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Abstract 

 
The structure of capital and its adequacy to obtain the best results, with a cost of indebtedness as low as 
possible is an intensely analyzed and debated topic in the literature, numerous theories being elaborated on 
it. The essence of corporate governance encompasses systems and processes introduced in order to lead and 
control the company, pursuing performance and creating value for all stakeholders, all these taking into 
account the best financing solutions and an optimal capital structure. This paper aims to present the effect 
that corporate governance has on the capital structure of companies. The study was conducted on listed 
companies from Italy, France and Germany, being used financial and non-financial data from the period 
2010-2019. For variables describing corporate governance were analyzed the CEO Duality and the size of 
the board of directors, while for describing the capital structure, the debt-to-assets ratio was used. It was 
found that the size of the board positively and directly affects the financial leverage. 
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INTRODUCTION 

 

One of the most important decisions that 

companies have to make, in the context of 

corporate governance, concerns the way in which 

the capital structure is adjusted and the 

determination of an optimal level of financing, 

depending on the total cost of capital, while 

minimizing the cost of equity as well as the cost of 

debts. 

Over time, financial theory and practice has long 

been concerned with companies' decisions on 

financing, respectively their criteria for choosing 

different financing sources and determining an 

optimal financial structure taking into account both 

internal and external sources of capital. 

The issue of adjusting the size and structure of a 

company's capital according to the type of 

corporate governance is interesting and 

controversial, being in the attention of researchers 

since over 60 years ago. Although numerous 

studies have addressed this issue, there is no 

general conclusion that can be stated, different 

results being found regarding the effect that 

corporate governance characteristics can have on 

the capital structure of the company.  

Therefore, the aim of this study is to empirically 

determine the influence of corporate governance on 

capital structure of listed companies form three 

European countries where corporate governance 

principles have been implemented for more than 50 

years ago, namely Germany, France and Italy.  

 

 

LITERATURE REVIEW 

 

Modigliani and Miller (1958) laid the foundations 

of theories regarding the structure of capital, 

considering that both the value of the enterprise and 

the cost of capital are independent of its structure, 

respectively of the chosen financing method. Five 

years later, the same authors, Modigliani and Miller 

(1963), develop the analysis taking into account the 

fiscal aspects. Comparing the value of one indebted 

company with the value of a similar entity but 

without debts, they conclude that indebtedness 

from external sources benefits companies due to 

the financial expenses with interest that are tax 

deductible. Jensen and Meckling (1976) analyzed 

the influence of agent costs and Myers (1984) 

studied the structure of capital as a function of 

information asymmetry. Brealey, Myers and 

Marcus (2001) developed the "static arbitrage 

theory" which describes how an optimal financial 

structure can be achieved, given that the level of 

indebtedness creates a balance between gains from 

deductible interest and costs of bankruptcy. A more 

recent theory entitled "market synchronization 

theory" developed by Baker and Wurgler (2002) 

describes the need to adapt the financing behaviour 

to the market, identifying the tendency of indebted 

companies to issue shares when they are valued at a 

low market price. 

In term of corporate governance influence on 

capital structure, Claessens et. al. (2002) argues 

that efficient mechanisms of corporate governance 

help companies benefit from easier access to 

finance and lower capital costs. 

The relationship between the size of the board and 

capital structure has been previously addressed by 

Pfeffer and Salancick (1978) & Lipton and Lorsch 

(1992), who identified a significant influence of 

corporate governance on capital structure. Also, 

Wen et. al. (2002), Anderson et al. (2004), Abor 

(2007) and Coles et al. (2008) identified a positive 

relationship between board size and capital 

structure. 

The arguments stated for this direct positive 

relationship refer to the need of increasing the 

value of a company by debt in order to comply with 

requirements of regulatory bodies, a higher 

confidence level of creditors in the case of 

companies with larger boards, greater advising 

needs for highly indebted companies and lower 

costs of debt for companies with a higher number 

of board members.  

On the other hand, Berger et al. (1997), Abor and 

Biekpe (2007), Hassan and Butt (2009) and Ranti 

(2013) identified a negative relationship between 

the size of the board and the capital structure, as a 

result of the pressure that larger boards put on 

managers in order to reduce debt levels and 

increase financial performance, and also due to a 

higher level of debt used to reduce agency 

problems.  

Another variable describing corporate governance 

which was found to be analysed in relationship 

with capital structure is the CEO Duality. When the 

Chief Executive Officer is also the Chairman 

running the Board an impact on capital structure 

has also been identified. It was found that 

companies where the CEO has a dual role tend to 

have higher debt levels. Fosberg (2004), Abor 

(2007), Vakilifard et.al. (2011) and Uwuigbe 

(2014) identified a positive correlation between the 

duality of the CEO and capital structure as a result 

of a higher level of debts used to reduce conflicts 

and support strategic decisions.  Also, a dual 

position of the CEO will reduce agency costs and 

eliminate information asymmetries. 

 

 

RESEARCH METHODOLOGY 

 

As above mentioned, this paper aims to 

complement the details on the topic regarding the 

relationship between corporate governance and 

capital structure, by conducting a research on 

companies from developed European countries, 

such as Germany, Italy and France. 
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The aim of this study is to analyze the implications 

of corporate governance characteristics on the 

capital structure of companies in some developed 

countries at European level. 

For this reason, given the purpose of this research, 

as well as previous studies identified on this topic, 

the author proceeded to formulate the following 

statistical hypotheses: 

 

 H. 1: The size of the Board of Directors positively 

influences the capital structure (δ1 = 0) 

H. 2: The duality of the Executive Director / 

Chairman of the Board of Directors positively 

influences the capital structure. (δ1 = 0) 

 

The study was conducted at European level, being 

collected financial and non-financial data from 

listed companies from Germany, France and Italy, 

countries in which the principles of corporate 

governance have been imposed since more than 50 

years ago, these countries being the most often 

analyzed to highlight the features of corporate 

governance in European developed countries 

(Mallin, 2011). 

The analyzed time horizon covers the last ten 

financial years concluded, respectively the period 

2010-2019. 

After eliminating those companies that provided 

incomplete information or the information sought 

was completely missing, the sample consisted of a 

number of 1422 unique companies, of which 586 

from France, 534 from Germany and 302 

companies from Italy, with a total of 14,220 

records, collected for the period between 2010 and 

2019. 

Taking into account the purpose of this research, 

the variables that will be analyzed are presented 

below in Table 1, with a summary of their 

meanings, as well as the ways of determining or 

calculating them. 

The dependent variable is the capital structure 

expressed by the debt-to-assets ratio, the 

independent variables of corporate governance are 

the size of the board and the duality of the CEO, 

while as control variable the profitability ratios 

ROA and ROE were used, together with total 

equity of the companies included in the study. 

The general regression equation is as follows: 

 

Capital structure,t = β1BoardSizei,t 

+β2CEODUALi,t +β3ROAi,t +β4ROEi,t + 

β5TotalEquityi,t +αi + εi,t  , 

 

where: 

i - represents the company; 

t - represents the time period (2010-2019) 

αi - represents the specific constant of the company 

εi, t - represent the errors 

 

 

RESULTS AND DISCUSSIONS 

 

The descriptive statistics of the variables included 

in the study are presented as shown in Table 2. 

Analyzing the variables, it is observed that some of 

them are characterized by large fluctuations for the 

minimum and maximum values. This is the case of 

the dependent variable that describes the capital 

structure, as well as of the independent variables 

ROA, ROE and Total Equity. 

In order to eliminate the estimation risks generated 

by the presence of outliers, the author proceeded to 

perform a “winsorize” process for the extreme 

values identified in the analysis, these being set to 

the percentiles of 1 % and 99%.  

The values resulting after winsorize are presented 

in Table 3. 

The results presented in the above table show an 

average of the financial leverage for companies 

included in the sample of 0.26. Given both the 

minimum level and the average recorded by the 

companies in the sample, the author can say that, 

on average, approximately 26% of the companies’ 

assets are funded via debt. 

For the variable describing the size of the board, an 

average of 13 directors can be observed, the 

minimum number of members was 3 and the 

maximum size of the board was of 26 directors. 

Regarding the CEO Duality variable, the average is 

0.361722, the standard deviation being 0.4806114. 

From this information, the author can conclude that 

in approximately 64% of the analyzed companies 

an individualized management style was identified, 

namely a separation of the roles of Executive 

Director and Chairman of the Board of Directors 

was observed. 

Table 4 shows the correlation matrix for the 

variables included in the study. 

The author proceeded to test the correlation of the 

variables in order to exclude some strongly 

correlated factors from the statistical model. As can 

be seen from Table 4, the author can state that the 

correlation matrix does not indicate possible 

autocorrelation problems between variables, the 

highest being 0.413 between ROE and ROA. 

To detect endogenous regressors in a regression 

model, the author proceeded to perform the 

Hausman Test and the probability obtained in this 

case was lower than the threshold of 0.01, reason 

for which the author can conclude that the model 

with fixed effects would be the most appropriate. 

The next step was to test the heteroskedasticity in 

the linear regression model, by performing the 

Breusch Pagan Test. The results obtained after the 

test suggest the use of robust standard cluster 

errors, the hypothesis of homoscedasticity being 

violated the model Prob> chi2 = 0.0000. 

After conducting also the F test, the author decided 

that multiple regression with fixed effects is the 

most appropriate for this study. 
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The results of the regression analysis are presented 

in Table 5.  

As it can be observed from the results of the 

regression analysis, the variable Board Size, which 

describes the number of members of the Board of 

directors, has a coefficient of 0.004, statistically 

significant at a level of 0.05 (P> t = 0.029), which 

suggests that the size of the board has a positive, 

direct and statistically significant effect on the 

capital structure described by the ratio between 

total debts and total assets (debt-to-assets ratio). 

The companies from Germany, France and Italy 

included in the study, in which a larger number of 

board members are met, will register an increase in 

the capital structure (debt-to-assets), on average by 

0.004, compared to companies with smaller boards 

of directors.  

Thus, the author can accept the Hypothesis no. 1, 

The size of the Board of Directors positively 

influences the capital structure, the results being in 

agreement with other previous studies conducted 

by Wen et. al. (2002), Anderson et al. (2004), Abor 

(2007) and Coles et al. (2008).  

This can be explained by the fact that the 

companies with larger boards of directors present a 

higher confidence level or degree of trust in front 

of creditors, this contributing to an easier access to 

loans and also to lower interest rates. Creditors 

offer better loan conditions for companies with 

larger boards, because these companies are 

considered to have a higher monitoring level by 

different experts who are members of the board. 

Another explanation to this relationship between 

board size and capital structure is that bigger 

companies, with larger boards, need higher levels 

of debt in order to finance their investments.  

Regarding the other corporate governance variable 

included in the study, it was found that for the 

companies in the sample, the dual role of the Chief 

Executive Officer (CEO Duality) does not have a 

significant influence on the capital structure; 

therefore the second hypothesis is rejected. The 

results are in agreement with the findings of 

Bodaghi and Ahmadpour (2010), Bulathsinhalage 

and Pathirawasam (2017) and Kang and Ausloos 

(2017) who concluded that there was no significant 

correlation between CEO Duality and capital 

structure, therefore a dual leadership has no 

significant impact on corporate financing 

behaviour. For the companies included in this 

study, the capital structure described by the debt-to-

assets ratio was not influenced by the presence of a 

CEO having also the role of Chairman of the Board 

of Directors. The presence of the duality CEO / 

Chairman of the board indicates the absence of 

separation of the managerial decision from the 

control of decisions, which could negatively impact 

the company's activity and its results. The 

executive directors who lead the Board of directors 

are considered to have both a privileged position 

and a high degree of responsibility. Enjoying 

considerable status and influence, they will have 

greater persuasive power in making a decision. 

However, the two roles may be in conflict, as a 

result of the constant effort to balance short-term, 

current decisions with strategic, long-term 

objectives. 

 

CONCLUSIONS 

 

The capital structure of companies was analyzed 

for a long time, being studied the factors that could 

influence this indicator, as well as the decisions 

regarding the financing sources. In this context, 

more and more attention has been rewarded to the 

characteristics of corporate governance that could 

have effects on the capital structure. This study 

aimed to identify the influence that the size of the 

board of directors and the dual role of the CEO 

may have on capital structure of companies. In the 

context of corporate governance, the Board of 

Directors plays a particularly important role, as a 

protector of the interests of company owners and as 

an observer of the degree of achievement of the 

objectives set for the medium and long term. 

Regarding the duality of CEO, the separation of the 

managerial decision from the control of the 

decisions, can influence the financial leverage and 

the financing sources. The data used for this study 

were collected for listed companies from Germany, 

France and Italy for the period 2010-2019. As 

variables that describe corporate governance the 

author analyzed the size of the board and CEO 

duality, while the capital structure was described by 

the financial leverage (debt-to-assets ratio) as 

dependent variable. It was found that the size of the 

board directly and positively influences the ratio 

between debts and assets, while for the CEO 

Duality no significant direct effect on the capital 

structure was identified. Future studies on this topic 

will pursue the collection of other variables that 

describe corporate governance and the expansion of 

the analyzed sample of companies lor a larger 

period of time and from more countries. 
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LIST OF TABLES 

 

 

Table 1 

Independent and dependent variables 

 

Variable  Description 

Dependent Variable 

Capital structure Financial leverage – calculated as total debt to total assets ratio 

Independent variables specific to corporate governance 

BoardSize Board size - number of directors members of the Board 

CEODUAL CEO Duality - Dummy variable signifying the dual position within the company of the 

same person, who also has the role of Executive Director and Chairman of the Board, 

marked with 1 for duality and with 0 if it is not this situation 

Company-specific control variables 

np ROA Return on Assets - Calculated as the ratio between Net Profit and Total Assets 

np ROE Return on Equity – Calculated as the ratio between Net Profit and Total Equity 

Total Equity The size of total equity 

 

 

 

 

Table 2 

Descriptive Statistics 

 

Variable Obs Mean Std. Dev. Min Max 

Capital structure 11622 0.2898285 0.9809053 0.0000104 54.375 

Board Size 2127 12.567 4.454336 3 26 

CEODUAL 2137 0.361722 0.4806114 0 1 

np ROA 12190 0.4678049 66.13716 -1127.625 7213.636 

np ROE 12156 -0.8171393 65.25536 -6964 627.5 

Total Equity 12661 1342288 5864826 -2154200 109118000 

 

 

 

 

Table 3 

Descriptive Statistics with winsorize 

 

Variable Obs Mean Std. Dev. Min Max 

Capital structure_w 11622 0.2556629  0.1976049    0.0002526 1.025453 

Board Size_w 2127 12.567 4.454336 3 26 

CEODUAL_w 2137 0.361722 0.4806114 0 1 

np ROA_w 12190 -0.0194356 0.1886471 -1.112884 .2657718 

np ROE_w 12156 -0.0379714 0.7157178 -5.04065 2.190822 

Total Equity_w 12661 1147958 3990549 -30425 2.89e+07 
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Table 4 

Correlation Matrix 

 

Variables (1) (2) (3) (4) (5) (6) 

(1) Capital structure_w 1.000      

(2) TotalEquity_w 0.002 1.000     

(3) npROA_w -0.177 0.085 1.000    

(4) npROE_w -0.014 0.056 0.413 1.000   

(5) BoardSize 0.004 0.397 -0.055 0.001 1.000  

(6) CEODUAL -0.007 0.084 0.010 0.037 0.064 1.000 

 

 

Table 5 

Regression results 

 

Dependent variable –Capital structure 

Board Size 0.0038794 

(0.029) 

[2.19] 

 

CEODUAL 

 

0.0017201 

(0.841) 

[0.20] 

npROA -0.2421531 

(0.047) 

[-1.99] 

-0.2457463 

(0.044) 

[-2.02] 

npROE 0.0124741 

(0.650) 

[0.45] 

0.0118638 

(0.668) 

[0.43] 

Total Equity -2.23e-09 

(0.093) 

[-1.68] 

-2.08e-09 

(0.119) 

[-1.56] 

Rsquared(overall) 0.1322 0.1489 

N (number of 

observations) 
2091 2101 

Fstat 6.88 

(0.000) 

6.81 

(0.000) 

Grouping variables  Company Company 

Method OLS Fixed-effects (within) regression OLS Fixed-effects (within) regression 

 

Note:  the first row represents the coefficients of the variables, the second row in round brackets describes the 

significance threshold; third, in square brackets, are the values of the t test for robust cluster estimators 

 


