtabond2 LTDBC SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

  *indepent and dependent variable 

globalylistSTD 

globalxlistBC  SME_AGE BS ROA profit 
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describesme_id year $ylist $xlist 

summarizesme_id year $ylist $xlist 

 

 *Set data as panel data 

xtsetsme_id year, yearly 

xtdescribe 

xtsumsme_id year $ylist1 $xlist 

 

 *Fixed effects or within estimator 

 *asdocxtreg $ylist $xlist, fesave(table1) nest replace  

 

 *Hausman test for fixed versus random effects model 

quietlyxtreg $ylist $xlist, fe 

estimates store fixed 

quietlyxtreg $ylist $xlist, re 

estimates store random 

hausman fixed random 

 

 *Breusch-Pagan LM test for random effects versus OLS 

quietlyxtreg $ylist $xlist, re 

 xttest0 

 

*Recovering individual-specific effects 

quietlyxtreg $ylist $xlist, fe 
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predict alphafehatv1, u 

asdoc sum alphafehatv1 

 

*Random effects estimator 

 *asdocxtreg $ylist $xlist, re theta save(table1) nest append  

 *Fixed effects or within estimator 

xtregSTDBC SME_AGE BS ROA profit, fe 

outreg2 using w,word 

 

xtregLTDBC SME_AGE BS ROA profit, fe 

outreg2 using w,word 

 

xtreg equity BC SME_AGE BS ROA profit, fe 

outreg2 using w,word 

 

*Random effects estimator 

xtreg $ylist $xlist, re  

 

*GMM model 

asdoc xtabond2 STDBC SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO) 

xtabond2 equity BC SME_AGE BS ROA profit,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

outreg2 using cc1 ,word 
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xtabond2STDBC SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

outreg2 using cc1 ,word 

xtabond2LTDBC SME_AGE BS ROA profit ,gmm( DUALITYBCCEO ) 

iv(DUALITYBCCEO ) 

outreg2 using cc1 ,word 
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Appendix 2: Request for research clearance 

 


