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ABSTRACT KEYWORDS

This study investigates how credit information sharing conditions Credit information sharing;
debt financing to boost the profitability of 20 listed enterprises on debt financing; profitability;
the Ghana Stock Exchange between 2003 and 2013. We employ listed firms; Ghana
robust least squares and simultaneous bootstrapping models in

a panel setting. Our findings show that the impact of debt financing

on profitability increases when it is subject to information sharing

and takes the shape of short, long, and total debts. In the worst-case

situation, contingent debt financing reduces the negative impact of

debt financing on profitability. Therefore, authorities must adopt

laws and legislation that deepen, widen, and strengthen credit

information sharing to offset the negative impact of information

asymmetry on loan financing and business profitability.

1. Introduction

Every sort of corporate entity, including financial and non-financial, listed and unlisted,
local and foreign, state-owned and privately owned firms, must make financial decisions,
even if the purposes of capital structures or financing decisions differ from one another.
According to Amidu (2007), nonfinancial organizations make capital structure decisions
primarily to sustain the financing of machinery, plants, and equipment to support the
pursuit of new and current businesses. Financial firms, on the other hand, require capital
structure decisions to provide liquidity support to their clients through loans and
advances. A major problem preventing corporate entities from getting financing at
a reduced rate or cost from the debt or credit market is information asymmetry.
According to Ross et al. (2008), the financial market’s information asymmetry impedes
the concept of an optimal capital structure, which requires integrating financing options
at the lowest possible cost. In other words, the availability of asymmetric information
between borrowers (including business entities) and finance providers raises the cost of
external funding (especially debt finance providers). This prevents value creation or
corporate profit maximization, which is accomplished by combining financing choices
at the lowest financing cost possible (Kusi et al., 2021). As a result, information asym-
metry increases the riskiness and uncertainty associated with external funding, raising
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the cost of external financing. Similar to this, the pecking order theory supports this
assertion because it predicts that firms will initially rely on internally generated funds (in
the form of undistributed earnings), where there is no information asymmetry, before
turning to external funding (debt and equity financing), where there is information
asymmetry, to fulfill their capital needs. Corporate entities make these financing deci-
sions due to the greater cost of external credit caused by information asymmetry.

Based on this, we argue that minimizing information asymmetry may strengthen debt
financing choices to enhance the impact of debt financing on the profitability of share-
holders and stakeholders. According to earlier research (see Freimer & Gordon, 1965;
Freixas & Rochet, 1997; Greenwald et al., 1984; Stiglitz & Weiss, 1981), credit informa-
tion sharing in the financial market can be used to control asymmetric information. We
acknowledge the recent empirical studies on how credit information sharing improves
the lending activities of finance providers or lenders (Al-Shatnawi et al., 2021; Kusi &
Opoku-mensah, 2018; Kusi et al., 2016a, 2017; Kusi et al., 2015; Boateng et al., 2018; Fosu
et al., 2020; Tchamyou & Asongu, 2017; Tchamyou, 2019). However, there is scant data
in the literature currently available about how credit information sharing enhances
corporate borrowers’ loan financing structures and how this influences the goal of profit
maximization. In this paper, we argue that credit information exchange ensures debt
financing is edified, sanitizes debt financing structure by minimizing risks and uncer-
tainties, and improves corporate entity performance. We contend explicitly that credit
information sharing serves as a conduit via which the debt financing structures of
corporate entities may promote the maximization of shareholder and stakeholder inter-
ests. As a result, we introduce credit information sharing (which decreases information
asymmetry) to provide evidence on how the debt financing structure of corporate entities
is enhanced by credit information sharing to boost profitability in an emerging financial
market. We add to the body of knowledge on shareholder and stakeholder profitability
(see Kusi & Opoku-mensah, 2018; Kusi et al., 2017) by presenting data on the effects of
edified debt financing structures on corporate entities’ ability to generate profits for
themselves and their stakeholders. Additionally, we investigate whether the conduit
character of credit information exchange encourages debt financing in this financial
system. The rest of the paper is organized into the literature review, methodology,
empirical findings and discussions, robustness checks and diagnostics, and conclusions
and policy recommendations.

2. Literature review
2.1 Theoretical foundation

Credit registries generally referred to as “credit agencies” or “information sharing
offices,” are organizations whose primary function is to gather data about the financial
dealings of businesses and people. Information sources could include public sources like
yearly reports, as well as banking data and credit card information (for consumers and
merchants). The information is incorporated in a report that may be used by both
current and potential creditors after being verified and cross-checked. According to
Tchamyou (2019) such information can be both favorable (such as payment behavior)
and negative (such as default rates) and are crucial for economic growth because they
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lessen the asymmetry of information. The information asymmetry theory (Freixas &
Rochet, 1997; Greenwald et al., 1984), suggests that lenders will either over- or under-
price the cost of money supplied to businesses or borrowers, with the former typically
happening most frequently. Thus, the cost of debt financing rises because of a lack of
transparency and the credit market’s opaqueness, which in turn lowers the use of debt
financing choices due to high costs.

Two primary theoretical foundations for the connections between financial access and
information sharing have been recorded, according to Claus and Grimes (2003). The first
discusses the avenues via which banks could boost their liquidity, while the second
focuses on changing the characteristics of hazards connected to the banking system.
Additionally, these two components of the literature support the notion that a bank’s
primary function is financial intermediation, which involves turning deposits into credits
for economic agents (such as investors and households). The pecking order theory is
another important theory that tries to grasp capital structure and the costs associated
with it. The theory contends that organizations favor internally generated funds over debt
and equity financing because information asymmetry tends to raise the cost of debt and
equity financing, which discourages the use of these financing choices (debt and equity)
other than internally generated funds. This is evidence that the use of the debt financing
option is impacted by knowledge asymmetry. There are two layers to the interaction
between debt financing and information sharing: moral hazard from borrowers and
adverse selection from lenders. Credit registries give lenders access to financial data,
particularly the credit histories of consumers, enabling them to lower excessive interest
rates, which are frequently prompted by adverse selection. Borrowers face moral hazard
when a loan is given because they may conceal the financial actions on which the loan is
obtained.

2.2 Empirical review

Several studies have investigated how the debt financing structure of corporate entities
affects performances. For example, Kusi et al. (2021) use a panel dataset of 20 listed non-
financial enterprises on the Ghana Stock Exchange to explore the impact of credit
information sharing on the debt financing structure between 2003 and 2013. Their results
reveal that while the factor determinants simultaneously discourage long-term debt
financing choices, information sharing, and coverage quality favorably support short-
term debt financing possibilities. Fosu et al. (2020) examine whether exchanging credit
information can lower loan default rates for banks with operations in emerging nations.
They discover three novel conclusions using a sizable dataset that spans 879 distinct
banks from 87 developing nations across every continent over a 9-year period (i.e. over
6300 observations). First, they discover that sharing credit information lowers the rate of
loan default. Second, banking market concentration is a necessary condition for the
association between credit information sharing and loan default rate. Thirdly, the
influence of credit information sharing on loan default rates is not strongly moderated
by the quality of governance at the national level.

Tchamyou (2019) uses the interactive Generalized Method of Moment to assess how
information sharing moderates financial access and income disparity in 48 African
nations between 2004 and 2014. The paper concluded from the findings that: first,
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a threshold of 18.072% coverage of public credit registries is needed to counteract the
unconditionally positive effect of banking system efficiency. Second, both the uncondi-
tional and the conditional effects on the contribution of private credit bureaus to
financial depth are negative, suggesting a negative synergy. Information sharing was
proxied with private credit bureaus and public credit registries. Overall, the findings
show that contingent on the type of financial development dynamic, credit registries
broadly play their theoretical role of decreasing financing constraints to ultimately
reduce inequality.

Lee et al. (2021) examined the causes of corporate financing behavior using
quarterly data from China’s publicly traded enterprises from 2013Q1 to 2017Q3 via
the channels of firm-level features, country-level factors, and policy-related risks. The
analysis employs multidimensional measures of policy-related risks, such as economic
policy uncertainty, geopolitical risk, and political risk. It also determines whether
there are differences in the correlations between financing activities and policy-related
risks when using debt financing and equity financing. According to the empirical
results, policy-related risks can have a negative impact on company financing deci-
sions. Policy-related risk has a greater impact on debt financing than it does on equity
financing. Evidence also suggests that important drivers that influence corporate
finance decisions include both firm- and country-level variables. Kodongo, Mokoaleli-
Mokoteli, and Maina (2015) investigate the relationship between leverage (debt
financing) and the performance of Kenyan listed enterprises. They discover solid
evidence supporting a large negative link between leverage and business profitability
but not firm value. Similar to this, Ebaid (2009) experimentally investigated the effect
of capital structure decisions on Egyptian firm performance. The findings indicate
that leverage has different effects on company performance, ranging from weak to
none, showing that the effect of debt financing choices on performance is complex
and unclear.

Furthermore, Nhung and Okuda (2015) investigate the impact of capital structure on
the profitability of companies listed on the Ho Chi Minh and Hanoi Stock Exchanges in
Vietnam. The findings show that business borrowings (debt financing) are excessive due
to poor corporate governance in the form of insufficient supervision by creditors.
Furthermore, state-controlled businesses have an advantage over private businesses in
terms of borrowing and profit. Jaisinghani and Kanjilal (2017) investigate the non-linear
link between capital structure and business performance in India’s manufacturing
industry. They used Hansen’s (1999) threshold effect model to demonstrate that the
varied regimes in which capital structure differentially influences profitability are depen-
dent on company size.

Dierkes et al. (2013) use data from 2002 to 2005 to study whether and how business
credit information sharing helps to better assess the default risk of private enterprises in
Germany. They employ a probit model of 25,344 private enterprises and find that sharing
information enhances the accuracy of default prediction, particularly for limited liability
firms. This means that in the presence of information exchange, debt finance consumers
tend to employ debt financing choices effectively. As a result, the literature appears to be
inconclusive. We contribute to the existing debate about how credit information sharing
improves debt financing structures and impacts company performance in Ghana. To put
it another way, we hypothesize that credit information sharing may serve as a conduit via
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which the potency of debt financing in increasing business performance is improved,
based on the theories and empirical evidence discussed.

3. Methodology

The empirical model to be evaluated is based on Kusi et al. (2021) and Tchamyou (2019).
Specifically, we alter the static model proposed by Kusi et al. (2021) to describe an
unconditional fixed effect model, as demonstrated by Equation (1). We then follow
Tchamyou (2019) to estimate the interaction or conditional model stated in Equation
(2). The equations of interest are specified as follows.

Profy = B, + B,CAPSTRU;, + ByCIS; + P, SIZE; + BsGROWTH;, + B LIQUID;,
+ ﬁ7RISKl‘t + ﬁSMARKSHARElt + ﬁgAGEit +ﬁ + Eit (1)

Profy = B, + B,CAPSTRU;; + B,CIS;; + B,[CAPSTRU  CIS|,, + f;SIZE;
+ B,GROWTH;, + B,LIQUID; + B,RISK, + f,MARKSHARE; + B,,AGE;
+f1 + Eit

(2)

Where Prof represents shareholder and stakeholder profitability measured with return on
equity (ROE) and return on asset (ROA); CAPSTRU represents capital structure and is
captured as the ratio of total debts (TLEV), short-term (SLEV), and long-term leverage
(LLEV) to assets; CIS represents credit information sharing; SIZE represents firm size;
GROWTH represents sales growth; LIQUID represents firm liquidity; RISK represents
earnings variability; MARKSHARE represents the market share of a firm; AGE repre-
sents the firm age. Subscripts i = 1, ..., N denotes the cross-sectional dimension of firms,
and t=1,..., T denotes the time series dimension; f; is the firm-specific-fixed effect; f; are
the parameters to be estimated; ¢; is the error term assumed to be independent and
identically distributed (iid). The variable choice followed previous studies including
Batra and Kalia (2016), Qureshi and Yousaf (2014), Asimakopoulos, Samitas, and
Papadogonas (2009), and Al-Shatnawi et al. (2021).

3.1 Data description

The data for the study came from the audited annual financial statements of twenty (20)
Ghana Stock Exchange-listed companies from 2003 to 2013. Based on restrictions on
data availability, periodicity was chosen. The sample begins in 2003 since it was the first
fiscal year in which listed corporations were required by law to disclose their annual
financial report. Also, data on information sharing from WDI is only accessible from
2004 to 2013, with a jump to 2019 as the most recent. So, to guarantee a balanced panel,
we remain with the chosen time frame of 2003 to 2013. Table 1 provides a detailed
summary of the variable description and data source.

Table 2 shows the summary statistics for the variables used in this investigation.
Outliers, which have the potential to alter the consistency, efficiency, and biasness of
coefficients, were not found in the dataset based on the summary statistics. The Shapiro-
Wilk’s normality test is used to determine whether the data are normal. Thus, the
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Table 1. Summary of Variables.

Expected
Sign and

Variable Measurement Source Theory

ROE Net Profit/total equity Computed by authors based on
data from audited financial
statements

ROA Earnings before interest and tax/total assets Computed by authors based on
data from audited financial
statements

Capital Structure:

TLEV Total debts/total assets Computed by authors based on -/+
data from audited financial
statements

LLEV Long-term debts/total assets Computed by authors based on -/+
data from audited financial
statements

SLEV Short-term debts/total assets Computed by authors based on -/+
data from audited financial
statements

Info_Coverage Percentage of population that have their information World Development Indicators +

captured in the database of information sharing
institutions

SIZE Natural log of total assets Computed by authors based on +
data from audited financial
statements

GROWTH Year on year changes in sales Computed by authors based on +
data from audited financial
statements

LIQUID Current assets/current liabilities Computed by authors based on +
data from audited financial
statements

RISK Volatilities in operating profits Computed by authors based on -/+
data from audited financial
statements

Marketshare  Sales of firm/total sales of industry Computed by authors based on -/+
data from audited financial
statements

Age Years of listing Computed by authors based on +/+
data from audited financial
statements

Table 2. Summary Statistics.

Variable Obs Mean Min Max SWILK

roa 172 0.053 —-0.909 0.392 6.986***
roe 173 0.082 —0.892 0.651 4.858%**
info_coverage 198 0.038 0.000 0.210 7.0071%**
tlev 175 0.524 0.045 0.994 3.355%*
llev 176 0.546 —-0.381 0.955 2.983%**
slev 174 0.445 0.045 0.889 2.739%**
size_sales 195 16.738 9.009 20.986 2.852%**
growth_ta 150 0.144 —-0.999 0.895 3.638***
liq 196 1.640 0.036 9.857 9.016***
risk 176 0.664 —68.164 78.005 10.195%**
marketshares 190 0.099 0.000 0.944 9.407***
age 198 10.586 1.000 26.000 4.556***

Significance level: *** p < 0.01, ** p < 0.05, * p <0.1.
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Shapiro-Wilk’s test has a null hypothesis of no normal distribution, which was rejected
for all variables, suggesting that the variables were all normally distributed around their
means. Similarly, the variance inflation factor (VIF) (see Appendix 1) is computed to
show the acceptability of each variable in the model and shows that all variables are fit
and accepted to be in the model given that their VIF values are less than the VIF
maximum threshold of 10.

Interestingly, while total loans to assets average 52.4% of total capital structure, short-
term debts to assets average 44.55% and long-term debts to assets average 54.6%, showing
that firms on the Ghana Stock Exchange used more debt financing than equity between
the years under examination. Firms tend to rely increasingly on long-term debt funding.
The average information sharing coverage in Ghana is 3.81%, meaning that only 3.81% of
the population has had their data or information collected by credit information sharing
institutions. As a result, information sharing coverage is low and must be enhanced.
Profitability as evaluated by ROE and ROA is on average 8.20% and 5.3%, respectively,
while growth, as defined by asset growth, is on average 14.4%. Size is a recorded variable
with a value 16.74. This result indicates that the firm’s size increased around 16.62 times
during the study period. Liquidity is 1.64 on average, showing that for every current
liability created, there are 1.64 current assets to settle it, indicating that enterprises have
sufficient liquidity to satisfy current liabilities. Pearson’s correlation matrix (see Table 3)
that serves as a mechanism for checking and controlling multicollinearity is shown in
Table 3. The results presented in Table 3 show no evidence of multicollinearity.

4. Empirical results

Tables 4-9 offer empirical findings on how credit information sharing acts as a conduit to
improve the influence of debt financing on profitability in Ghanaian listed enterprises.
Each table displays the results of various estimating methodologies. For robust checking
Tables 7 to 12 exhibit findings using simultaneous bootstrap quantile regression models,
whereas Tables 4, 5, and 6 present results using fixed effect, random effect, and ordinary
least squares models, respectively. There is consistency seen across the fixed (see Models
1-3 and Models 7-9), random (see Models 13-15 and Models 19-21), and ordinary least
squares (see Models 25-27 and Models 31-33) models.

The findings indicate that debt financing in the form of short, long, and total
indebtedness has a negative significant influence on the profitability of Ghanaian listed
enterprises, as indicated in columns 21-24 of Table 5 and 33-36 of Table 6. This implies
that a firm’s profit eventually decreases because of financing with debt. This result is in
line with those reported by Ebaid (2009) and Kodongo et al. (2015), who noted
a comparable adverse effect in Egypt and Kenya, respectively. Credit information shar-
ing, on the other hand, has a mixed bag of positive and negative effects on profitability. In
the short term, we observed a positive influence, as seen in Column 3 of Table 4, Column
16 of Table 5, and Column 28 of Table 6, and a negative nexus in the long run, as seen in
Models 16 and 29. This confirms previous findings by Kusi et al. (2021) that information
sharing coverage promotes the use of short-term debts while decreasing the usage of
long-term debts for listed enterprises in Ghana.

When debt financing is interacted with or conditioned on credit information sharing,
we discover a substantial positive interaction for short-term and total debt financing but
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a significant negative interaction for long-term debt financing (see Models 4-6; 16-19;
and 28-30). This implies that credit information sharing acts as a channel for improving
or strengthening the impact of debt financing on corporate profitability. Thus, credit
information sharing improves debt financing conditions and has a beneficial influence
on profitability. According to Tchamyou (2019), such positive pass-through minimizes
information asymmetry, riskiness, and uncertainties associated with debt financing. Our
findings also confirm the perspective of Kusi et al. (2021) that information sharing
encourages the use of debt financing, but only for short-term, and total debt financing
in specific cases. In addition, we compute the net effect of debt financing and credit
information sharing on profitability. We find that the positive net effect outweighs the
negative net effect, supporting the claim that debt financing is enhanced and well-utilized
because of credit information sharing theory, causing a favorable impact on profitability
(Asongu & Odhiambo, 2020).

In terms of control variables, we find that firm size improves profitability, supporting
the assertion that there are efficiency gains and size advantages resulting from the
economies of scale principle (see Lee et al., 2021; Batra & Kalia, 2016; Qureshi &
Yousaf, 2014). Similarly, we discover that asset growth promotes profitability. This is
consistent with the assertion in finance and accounting that assets are the economic
resources of legal entities that help operations improve performance. Again, we demon-
strate that liquidity drives profitability, despite the liquidity-profitability trade-off.
However, it is argued that liquidity fosters business confidence in firms, attracting
more deals and operations and thus improving performance. Finally, we find that age
has a positive correlation with profitability. As a result, older companies have experience
that can boost their profit performance.

4.1 Robustness checks

We estimate the simultaneous bootstrap quantile models of the short-term, long-term,
and overall debt structure to ensure consistency, reliability, and efficiency. These models
seek to determine whether level effects are related to debt financing that is contingent on
credit information sharing. We find that when debt funding is contingent on credit
information sharing, the effect on profitability is positive and significant for nearly all
quantiles. Furthermore, the favorable net impacts outweigh the negative effects, support-
ing earlier findings that conditional debt financing on credit information sharing either
enhances the impact of debt on profitability or mitigates the detrimental impact of debt
financing on profitability.

5. Conclusion and policy recommendation

This study examines how credit information sharing conditions debt financing to
increase the profitability of listed firms on the Ghana Stock Exchange between 2003
and 2013. We use robust ordinary least squares, simultaneous bootstrapped quantile,
fixed effect, and random effect models on a panel data set of 20 listed non-financial
enterprises in Ghana. Our findings reveal that when debt financing in the form of
short, long, and total debts is conditional on information sharing, the effect of debt
financing on profitability improves. In the worst-case scenario, debt financing
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contingent on credit information exchange mitigates the negative impact of debt
financing on profitability. Furthermore, we discover that when debt financing is
contingent on credit information sharing, the conditioned debt financing drives the
profitability of these listed enterprises at all levels. These findings imply that credit
information sharing can mitigate the detrimental impact of debt financing on profit-
ability caused by information asymmetry.

These findings have policy ramifications for Ghanaian leaders and researchers. As
a result, governments must establish rules and legislation that deepen, broaden, and
improve credit information sharing to mitigate the detrimental impact of information
asymmetry on loan financing and business profitability. To promote business perfor-
mance, lenders must again condition debt financing activities on credit information
sharing. Researchers are also urged to investigate the consistency of these findings in
order jurisdictions by utilizing different datasets on enterprises in and outside of Ghana.

Note

1 Net Effect =debt financing coefficient + [interactive term coefficient X mean of credit
information sharing coverage].
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Appendix 1: Variance Inflation Factor

ROA ROE
tlev 246 249
llev 2.05 1.91
slev 2.05 213
liq 1.99 2.54
size_sales 1.79 1.9
marketshar~s 1.72 1.68
age 1.42 1.54
growth_ta 1.15 1.19
info_cover~e 1.14 1.12
risk 1.05 1.07
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