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ABSTRACT  

The banking sector in Zambia is a cornerstone of financial stability and economic 

development. Capital structure decisions, including the balance between debt and 

equity financing, are critical determinants of bank stability and performance, 

influencing risk profiles, resilience to economic volatility, and overall profitability. This 

study examines the impact of capital structure on the performance of commercial 

banks in Zambia, focusing on key performance metrics such as return on assets 

(ROA), return on equity (ROE), and financial stability. 

The findings of the study reveal that high debt-to-equity ratios negatively impact 

profitability, with banks exhibiting a decline in ROA by an average of 2.5% during 

periods of economic instability. Regulatory capital requirements, while contributing to 

financial stability, limit profitability by reducing banks' ability to leverage debt, with a 

15% increase in equity levels correlating with a 1.8% decline in ROE. The analysis 

also shows that banks relying on internal funding sources, such as retained 

earnings, achieved 12% higher profitability on average compared to those heavily 

dependent on external debt financing. 

The study provides actionable recommendations for stakeholders. Banks are 

advised to reduce over-reliance on debt financing, strategically increase equity 

financing, and prioritize reinvestment of retained earnings to enhance profitability 

and stability. Policymakers are urged to create a supportive macroeconomic 

environment, characterized by stable inflation and exchange rates, to foster sectoral 

growth. Future research should focus on the impact of digital banking technologies 

and examine capital structure strategies in financial institutions such as microfinance 

organizations and investment banks, which operate under distinct regulatory 

frameworks. 

This research contributes to the literature on capital structure in emerging markets, 

offering data-driven insights and benchmarks to optimize the performance of 

commercial banks in Zambia in a volatile economic environment. 

Key words: Capital structure, performance, capital adequate ratio, returns on 

asset, Return on equity, Debt to Equity ratio, Regulatory Capital, and leverage.
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CHAPTER ONE - Background and Problem Statement 

 

1.1 Introduction 

The capital structure of a financial institution, particularly in the banking sector, is a 

crucial determinant of its operational stability, growth potential and overall financial 

performance. Capital structure refers to the mix of debt and equity financing used by 

a company to fund its operations and expand its asset base. For banks, the right 

capital structure is essential not only to ensure profitability but also to comply with 

regulatory requirements that safeguard the stability of the financial system. Banks 

must strike a balance between debt and equity to optimize their financial 

performance, as an over-reliance on debt can lead to increased financial risks, while 

excessive equity might dilute returns for shareholders (Modigliani & Miller, 1958). 

This relationship between capital structure and performance is even more pertinent 

in emerging economies, such as Zambia, where commercial banks play a pivotal 

role in economic growth and development. 

In Zambia, commercial banks contribute significantly to the country’s financial sector, 

facilitating economic activities through loans, deposits, and investment services. 

Given Zambia's developing economy and its reliance on financial institutions to 

support economic progress, the capital structure decisions made by banks are of 

strategic importance. With a relatively small yet competitive banking sector, Zambian 

banks face unique challenges, including limited access to capital markets, 

dependence on external funding, and stringent regulatory requirements imposed by 

the Bank of Zambia. These factors influence the capital structure strategies adopted 

by Zambian banks, which, in turn, affect their performance metrics, including 

profitability, risk management, and market share (Mwenda, 2017). 

Furthermore, the regulatory landscape in Zambia, influenced by global standards 

such as the Basel III framework, imposes capital adequacy requirements on banks to 

ensure they maintain a sufficient buffer against financial distress. These regulations, 

while aimed at reducing systemic risk, also impact the capital structure choices 

available to banks, often requiring them to hold a higher proportion of equity relative 

to debt. Compliance with these standards can place significant pressure on banks to 
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optimize their performance, as they must balance regulatory requirements with 

shareholder expectations for profitability and growth (Bank of Zambia, 2020). 

Consequently, Zambian banks must carefully manage their capital structure to 

achieve a balance that maximizes performance while adhering to regulatory 

standards. 

The relationship between capital structure and bank performance has been 

extensively studied in various contexts, with most research highlighting the 

importance of capital structure in influencing banks' profitability, risk levels, and 

overall financial health (Berger & Bonaccorsi di Patti, 2006). However, while many 

studies have examined this relationship in developed economies, relatively few have 

focused on emerging markets like Zambia. Given the unique economic and 

regulatory environment in Zambia, an investigation into how capital structure affects 

bank performance within this context is warranted. Understanding this relationship 

can provide insights into the optimal financing strategies for Zambian banks, 

contributing to the literature on capital structure and performance in emerging 

economies. 

This study seeks to address this gap by exploring the impact of capital structure on 

the performance of commercial banks in Zambia. By analyzing the capital structure 

strategies of Zambian banks and their effect on key performance indicators such as 

return on assets (ROA) and return on equity (ROE), the research aims to provide 

valuable insights for bank management, policymakers, and investors. Ultimately, the 

findings of this study will contribute to the broader discourse on capital structure 

management in emerging markets, offering practical implications for enhancing bank 

performance in Zambia’s dynamic financial environment. 

This chapter introduces the relevance of capital structure in the banking sector, 

particularly focusing on its impact on the performance of commercial banks in 

Zambia. The study underscores the importance of understanding how capital 

structure decisions influence the financial stability and profitability of banks, 

especially within the regulatory framework of Zambia. By setting the tone for the 

research, this introduction highlights the need for a comprehensive analysis of 

capital structure and performance in Zambian commercial banks, laying the 
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foundation for the subsequent chapters that will examine theoretical frameworks, 

methodologies, and empirical findings in detail. 

1.2 Background to the Problem 

The Zambian banking sector plays a vital role in supporting the nation’s economic 

activities by facilitating transactions, providing credit, and offering financial services 

essential for individual and corporate growth. However, the banking industry in 

Zambia, similar to those in other emerging markets, faces significant challenges, 

particularly in terms of capital adequacy, regulatory compliance, and operational 

efficiency. Capital adequacy, which refers to a bank’s ability to absorb losses while 

maintaining financial stability, remains a key issue for Zambian banks. Under the 

regulations set forth by the Bank of Zambia, commercial banks are required to 

maintain a minimum capital level, a measure intended to safeguard financial stability 

and protect depositors’ interests. These requirements align with international 

standards, such as those outlined by the Basel III framework, which emphasizes the 

importance of maintaining a capital buffer to withstand economic downturns and 

potential financial shocks (Bank of Zambia, 2020). 

Regulatory frameworks in Zambia have evolved significantly, especially in response 

to global financial crises that exposed vulnerabilities in banking systems worldwide. 

The Zambian government and the Bank of Zambia have implemented more stringent 

regulations to enhance the resilience of banks and reduce systemic risk. These 

regulations focus on capital requirements, liquidity ratios, and leverage restrictions, 

aiming to create a robust financial environment that can withstand external pressures 

(IMF, 2019). Although these regulatory changes are intended to strengthen the 

banking sector, they also impact banks' capital structure decisions, as banks must 

hold higher levels of equity relative to debt to meet the required capital adequacy 

ratios. This, in turn, can affect profitability, as maintaining higher equity levels can 

dilute returns to shareholders, presenting a challenge for bank management to 

balance regulatory compliance with profitability goals (World Bank, 2021). 

In recent years, Zambia has experienced various economic shifts that have 

influenced the banking industry, including fluctuations in commodity prices, inflation, 

and foreign exchange rates. Zambia’s economy is heavily reliant on copper exports, 



 
 
 

[4] 
 

making it vulnerable to fluctuations in global commodity prices. When copper prices 

decline, the country's revenue and foreign reserves diminish, leading to economic 

instability and affecting banks' ability to raise capital. For example, a decline in 

copper prices in 2019 led to economic pressures that caused an increase in non-

performing loans (NPLs) as borrowers struggled to repay debt, weakening the capital 

base of banks and forcing them to reassess their capital structure strategies (Bank of 

Zambia, 2020). This dependence on external economic factors adds complexity to 

the management of capital structure within Zambian banks, as they must continually 

adapt to external shocks that impact their liquidity and solvency. 

Moreover, Zambia’s high inflation rate, which has remained above regional 

averages, poses additional challenges for the banking sector. High inflation erodes 

the real value of capital and deposits, leading banks to adjust their capital structure 

to mitigate the impact of inflationary pressures on their financial stability. For 

instance, banks may increase reliance on short-term debt to protect against inflation 

but, in doing so, expose themselves to liquidity risks. According to a report by the 

International Monetary Fund (IMF, 2019), the inflationary environment in Zambia has 

compelled banks to focus more on equity-based financing to maintain stability, given 

the relatively higher risk associated with debt in such conditions. 

Another pressing challenge facing the Zambian banking industry is access to capital, 

particularly in a developing economy with limited local capital markets. Zambian 

banks rely heavily on international capital sources to fund their operations, which 

subjects them to foreign exchange risk and global market fluctuations. When 

exchange rates become volatile, the cost of servicing foreign-denominated debt 

rises, affecting the profitability and financial sustainability of these institutions. This 

dependency on foreign capital also affects the strategic choices banks make 

regarding their capital structure. As a result, Zambian banks may opt to maintain a 

higher equity ratio to buffer against exchange rate volatility, though this can reduce 

their ability to leverage debt to enhance returns (World Bank, 2021). 

In addition to these economic and regulatory challenges, technological 

advancements and the digital transformation of financial services are reshaping 

Zambia’s banking landscape. The adoption of digital banking platforms and mobile 
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financial services has increased access to banking services, especially among rural 

populations. While this development has expanded banks' customer base and 

improved financial inclusion, it also requires substantial investment in technology and 

infrastructure, influencing banks' capital requirements and financing strategies. 

Consequently, banks must carefully evaluate their capital structure to ensure they 

can support technological investments while meeting regulatory capital standards 

(Bank of Zambia, 2020). 

The Zambian banking sector faces a complex environment shaped by regulatory 

constraints, economic volatility, inflationary pressures, limited access to capital, and 

the need for technological advancement. These factors collectively impact capital 

structure decisions and, subsequently, bank performance. Given the crucial role of 

capital structure in determining financial stability and profitability, it is essential to 

investigate how these various influences shape the capital structure choices of 

Zambian banks. This research aims to provide insights into these dynamics, 

contributing to a better understanding of the capital structure-performance 

relationship in the context of Zambia’s unique economic and regulatory environment. 

1.3 Statement of the Problem 

The capital structure decisions made by banks significantly influence their financial 

performance, risk profiles, and ability to withstand economic shocks. However, 

determining the optimal capital structure the ideal balance between debt and equity 

financing remains a complex issue, especially for commercial banks in emerging 

economies like Zambia. While several theories, such as the trade-off theory and 

pecking order theory, provide a framework for understanding capital structure, the 

practical application of these theories is complicated in Zambia due to unique 

regulatory, economic, and operational challenges faced by the banking sector 

(Modigliani & Miller, 1958; Myers, 1984). For Zambian banks, balancing regulatory 

compliance with profitability is challenging due to the evolving regulatory landscape, 

high inflation, and a dependence on foreign capital, which can expose banks to 

currency and market risks (Mwenda, 2017). 

Existing research in finance has established a link between capital structure and firm 

performance, primarily in developed markets, where financial systems are more 
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robust and mature (Berger & Bonaccorsi di Patti, 2006). However, limited empirical 

research has been conducted on the impact of capital structure on the performance 

of banks within the Zambian context. This gap is particularly significant given that 

Zambia’s banking sector operates under distinct economic conditions, such as high 

inflation, economic dependence on the mining sector, and regulatory challenges. 

Studies on capital structure in emerging economies suggest that factors like limited 

access to capital, dependence on foreign funding, and currency volatility significantly 

affect capital structure decisions and performance outcomes. Still, these studies are 

generally focused on larger, more diversified economies and do not fully account for 

Zambia’s unique financial environment (Zondo, 2019). 

Furthermore, there is a knowledge gap regarding how Zambian banks can optimize 

their capital structures in light of local regulatory requirements, such as the capital 

adequacy ratios mandated by the Bank of Zambia. These requirements, designed to 

enhance the resilience of banks, often compel banks to maintain higher levels of 

equity, which can limit their ability to leverage debt for profitability. As a result, 

Zambian banks are faced with the dilemma of choosing between maintaining high 

equity levels, which may reduce returns to shareholders, or increasing their debt, 

which could increase financial risks. Despite this critical issue, empirical studies that 

specifically explore how such regulatory requirements and economic conditions 

impact the capital structure and performance of Zambian banks are scarce 

(Mwenda, 2017; Bank of Zambia, 2020). 

The lack of comprehensive research on capital structure and bank performance in 

Zambia means that bank management and policymakers lack data-driven insights to 

inform their decisions. Given the dynamic economic conditions in Zambia, a well-

researched understanding of how capital structure affects bank performance is 

essential for creating resilient and profitable banking institutions. This study, 

therefore, seeks to fill this gap by examining the relationship between capital 

structure and bank performance among commercial banks in Zambia. By focusing 

on specific performance metrics such as return on assets (ROA) and return on equity 

(ROE), this research will analyze how different capital structures influence financial 

performance, risk management, and shareholder value within Zambia’s unique 

regulatory and economic context. 



 
 
 

[7] 
 

Addressing this gap is not only of academic interest but also of practical significance. 

For bank managers, insights from this study can help in formulating strategies that 

optimize capital structure for improved financial performance. For policymakers and 

regulators, the findings can provide valuable data to inform regulatory frameworks 

that support bank stability without compromising profitability. Ultimately, this study 

will contribute to the broader discourse on capital structure and performance in 

emerging economies, providing evidence-based recommendations to enhance the 

resilience and competitiveness of Zambian commercial banks (Zondo, 2019). 

1.4 Research Objectives 

 

1.4.1 Overall Objective 

The primary aim or general objective of this study was to analyze how capital 

structure influences the performance of Zambian commercial banks.  

Specifically, the study seeks to understand the relationship between various capital 

structure components, such as debt-to-equity ratios and regulatory capital 

requirements, and key performance metrics like profitability, risk levels, and return on 

equity (ROE). Through this analysis, the research intends to provide insights into 

optimal capital structure strategies that can enhance the financial stability and growth 

of Zambian commercial banks. 

1.4.2 Specific Objectives 

To achieve the overall aim, the study was guided by the following specific objectives: 

1. To assess the impact of debt-to-equity ratios on the performance of 

commercial banks in Zambia. 

2. To examine the effect of leverage ratios on profitability of commercial banks in 

Zambia  

3. To analyze the role of liquidity in influencing the performance of commercial 

banks in Zambia. 

4. To investigate how inflation and economic conditions influence the capital 

structure decisions of commercial banks in Zambia. 
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1.5 Research Hypotheses 

The study was further guided by the following research hypothesis, corresponding to 

each specific objective: 

H01: There is a significant relationship between the debt-to-equity ratio and the 

profitability of commercial banks in Zambia. 

 

H02: Compliance with regulatory capital (Liquidity) requirements positively influences 

the profitability and financial stability of commercial banks in Zambia. 

 

H03: Internal funding positively impacts bank performance compared to external 

funding due to reduced financial risk. 

 

H04: Economic conditions, such as inflation rates, have a significant effect on the 

capital structure choices of commercial banks in Zambia. 

1.6 Significance of the Study 

This research holds substantial value for various stakeholders within the Zambian 

banking sector, including policymakers, bank management, investors, and 

academics. By investigating how capital structure influences bank performance, the 

study provides insights that are crucial for enhancing the financial health and 

competitive position of Zambian commercial banks. In a rapidly evolving financial 

environment characterized by increasing regulatory demands and economic 

volatility, understanding the optimal capital structure for banks is essential to ensure 

their resilience, profitability, and contribution to national economic development 

(Jones, 2021). 

For policymakers and regulatory bodies, such as the Bank of Zambia, this study 

offers evidence-based recommendations on how regulatory frameworks might be 

designed to support both the stability and growth of commercial banks. Regulatory 

capital requirements are central to safeguarding banks against financial crises; 

however, overly stringent requirements may reduce banks' flexibility and profitability 
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(Mwewa & Phiri, 2018). By analyzing the relationship between regulatory capital 

requirements and bank performance in Zambia, this research provides data that can 

inform more balanced regulatory policies that protect the financial system while 

allowing banks to remain competitive. The findings can assist policymakers in 

evaluating the effectiveness of current regulatory measures and considering 

adjustments that enable banks to optimize their capital structures without 

compromising financial stability. 

For bank management, the study provides practical insights into strategic decisions 

regarding capital structure, particularly the balance between debt and equity 

financing. An optimal capital structure is critical for maximizing returns and managing 

risks, especially in a challenging economic context like Zambia’s, where factors such 

as inflation, currency volatility, and limited access to international capital markets 

significantly impact financial performance. By examining the effects of debt-to-equity 

ratios, internal versus external funding, and regulatory requirements, this research 

offers bank executives data-driven insights to guide financing strategies that 

enhance profitability while managing risk exposure (Mwenda, 2017). For instance, 

understanding the performance implications of different funding sources can aid 

banks in making informed choices about leveraging debt or equity to support growth 

and resilience. 

The study also holds academic significance by contributing to the literature on capital 

structure and bank performance, particularly within the context of emerging markets. 

While much research has focused on developed economies, where financial markets 

are more established and regulatory environments differ, studies in emerging 

economies like Zambia remain limited. This research fills an essential gap by 

examining capital structure dynamics in Zambia, offering new perspectives on how 

regulatory, economic, and institutional factors specific to this region influence bank 

performance. Academics and students in finance and economics can benefit from 

this study by gaining insights into the complex relationship between capital structure 

and performance in the banking sector of an emerging economy, thereby adding 

depth to the global discourse on capital structure theory (Jones, 2021; Zondo, 2019). 



 
 
 

[10] 
 

Furthermore, for investors and financial analysts, the findings provide a better 

understanding of the financial health and strategic approaches of Zambian banks, 

which is valuable for investment decision-making. Investors rely on performance 

indicators like return on assets (ROA) and return on equity (ROE) to assess the 

profitability and efficiency of banks. By elucidating how different capital structures 

affect these metrics, this study enables investors to evaluate the risk-return profile of 

Zambian banks more accurately. This knowledge supports informed investment 

decisions, allowing investors to identify banks with sustainable growth strategies and 

sound capital management practices (Mwewa & Phiri, 2018). 

This study on capital structure and bank performance is highly valuable to 

stakeholders across the Zambian banking sector. For policymakers, it provides 

insights to refine regulatory frameworks; for bank managers, it offers guidance on 

optimizing capital structure decisions; for academics, it expands the body of 

knowledge on capital structure in emerging markets; and for investors, it enhances 

the understanding of bank performance in Zambia. Ultimately, the research aims to 

foster a more resilient and profitable banking sector, contributing to Zambia’s 

financial stability and economic growth. 

1.7 Scope of the Study 

The scope of this study was designed to ensure a focused and comprehensive 

examination of how capital structure impacts the performance of commercial banks 

in Zambia. This research centres on Zambian commercial banks due to their critical 

role in supporting the country’s economic activities through the provision of credit, 

financial services, and facilitation of transactions. Unlike other financial institutions, 

commercial banks are regulated by specific capital requirements that aim to maintain 

their stability and protect depositors. Therefore, examining the capital structure 

decisions of these banks offered valuable insights into their financial resilience and 

capacity to contribute to Zambia’s economic growth (Bank of Zambia, 2020). 

Geographically, the study was confined to Zambia, with data drawn exclusively from 

commercial banks operating within the country. This national focus enables a 

targeted exploration of Zambia’s unique economic and regulatory environment, 

which plays a significant role in shaping capital structure choices. Zambia’s 
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economic landscape is characterized by factors such as high inflation, dependency 

on copper exports, and fluctuating exchange rates, which collectively influence 

financial strategies and outcomes for banks. These factors make Zambia an 

interesting case for studying the relationship between capital structure and bank 

performance, as banks must navigate both internal challenges and external 

economic pressures (IMF, 2019). Consequently, focusing on Zambian commercial 

banks allowed the study to address these localized factors and analyze how they 

intersect with capital structure and performance. 

The time frame of the study covered a period from 2015 to 2022. This period was 

chosen to capture recent trends and developments in the Zambian banking sector, 

including responses to global economic shifts, regulatory adjustments, and domestic 

economic challenges. For instance, during this period, Zambian banks have had to 

adapt to updated capital requirements imposed by the Bank of Zambia, as well as 

cope with economic disruptions caused by fluctuating copper prices and exchange 

rate volatility (Bank of Zambia, 2020). The chosen time frame also includes the 

economic effects of the COVID-19 pandemic, which had significant impacts on 

financial markets and bank operations worldwide. By examining a recent period 

marked by such challenges, the study aimed to provide an up-to-date analysis of 

how capital structure influences bank performance under both typical and adverse 

conditions. 

In terms of content, the study specifically examined various aspects of capital 

structure, including debt-to-equity ratios, regulatory capital requirements, and the 

balance between internal and external funding sources. The analysis of debt-to-

equity ratios focused on how the relative proportion of debt financing versus equity 

financing affects bank performance, measured by key indicators such as return on 

assets (ROA) and return on equity (ROE). Additionally, the study evaluated the 

impact of regulatory capital requirements, particularly those mandated by the Bank of 

Zambia, to understand how compliance with these regulations affects profitability 

and financial stability. The study also considered the influence of internal funding 

(e.g., retained earnings) versus external funding (e.g., loans from other financial 

institutions or international lenders), examined how these choices affect banks' risk 

exposure and return profiles (Mwenda, 2017; Mwewa & Phiri, 2018). 
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The study’s scope excluded other types of financial institutions, such as microfinance 

institutions, investment banks, or insurance companies, as their capital structure and 

regulatory requirements differ significantly from those of commercial banks. 

Additionally, the study did not cover other regions outside Zambia or comparative 

studies with commercial banks in other countries. This focus on Zambian commercial 

banks enabled a more in-depth exploration of the unique challenges and 

opportunities within Zambia’s banking sector, without the confounding factors that 

might arose from cross-border comparisons. 

This study was specifically confined to analyzing the capital structure and 

performance of Zambian commercial banks within the period 2015-2022. By focusing 

on specific capital structure components and limiting the geographical and 

institutional scope, the research aimed to provide a nuanced understanding of the 

factors influencing bank performance in Zambia’s distinctive economic and 

regulatory environment. This focused scope allowed for a detailed analysis relevant 

to Zambian bank managers, policymakers, and other stakeholders concerned with 

enhancing bank stability and profitability. 

1.8 Definition of Key Terms 

Capital Structure 

Capital structure refers to the specific mix of debt and equity that a company uses to 

finance its operations and growth. In the banking sector, capital structure plays a 

crucial role as it influences financial stability, risk management, and profitability. 

According to Modigliani and Miller (1958), a firm's capital structure is the result of a 

trade-off between tax benefits of debt and the cost of financial distress associated 

with excessive leverage. In this study, capital structure is analyzed through 

components like debt-to-equity ratios and the balance between internal and external 

funding. 

Performance 

Performance in the context of commercial banks refers to the ability of a bank to 

achieve financial objectives, including profitability, return on investment, and growth. 

Performance metrics often include indicators such as return on assets (ROA), return 
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on equity (ROE), and net interest margin (NIM), which reflect how effectively a bank 

utilizes its resources. Bank performance can be influenced by a variety of factors, 

including capital structure, market conditions, and regulatory requirements (Berger & 

Bonaccorsi di Patti, 2006). 

Debt-to-Equity Ratio 

The debt-to-equity ratio is a financial metric that compares the total debt of a 

company to its shareholders’ equity, indicating the extent to which a bank is 

leveraging borrowed funds versus its own capital. A high debt-to-equity ratio 

suggests that a bank relies heavily on debt financing, which can increase risk but 

also potential returns (Myers, 1984). In this study, the debt-to-equity ratio is used as 

a measure of capital structure to assess its impact on bank performance in Zambia. 

Regulatory Capital 

Regulatory capital refers to the minimum amount of capital that banks are required to 

hold by regulatory authorities to ensure financial stability and absorb losses. These 

requirements are often based on international standards, such as the Basel III 

framework, and are enforced to protect depositors and maintain the overall health of 

the financial system. In Zambia, the Bank of Zambia imposes regulatory capital 

requirements on commercial banks to ensure they remain solvent and resilient 

against economic shocks (Bank of Zambia, 2020). 

Return on Assets (ROA) 

Return on assets (ROA) is a profitability ratio that measures the efficiency of a bank 

in using its assets to generate profit. It is calculated by dividing net income by total 

assets. A higher ROA indicates better asset utilization and operational efficiency. In 

this study, ROA serves as a key performance metric to evaluate how capital 

structure choices impact profitability (Mwewa & Phiri, 2018). 

Return on Equity (ROE) 

Return on equity (ROE) is a measure of financial performance that calculates the 

return generated on shareholders' equity. It is a common indicator used by banks to 
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evaluate profitability relative to shareholder investments. ROE is particularly relevant 

in analyzing the effect of different capital structures, as higher leverage can amplify 

returns on equity under favourable conditions (Berger & Bonaccorsi di Patti, 2006). 

Internal Funding 

Internal funding refers to the use of a bank’s own generated capital, such as retained 

earnings, to finance its operations and growth initiatives. This type of funding does 

not involve external borrowing and therefore incurs no interest costs, but it may limit 

expansion potential if internal funds are insufficient. Banks often rely on internal 

funding to maintain financial stability and reduce reliance on external debt (Myers, 

1984). 

External Funding 

External funding involves sourcing capital from outside the bank, including loans 

from other financial institutions, issuance of bonds, or equity financing through 

shareholders. While external funding can facilitate rapid growth, it also introduces 

financial risks and potential costs, such as interest payments or dilution of ownership 

(Zondo, 2019). The balance between internal and external funding is a crucial 

consideration in capital structure management. 

Capital Adequacy Ratio (CAR) 

The capital adequacy ratio (CAR) is a measure used by regulators to assess a 

bank’s capital strength and its ability to absorb potential losses. It is calculated by 

dividing a bank’s capital by its risk-weighted assets. The CAR is a critical indicator of 

a bank’s financial health and compliance with regulatory standards, especially within 

the context of the Basel III guidelines. In Zambia, CAR requirements ensure that 

banks maintain sufficient capital buffers to protect against financial instability (Bank 

of Zambia, 2020). 

Leverage 

Leverage in banking refers to the use of borrowed funds to increase the potential 

return on investment. High leverage can enhance profitability, as it enables banks to 
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finance additional assets; however, it also increases risk exposure, especially if debt 

levels become unmanageable. The leverage ratio, which compares debt to equity or 

total assets, is a crucial aspect of capital structure, influencing both risk and return. 

In this study, leverage is examined to understand its impact on the performance of 

Zambian commercial banks (Modigliani & Miller, 1958). 

These definitions provide a foundational understanding of the key terms that will be 

used throughout this study. By clarifying these terms, this section establishes a basis 

for analyzing the complex interplay between capital structure and bank performance 

within Zambia’s commercial banking sector. 

1.9 Organization of Report 

This research report is structured into six distinct chapters, each designed to 

systematically explore the relationship between capital structure and performance in 

Zambian commercial banks. Each chapter builds on the previous one, providing 

interconnected progression from the introduction to the conclusion and 

recommendations. 

• Chapter One: Background to the Study – This introductory chapter 

establishes the foundation of the study, introducing the research topic, 

background, and the specific problem addressed by the research. It outlines 

the study’s objectives, research questions, significance, scope, and definitions 

of key terms, setting the context for an in-depth examination of capital 

structure and bank performance in Zambia. 

• Chapter Two: Literature Review – This chapter reviews existing academic 

literature and theoretical frameworks relevant to the study. It covers theories 

on capital structure, including the Modigliani-Miller theorem, trade-off theory, 

and pecking order theory, along with empirical studies on capital structure and 

bank performance in different economic contexts. The literature review 

identifies gaps in current research, particularly in emerging markets like 

Zambia, and forms the conceptual basis for this study’s analytical framework. 

• Chapter Three: Methodology – The methodology chapter outlines the 

research design, approach, and methods used to conduct the study. It 

discusses the research design, population, sample size, and sampling 
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techniques, along with the data collection and analysis procedures. Ethical 

considerations are also covered to ensure the study adheres to accepted 

standards. This chapter provides a clear roadmap of how the study is 

conducted to achieve reliable and valid findings. 

• Chapter Four: Presentation and Analysis of Results – This chapter 

presents and analyses the data collected in the study. Using statistical tools, 

this chapter examines the relationship between capital structure variables, 

such as debt-to-equity ratios and regulatory capital, and performance 

indicators, such as return on assets (ROA) and return on equity (ROE). The 

analysis aims to determine patterns and insights into how capital structure 

decisions impact the performance of Zambian commercial banks. 

• Chapter Five: Discussion of Findings – The discussion chapter interprets 

the results within the context of the literature reviewed in Chapter Two. It 

evaluates whether the findings align with or contradict existing theories and 

empirical evidence. This chapter provides insights into the implications of the 

results for the banking sector in Zambia, discussing how the findings 

contribute to understanding the optimal capital structure for bank 

performance. 

• Chapter Six: Conclusion and Recommendations – The final chapter 

summarizes the key findings, highlighting the study’s main contributions to 

understanding the relationship between capital structure and bank 

performance in Zambia. It presents practical recommendations for 

policymakers, bank management, and investors and suggests areas for 

further research to expand upon the findings. This chapter concludes the 

report with a reflection on the study’s limitations and potential implications for 

future research in this field. 

This structured approach allows each chapter to contribute to a comprehensive 

analysis of the research problem, providing stakeholders with a coherent and 

insightful examination of capital structure and bank performance in Zambia. 

1.10 Chapter Summary 

Chapter one provides a foundational understanding of the study's purpose, scope, 

and significance, laying the groundwork for the analysis that follows. The chapter 
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begins with an introduction to the research topic, emphasizing the importance of 

capital structure in the performance of commercial banks, particularly in the Zambian 

context. It describes the banking industry in Zambia and highlights the challenges 

that banks face, including regulatory demands and economic instability, which shape 

capital structure decisions. This context establishes the relevance of investigating 

the relationship between capital structure and performance to provide insights into 

how banks can optimize their financial strategies. 

The chapter proceeds to articulate the core research problem, emphasizing the 

knowledge gap regarding capital structure's impact on bank performance in Zambia. 

This issue is significant due to the unique regulatory and economic conditions in 

Zambia that affect banks differently than in developed markets. By setting out 

specific research objectives and questions, the study is clearly directed towards 

understanding the influence of capital structure choices on financial outcomes in 

Zambian banks. 

Key terms such as "capital structure," "debt-to-equity ratio," and "regulatory capital" 

are defined to clarify the study’s focus and establish a shared understanding of the 

concepts central to the research. The significance of the study is then discussed, 

highlighting its value to stakeholders including policymakers, bank management, and 

academics. For policymakers, the findings may inform regulatory frameworks that 

support bank stability without compromising growth; for bank managers, insights 

from the study can guide strategic decisions on capital structure to enhance 

profitability; and for academics, the research contributes to the literature on capital 

structure in emerging economies. 

The chapter concludes with an overview of the report’s structure, previewing each 

chapter’s purpose and how it contributes to the study’s overall objective. This 

organization sets a clear trajectory for the research, outlining the flow from 

background, literature review, and methodology through to data analysis, discussion, 

and final recommendations. 

In summary, Chapter One provides a comprehensive introduction to the research, 

defining the study's focus and relevance while setting up a clear structure for the 

report. This summary prepares for the next chapter, the Literature Review, which will 
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delve into theoretical perspectives and empirical studies that inform the analysis of 

capital structure and bank performance in Zambia. 

2.0 CHAPTER TWO: Literature Review 

2.1 Introduction 

The literature review provides a comprehensive overview of existing academic 

knowledge on the relationship between capital structure and banking performance. 

This chapter synthesizes theoretical perspectives and empirical findings relevant to 

the study’s focus on Zambian commercial banks. By examining foundational theories 

and relevant studies, the literature review established a conceptual framework that 

informs the research questions and methodology of this study. 

This chapter begins with a discussion of key theories that have shaped the 

understanding of capital structure in corporate finance, including the Modigliani-Miller 

theorem, the trade-off theory, and the pecking order theory. These theories provide a 

foundation for analyzing how banks make capital structure decisions, balancing 

factors like debt and equity to optimize financial outcomes. Following the theoretical 

framework, the chapter reviews empirical studies on the impact of capital structure 

on bank performance in various contexts, with a focus on emerging economies. This 

review highlights gaps in the existing literature, particularly concerning the unique 

regulatory and economic environment of Zambia, justifying the need for this 

research. 

2.2 Empirical Literature 

Empirical research on the relationship between capital structure and bank 

performance has yielded diverse findings across various economic contexts, 

reflecting the unique challenges and regulatory environments of different countries. 

This section reviews key empirical studies that have explored how capital structure 

choices such as debt-to-equity ratios, regulatory capital, and internal versus external 

funding affect bank performance metrics, including profitability, return on assets 

(ROA), and return on equity (ROE). By examining studies conducted in both 

developed and emerging markets, this review highlights factors that shape capital 
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structure decisions and their implications for bank performance, with a particular 

focus on emerging economies comparable to Zambia. 

One of the central components of capital structure is the debt-to-equity ratio, which 

measures the proportion of a bank's funding that comes from debt versus equity. 

Studies have shown that this ratio significantly affects banks' financial performance. 

For instance, Berger and Bonaccorsi di Patti (2006) analyzed the impact of leverage 

on bank performance in the United States and found a positive relationship between 

moderate levels of debt and profitability. Their findings suggest that banks can 

benefit from tax shields associated with debt while maintaining enough equity to 

minimize financial risk, supporting the trade-off theory in a regulated banking 

environment. 

In emerging markets, however, the relationship between debt and performance is 

often more complex due to higher financial instability and weaker regulatory 

frameworks. A study by Goyal (2013) on Indian banks indicated that while leverage 

could enhance profitability under stable economic conditions, high debt levels 

exposed banks to greater risk during economic downturns. This finding is relevant to 

Zambia, where banks face economic volatility linked to factors such as fluctuating 

commodity prices and exchange rates. Similarly, Mwenda (2017) found that in 

Zambia, higher debt levels could reduce profitability if economic conditions worsen, 

suggesting that an optimal debt-to-equity ratio is crucial for balancing performance 

and risk. 

Regulatory capital requirements play a critical role in determining the capital 

structure of banks, particularly as they must maintain sufficient equity to meet 

minimum capital adequacy ratios. Studies have generally found that these 

requirements impact bank performance by constraining capital structure flexibility. 

Mwewa and Phiri (2018) examined Zambian banks and reported that strict regulatory 

capital requirements positively influence bank stability but can reduce profitability if 

banks cannot leverage debt as effectively. Their study emphasized the need for 

banks to strike a balance between regulatory compliance and achieving shareholder 

returns. 
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Further supporting this perspective, Barth, Caprio, and Levine (2004) conducted a 

cross-country study of banks in emerging economies and found that while capital 

requirements are essential for stability, overly stringent regulations can constrain 

profitability, especially for banks with limited access to equity markets. This finding is 

consistent with the situation in Zambia, where banks must adhere to capital 

adequacy requirements set by the Bank of Zambia. Compliance with these 

standards can reduce the flexibility of banks in their capital structure choices, 

especially in contexts where accessing new equity is costly and challenging. 

The choice between internal and external funding is another critical aspect of capital 

structure that affects bank performance. According to the pecking order theory, 

banks prefer internal funding, such as retained earnings, over external financing due 

to lower associated costs and risks. In their study of Nigerian banks, Olokoyo (2012) 

found that banks relying more on internal funding sources demonstrated higher 

stability and profitability compared to those that heavily depended on external debt. 

This preference for internal funding reflects the challenges associated with external 

financing in many emerging markets, including high interest rates and potential 

currency risks. 

In Zambia, limited access to capital markets further intensifies reliance on internal 

funding, as noted by Zondo (2019). Zondo’s study on African banks highlighted that 

Zambian banks often resort to retained earnings and other internal sources to 

maintain financial stability, given the challenges of accessing affordable external 

debt. However, this reliance on internal funding can limit growth potential, as banks 

may lack sufficient resources to invest in expansion initiatives. Therefore, the 

balance between internal and external funding becomes a critical determinant of 

bank performance in Zambia. 

Empirical studies also underscore the role of macroeconomic conditions in shaping 

capital structure decisions and bank performance, particularly in emerging 

economies. Economic factors such as inflation, interest rates, and currency volatility 

can significantly impact both the cost of debt and the availability of capital. In their 

study of South African banks, Biekpe and Kiweu (2009) demonstrated that during 

periods of economic instability, banks tend to increase their equity levels to mitigate 
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risk, as debt financing becomes more expensive and riskier. This finding is relevant 

to Zambia, where inflation and currency fluctuations frequently influence capital 

structure choices. 

Similarly, Fosu (2013) analyzed the effects of economic fluctuations on bank 

performance in Ghana and found that banks with higher equity levels showed 

greater resilience to economic shocks. This study suggests that in economies like 

Zambia’s, characterized by economic volatility, maintaining a robust equity base may 

be critical for ensuring stability and sustained performance. The findings align with 

the trade-off theory, which advocates for a balance between debt and equity to 

optimize performance under varying economic conditions. 

Empirical research on Zambian banks specifically remains limited, but several 

studies provide insights into how capital structure influences bank performance in 

this context. For example, Mwenda (2017) conducted a study on the impact of 

capital structure on the profitability of Zambian banks, finding that while moderate 

debt levels can enhance profitability, excessive leverage exposes banks to 

significant financial risks, especially during economic downturns. Mwenda’s findings 

align with the trade-off theory, suggesting that Zambian banks must carefully balance 

their debt-to-equity ratios to achieve optimal performance. 

Additionally, Mwewa and Phiri (2018) explored the effects of regulatory capital 

requirements on Zambian bank performance. They concluded that while these 

requirements are essential for maintaining stability, they can limit profitability by 

restricting banks' ability to leverage debt. Their research underscores the challenges 

Zambian banks face in balancing regulatory compliance with profit maximization, 

particularly in an environment with limited access to external capital. 

The empirical literature on capital structure and bank performance reveals that while 

debt can enhance profitability, excessive reliance on debt increases financial risk, 

particularly in volatile economic environments. Regulatory capital requirements 

contribute to stability but may constrain profitability by limiting banks' flexibility in 

capital structure choices. Internal funding tends to be preferred in emerging markets 

due to the costs and risks associated with external financing, although reliance on 

internal funds may limit growth potential. Macroeconomic conditions play a critical 
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role in shaping these decisions, as economic volatility often drives banks to adopt 

more conservative capital structures to ensure resilience. 

These empirical findings highlight the complex relationship between capital structure 

and performance in emerging markets and underscore the need for a nuanced 

approach to capital structure management in the Zambian banking sector. By 

exploring how these factors influence bank performance in Zambia, this study seeks 

to fill the gap in empirical research specific to the Zambian context and provide 

valuable insights for optimizing capital structure decisions in line with regulatory and 

economic conditions. 

Gaps in Empirical Literature 

Economic Volatility 

The impact of economic volatility on the relationship between capital structure and 

bank performance is underexplored, particularly in the context of African markets. 

Economic instability, characterized by fluctuating inflation rates, exchange rate 

volatility, and commodity price dependencies, significantly influences banking 

operations. Studies like those by Goyal (2013) highlight how leverage can enhance 

profitability under stable economic conditions but become a risk factor during 

downturns. However, such analyses are predominantly rooted in the Indian banking 

sector and do not account for the unique challenges faced by African economies like 

Zambia, where the banking sector operates under heightened external pressures 

such as reliance on copper exports and unstable economic environments. Mwenda 

(2017) emphasizes the adverse effects of high debt levels on profitability during 

economic instability in Zambia, but a more comprehensive understanding is needed. 

This gap underscores the need for studies that examine macroeconomic factors—

such as inflation and exchange rate volatility—and their direct influence on capital 

structure and performance in volatile African markets. 

Regulatory Impacts 

The role of regulatory frameworks, particularly capital adequacy requirements, in 

shaping the relationship between capital structure and performance has been 
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acknowledged but not fully explored. Regulatory requirements, such as those 

mandated by the Bank of Zambia under the Basel III framework, compel banks to 

maintain minimum equity levels, which ensures stability but often limits profitability by 

reducing their ability to leverage debt effectively (Mwewa and Phiri, 2018). While 

such regulations are intended to safeguard financial stability, they create operational 

challenges, especially for banks in emerging markets with limited access to 

affordable equity and high borrowing costs. Existing studies, including those by 

Barth, Caprio, and Levine (2004), have focused on regulatory compliance in global 

contexts but fail to provide actionable insights into how banks in Zambia or similar 

economies can balance regulatory compliance with profitability. Further research is 

necessary to investigate strategies that banks can adopt to maintain compliance 

while maximizing returns. 

Funding Preferences 

The choice between internal and external funding sources and its impact on bank 

performance is a critical area that has not been sufficiently studied in diverse 

regulatory and economic frameworks. The pecking order theory posits that banks 

prefer internal funding, such as retained earnings, due to its lower cost and risk 

(Myers and Majluf, 1984). Olokoyo (2012) supports this perspective, finding that 

Nigerian banks relying on internal funding demonstrated higher stability and 

profitability compared to those that depended on external debt. However, these 

findings are primarily focused on West African economies and do not address the 

unique challenges faced by Zambian banks, which may be compelled to rely more 

on external funding due to limited internal resources. Zondo (2019) underscores the 

potential benefits of external funding for profitability but also highlights the higher 

risks associated with volatile economic environments. Further studies are needed to 

compare the long-term performance outcomes of internal versus external funding 

sources, particularly in the Zambian banking sector, where such decisions are 

influenced by high interest rates, currency risks, and limited access to capital 

markets. 

Emerging Markets Specificity 
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Much of the existing literature on capital structure and bank performance focuses on 

developed economies, where financial systems are more mature and operate under 

relatively stable economic and regulatory conditions. For instance, Berger and 

Bonaccorsi di Patti (2006) and Goyal (2013) primarily analyze banking systems in 

the U.S. and India, respectively, offering insights that may not be directly transferable 

to emerging markets. In Zambia, banks operate in an environment characterized by 

high inflation, currency depreciation, and dependency on the mining sector, which 

significantly affect capital structure decisions. Mwenda (2017) and Mwewa and Phiri 

(2018) provide some insights specific to Zambia, such as the impact of economic 

instability and regulatory capital requirements, but these studies are limited in scope. 

There is a pressing need for localized studies that address the interplay between 

unique economic conditions, regulatory constraints, and capital structure decisions in 

Zambia and other African markets. Such research could provide tailored 

recommendations for optimizing bank performance in these contexts. 

Study/Author  Key Insights  

Study 

Context  Identified Research Gaps  

Berger & 

Bonaccorsi di 

Patti (2006)  

Moderate levels of debt improve 

bank profitability via tax 

benefits; excessive debt 

heightens financial risks.  

U.S. 

banking 

sector  

Limited examination of 

emerging markets with distinct 

economic and regulatory 

dynamics.  

Goyal (2013)  

Leverage boosts profitability 

during stable periods but 

escalates risk amidst economic 

instability.  

Indian 

banking 

sector  

Requires focused research on 

economic volatility in African 

markets like Zambia.  

Mwenda 

(2017)  

High debt levels negatively 

affect profitability under 

challenging economic 

conditions in Zambia.  

Zambian 

banking 

sector  

Absence of integrated models 

that consider Zambia-specific 

macroeconomic factors.  



 
 
 

[25] 
 

Mwewa & 

Phiri (2018)  

Regulatory capital fosters 

stability but restricts profitability 

by limiting effective debt 

leveraging.  

Zambian 

banks  

Exploration needed on 

balancing regulatory demands 

with profitability in diverse 

scenarios.  

   

Olokoyo 

(2012)  

Internal funding is cost-efficient 

and less risky; external funding 

promotes growth but entails 

higher expenses and risks.  

Developing 

economies  

Further studies are required to 

analyze funding preferences 

across various regulatory 

contexts.  

Zondo (2019)  

External funding improves ROA 

and ROE when effectively 

managed, underscoring 

challenges in emerging 

markets.  

African 

banking 

sector  

Insufficient exploration of long-

term impacts of external funding 

in highly volatile markets.  

 

2.3 Theoretical Framework 

Understanding the capital structure choices of commercial banks requires an 

exploration of several prominent theories in corporate finance. Each theory offers 

insights into why firms, including banks, opt for specific combinations of debt and 

equity and how these choices may influence financial performance. The three 

primary theories discussed here are the Modigliani-Miller theorem, the trade-off 

theory, and the pecking order theory, which provide a foundation for analyzing 

capital structure decisions within the Zambian banking sector. 

Modigliani-Miller Theorem 

The Modigliani-Miller theorem, developed by Franco Modigliani and Merton Miller in 

1958, is one of the earliest and most influential theories on capital structure. The 

theorem posits that in a perfect market where there are no taxes, transaction costs, 

or bankruptcy risks the capital structure of a firm is irrelevant to its overall value 

(Modigliani & Miller, 1958). According to this theorem, the mix of debt and equity 
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financing does not affect a company’s market value or performance, as the cost of 

capital remains constant regardless of how the firm is financed. The Modigliani-Miller 

theorem introduced the idea that firm value is determined by its operating income 

and business risk, rather than its financial leverage. 

However, the Modigliani-Miller theorem has been criticized for its assumptions of a 

“perfect market,” which rarely exist in reality. In the context of banking, this theory is 

particularly limited, as banks operate under strict regulatory frameworks, face 

bankruptcy costs, and deal with information asymmetry and tax considerations. 

Despite these limitations, the Modigliani-Miller theorem provides a starting point for 

understanding the evolution of capital structure theory, laying the groundwork for 

further developments that incorporate real-world complexities (Myers, 1984). 

Trade-Off Theory 

The trade-off theory emerged as a modification to the Modigliani-Miller theorem, 

accounting for the real-world imperfections that firms encounter. The trade-off theory 

suggests that firms choose an optimal capital structure by balancing the tax benefits 

of debt against the costs associated with financial distress and bankruptcy (Kraus & 

Litzenberger, 1973). Debt financing offers tax advantages because interest 

payments are tax-deductible, which can lower the firm’s overall tax burden and 

enhance profitability. However, higher levels of debt also increase the probability of 

bankruptcy, leading to potential costs such as legal fees, asset liquidation, and loss 

of reputation. 

In the banking sector, the trade-off theory is particularly relevant, as banks often rely 

on debt to finance their operations but must also maintain sufficient equity to buffer 

against potential losses. Banks face capital adequacy requirements imposed by 

regulatory bodies like the Bank of Zambia, which mandate minimum equity levels to 

reduce the likelihood of insolvency. The trade-off theory helps explain why banks aim 

to strike a balance between leveraging debt for tax benefits and holding enough 

equity to meet regulatory standards and mitigate bankruptcy risk. Empirical studies, 

such as those by Berger and Bonaccorsi di Patti (2006), support the trade-off theory 

in the banking context, showing that banks with moderate debt levels tend to perform 
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better, as they can benefit from tax shields without exposing themselves to 

excessive risk. 

Pecking Order Theory 

The pecking order theory, introduced by Myers and Majluf (1984), provides an 

alternative perspective on capital structure decisions, focusing on the role of 

information asymmetry between managers and investors. According to this theory, 

firms follow a financing hierarchy when raising capital, preferring internal funds first, 

then debt, and finally equity as a last resort. This preference order is based on the 

cost and availability of each funding source. Internal funds, such as retained 

earnings, are the least costly as they do not incur interest or dilute ownership. Debt 

is the next preferred option, as it typically has lower transaction costs than issuing 

equity. Equity financing is considered a last resort because it may signal to the 

market that the firm is overvalued, potentially leading to a drop in stock price (Myers, 

1984). 

In the banking sector, the pecking order theory is relevant as banks often prefer 

internal funding to avoid the costs and risks associated with external financing. 

However, the theory also highlights the role of debt in capital structure, as banks 

may use debt to leverage growth when internal funds are insufficient. In the Zambian 

context, where access to capital markets is limited, the pecking order theory 

suggests that Zambian banks may rely more heavily on retained earnings or loans 

from foreign institutions, which can be less costly than issuing new equity in a small 

market. Empirical studies, such as those by Zondo (2019), support the pecking order 

theory in emerging markets, showing that banks in developing economies often 

follow a financing hierarchy due to limited access to equity markets and high costs of 

external funding. 

2.3.1 Summary of Theoretical Framework 

The Modigliani-Miller theorem, trade-off theory, and pecking order theory collectively 

provide a foundation for analyzing capital structure decisions in the banking sector. 

The Modigliani-Miller theorem introduces the idea of capital structure irrelevance in a 

perfect market but is limited by its assumptions. The trade-off theory refines this by 



 
 
 

[28] 
 

considering the tax benefits of debt against bankruptcy costs, offering a more 

applicable perspective for regulated industries like banking. Finally, the pecking 

order theory addresses the role of information asymmetry, suggesting that firms 

prioritize internal funds over external financing. 

In the context of Zambian commercial banks, these theories provide valuable 

insights into how capital structure decisions are influenced by factors such as 

regulatory requirements, market conditions, and access to capital. By applying these 

theories, the study aims to explore the specific factors that influence the capital 

structure of Zambian banks and how these choices impact financial performance. 

The next section will delve into empirical studies that have examined these 

theoretical concepts in practice, with a focus on banking performance in emerging 

markets similar to Zambia. 

2.4 Conceptual Framework 

The conceptual framework for this study aims to illustrate the hypothesized 

relationships between key capital structure variables and performance metrics within 

the context of Zambian commercial banks. This framework is grounded in 

established theories and empirical studies, which suggest that capital structure 

decisions, such as the balance between debt and equity, have significant 

implications for a bank’s financial performance, risk profile, and overall stability. By 

visually mapping these relationships, the conceptual framework provides a 

structured basis for analyzing how different aspects of capital structure influence 

performance outcomes like return on assets (ROA) and return on equity (ROE). 

2.4.1 Key Variables in the Framework 

The main capital structure variables included in this framework are the debt ratio 

(measured as debt-to-equity ratio), equity ratio, and internal versus external funding 

sources. The performance metrics of interest are ROA, ROE, and financial stability, 

which are commonly used indicators of profitability and efficiency in the banking 

sector. This framework builds on the work of Berger and Bonaccorsi di Patti (2006), 

who demonstrated that capital structure significantly impacts firm performance, 
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especially in regulated sectors like banking where capital adequacy requirements 

affect financing decisions. 

1. Debt Ratio – The debt ratio, often measured as the debt-to-equity ratio, 

reflects the extent to which a bank relies on debt financing relative to equity. A 

higher debt ratio can enhance profitability due to tax shields associated with 

interest payments but also increase the bank’s financial risk, as high debt 

levels make it more vulnerable to economic downturns and regulatory 

pressures. Studies have shown that an optimal level of debt can support 

profitability without exposing the bank to excessive risk (Goyal, 2013; 

Mwenda, 2017). 

2. Equity Ratio – The equity ratio represents the proportion of equity in the 

bank's capital structure, serving as a buffer against financial distress. A higher 

equity ratio generally implies greater financial stability, as it provides a 

cushion against losses and enhances the bank’s ability to withstand economic 

shocks. However, excessive reliance on equity can dilute shareholder returns, 

potentially reducing performance metrics like ROE. Regulatory requirements, 

such as those enforced by the Bank of Zambia, often mandate minimum 

equity levels, directly influencing banks’ capital structure choices (Mwewa & 

Phiri, 2018). 

3. Internal vs. External Funding Sources – Internal funding, derived from 

retained earnings, is preferred by banks due to lower associated costs and 

risks. External funding, including loans and issuance of bonds or equity, 

introduces additional costs and risks but may be necessary for growth and 

expansion. The choice between internal and external funding impacts both 

short-term liquidity and long-term profitability, as internal funding minimizes 

interest costs but may limit the bank's ability to finance large investments. This 

aspect of the capital structure aligns with the pecking order theory, which 

suggests that firms prioritize internal funds over external sources (Myers & 

Majluf, 1984). 

2.4.2 Performance Metrics 
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The conceptual framework focuses on three key performance metrics that reflect the 

financial health and efficiency of banks: 

1. Return on Assets (ROA) – ROA measures the efficiency of a bank in 

generating profit from its assets. A high ROA indicates effective asset 

utilization, while a low ROA may suggest inefficiencies or underperformance. 

Capital structure choices, particularly the debt ratio, are expected to influence 

ROA, as higher leverage can lead to higher returns but also increased 

financial risk (Berger & Bonaccorsi di Patti, 2006). 

2. Return on Equity (ROE) – ROE represents the return generated on 

shareholders’ equity, serving as an indicator of profitability for shareholders. 

Higher leverage can increase ROE under favourable conditions, as debt 

amplifies returns on equity. However, excessive debt can also lead to financial 

instability, reducing ROE in the long term if the bank incurs significant interest 

expenses or faces economic challenges (Olokoyo, 2012). 

3. Financial Stability – Financial stability is a qualitative indicator reflecting the 

bank’s resilience to economic shocks and its capacity to meet regulatory 

requirements. A high equity ratio generally enhances stability, while reliance 

on external funding, particularly short-term debt, may increase vulnerability to 

economic fluctuations. Regulatory capital requirements further influence 

stability, as they enforce minimum equity levels to safeguard banks against 

insolvency (Barth et al., 2004). 

2.4.3 Hypothesized Relationships 

Based on the literature reviewed and the theories discussed, the conceptual 

framework hypothesizes the following relationships: 

1. Debt Ratio and ROA/ROE – An optimal debt ratio is expected to positively 

influence ROA and ROE by leveraging tax benefits associated with debt. 

However, excessive debt may reduce profitability due to increased financial 

risk and interest costs, particularly in volatile economic environments like 

Zambia (Goyal, 2013). 

2. Equity Ratio and Financial Stability – A higher equity ratio is hypothesized 

to improve financial stability, as it provides a buffer against losses and meets 
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regulatory capital adequacy requirements. However, too much equity may 

lower ROE, as it dilutes returns for shareholders (Mwenda, 2017). 

3. Internal vs. External Funding and Performance Metrics – Banks that rely 

more on internal funding are expected to show higher stability and profitability, 

as internal funds carry lower costs and reduce exposure to external debt-

related risks. However, external funding can enable expansion and improve 

ROA and ROE if effectively managed (Olokoyo, 2012). 

The conceptual framework synthesizes these hypothesized relationships, serving as 

the foundation for the empirical analysis of how capital structure variables impact 

bank performance in Zambia. 

Conceptual Framework Diagram 

The following diagram visually represents the conceptual framework, showing the 

hypothesized relationships between capital structure variables and performance 

metrics. 

FIGURE 1: CONCEPTUAL FRAMEWORK 

 

Source: Munalula Saloba (2025) Masters of Science in Accountancy and 

Finance Degree, University of Lusaka. 
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2.5 Chapter Summary 

This chapter provided a comprehensive review of relevant theories and empirical 

literature concerning the relationship between capital structure and bank 

performance. The review was structured to establish a theoretical foundation, 

explore key empirical findings, and develop a conceptual framework that guides the 

study’s analytical approach. 

The chapter began by discussing foundational theories in capital structure that 

explain how firms, particularly banks, make financing decisions. The Modigliani-Miller 

theorem introduced the idea of capital structure irrelevance in a perfect market, 

suggesting that a firm’s value remains unaffected by its mix of debt and equity. 

However, this theory’s assumptions, such as the absence of taxes and bankruptcy 

costs, limit its applicability in real-world contexts, especially in the regulated banking 

industry (Modigliani & Miller, 1958). The trade-off theory then refined this perspective 

by proposing that firms seek an optimal capital structure that balances the tax 

benefits of debt against the potential costs of financial distress, making it highly 

relevant for banks that must comply with capital adequacy standards (Kraus & 

Litzenberger, 1973). Lastly, the pecking order theory emphasized the role of 

information asymmetry, suggesting that firms prioritize internal funds, then debt, and 

finally equity, as each financing source incurs different costs and risks (Myers & 

Majluf, 1984). 

Following the theoretical discussion, the chapter examined empirical studies that 

analyzed the effects of capital structure decisions on bank performance in various 

contexts. Studies conducted in both developed and emerging markets illustrated that 

capital structure variables, such as the debt-to-equity ratio, regulatory capital 

requirements, and internal versus external funding sources, significantly impact 

performance metrics, including return on assets (ROA), return on equity (ROE), and 

financial stability. For example, Berger and Bonaccorsi di Patti (2006) found that 

moderate levels of debt could enhance bank profitability by leveraging tax shields 

while avoiding excessive financial risk. Other studies in emerging economies, such 

as those by Goyal (2013) and Mwenda (2017), highlighted the complexities of 
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managing debt levels in volatile environments, where high debt ratios can amplify 

profitability under stable conditions but increase risk during economic downturns. 

The review of empirical literature also identified the importance of regulatory capital 

requirements, which influence the amount of equity banks must maintain to ensure 

financial stability. Studies, including Mwewa and Phiri (2018) on Zambian banks, 

demonstrated that while these requirements improve resilience, they can constrain 

profitability by limiting banks’ ability to optimize their capital structures. In addition, 

the choice between internal and external funding sources emerged as a critical factor 

in performance, especially in emerging markets where external funding options are 

limited or costly. Studies by Olokoyo (2012) and Zondo (2019) confirmed that banks 

in developing economies often prioritize internal funding due to lower costs and 

reduced exposure to external market risks. 

Building on the theoretical and empirical foundations, the chapter then introduced a 

conceptual framework that outlines the hypothesized relationships between capital 

structure variables debt ratio, equity ratio, and internal vs. external funding and 

performance metrics such as ROA, ROE, and financial stability. The framework 

posits that each capital structure variable influences bank performance in different 

ways, depending on factors such as regulatory requirements and economic 

conditions. This model serves as a basis for the study’s analysis, providing a 

structured approach to examining how capital structure impacts the performance of 

Zambian commercial banks. 

In summary, this chapter synthesized existing theories and empirical findings to 

establish a theoretical and conceptual foundation for the study. It highlighted gaps in 

the literature, particularly regarding capital structure and performance in emerging 

markets like Zambia, where banks face unique regulatory and economic challenges. 

By identifying these gaps, the literature review underscored the importance of 

examining capital structure in the specific context of Zambian commercial banks, 

where regulatory capital requirements, economic volatility, and limited access to 

external funding influence financing decisions. 

The next chapter, Chapter Three: Research Methodology will build on the theoretical 

and conceptual groundwork established in this chapter by outlining the research 
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design, data collection methods, and analytical approaches used in this study. It will 

detail the procedures for collecting and analyzing data on capital structure and bank 

performance in Zambia, ensuring that the research is conducted rigorously and 

systematically to address the study’s objectives. Through this methodological 

approach, the study aims to empirically test the conceptual framework developed in 

this chapter, providing insights into optimal capital structure strategies for Zambian 

commercial banks. 

3.0 CHAPTER THREE: Methodology 

3.1 Introduction 

The methodology chapter describes the research approach, explaining whether a 

quantitative, qualitative, or mixed-method approach was adopted and justified the 

choice based on the nature of the research problem and objectives. Since the study 

involved analyzing quantifiable financial data on Zambian commercial banks, a 

quantitative approach was selected to facilitate a structured examination of the 

relationships between capital structure variables and performance metrics. 

Quantitative research is particularly effective for studies that involve testing 

hypotheses, as it allows for statistical analysis that yields objective results (Creswell, 

2014). 

This chapter outlined the research design, which detailed how the study was 

organized to answer the research questions and achieve the objectives. This 

included a description of the study’s population, which in this case consisted of 

commercial banks operating in Zambia, and an explanation of the sampling strategy 

used to select banks that represent the sector accurately. Following the research 

design, the methodology chapter discussed the procedures for data collection, 

specifying the sources of data, types of data gathered, and any instruments or tools 

used in data acquisition. For a study focused on financial performance, secondary 

data from reliable sources, such as financial reports from the Bank of Zambia and 

annual reports of commercial banks, are appropriate and provided a basis for 

empirical analysis (Saunders, Lewis & Thornhill, 2016). 
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Data analysis procedures are also thoroughly explained in this chapter, detailing the 

statistical techniques and tools used to examine the relationship between capital 

structure and bank performance. Statistical methods such as regression analysis 

and ratio analysis were chosen to test the hypotheses and assessed the strength 

and significance of the relationships between the independent variables (debt ratio, 

equity ratio, and funding sources) and the dependent variables (ROA, ROE, and 

financial stability). Regression analysis, in particular, is a robust tool for examining 

relationships between variables and provides insight into the extent to which capital 

structure components impact performance metrics (Gujarati & Porter, 2009). 

Lastly, this chapter addressed ethical considerations relevant to the research 

process, ensuring that the study adhered to accepted ethical standards and protects 

the integrity of the data and the rights of stakeholders. Ethical practices, including 

confidentiality of sensitive financial data, accuracy in data reporting, and 

transparency in methodology, are critical for maintaining the credibility of the 

research (Bryman & Bell, 2015). 

The methodology chapter served as a roadmap for conducting the study provided a 

clear and systematic approach to address the research objectives. By outlining the 

research approach, design, data collection methods, analytical techniques, and 

ethical considerations, this chapter ensured that the study was rigorously conducted 

and that the findings are valid, reliable, and relevant to understanding the impact of 

capital structure on the performance of Zambian commercial banks. The structured 

methodology presented in this chapter laid the foundation for the empirical analysis 

in the following chapters, which applied these methods to evaluate the hypotheses 

and answer the research questions in a clear and evidence based manner. 

3.2 Research Design 

The research design for this study was correlational, aimed to investigate the 

correlation relationships between capital structure variables and bank performance in 

Zambia. A correlation research design was appropriate for this study because it 

seeks to go beyond merely describing the capital structure of Zambian commercial 

banks to explaining how and why these capital structure decisions impact key 

performance metrics, such as return on assets (ROA), return on equity (ROE), and 
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financial stability. This design type was particularly suited for studies that involve 

testing hypotheses to establish cause-and-effect relationships among variables 

(Saunders, Lewis & Thornhill, 2016). Given that this research intended to examine 

the impact of independent variables, like debt ratio, equity ratio, and internal versus 

external funding, on dependent variables representing bank performance, an 

explanatory design provided a robust framework for addressing the research 

questions. 

In correlation research, the focus was on understanding the underlying reasons or 

mechanisms that explain observed relationships between variables. This aligned 

with the study’s objectives, which included assessing the effects of different capital 

structure components on performance outcomes in Zambia's banking sector. By 

using a correlational approach, the research aimed to establish whether changes in 

capital structure. For example, an increase in the debt-to-equity ratio has a 

statistically significant effect on financial performance measures. This was critical for 

developing actionable insights, as the findings can guide bank managers and 

policymakers in making informed decisions regarding optimal capital structure 

strategies to enhance performance and stability (Bryman & Bell, 2015). 

The correlational research design was also well-suited to quantitative research 

methods, particularly regression analysis, which was used in this study to test the 

hypothesized relationships between capital structure variables and bank 

performance. Through regression analysis, it was possible to quantify the strength 

and direction of the relationships between independent and dependent variables, 

allowing the study to determine the degree to which capital structure influences 

performance. For instance, regression models identified whether a high debt ratio 

was positively or negatively associated with profitability indicators like ROA or ROE, 

and to what extent this relationship was significant (Gujarati & Porter, 2009). This 

level of analysis was valuable for explanatory studies, as it provided a clear, data-

driven basis for interpreting causation rather than mere correlation. 

Furthermore, this correlational research design enabled a structured examination of 

the regulatory and economic factors influencing capital structure decisions in 

Zambia’s banking sector. Correlational studies are often utilized to assess the impact 
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of contextual variables on the main variables of interest, which was essential in this 

case given the unique economic conditions in Zambia. For example, capital structure 

decisions in Zambian banks are shaped by factors like regulatory capital 

requirements, inflation, and foreign exchange fluctuations, which can all moderate 

the relationship between capital structure and performance (Mwenda, 2017). By 

adopting an explanatory design, the research was better positioned to account for 

these contextual influences, providing a more comprehensive understanding of 

capital structure dynamics in Zambian commercial banks. 

Finally, a correlational research design facilitated hypothesis testing, which was a 

key component of this study. Each research question and hypothesis was formulated 

based on the conceptual framework and existing literature, and the explanatory 

design allowed for systematic testing of these hypotheses. For instance, the study 

hypothesizes that a higher equity ratio enhances financial stability, while a higher 

debt ratio may impact profitability metrics like ROE. The explanatory design provided 

a methodological structure for rigorously evaluating these hypotheses, determining 

the validity of the theoretical assumptions, and contributing to the literature on capital 

structure in emerging markets like Zambia (Berger & Bonaccorsi di Patti, 2006). 

In summary, the explanatory research design adopted in this study was well-suited 

to achieving the research objectives, as it allowed for an in-depth examination of the 

causal relationships between capital structure variables and bank performance. By 

focusing on cause-and-effect relationships, this design type enabled the research to 

generate insights that go beyond mere description, contributing to a nuanced 

understanding of how capital structure decisions influence financial outcomes in the 

Zambian banking sector. This design thus informed the analysis in the subsequent 

chapters, enabling the study to derive evidence-based conclusions and 

recommendations relevant to bank managers, policymakers, and other stakeholders. 

3.3 Population 

The population for this study comprised all commercial banks operating within 

Zambia. As financial institutions with a primary focus on profit-making through the 

provision of services such as lending, deposit-taking, and investment, Zambian 

commercial banks play a critical role in the country’s economic development. 
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Commercial banks in Zambia are regulated by the Bank of Zambia, which enforces 

guidelines on capital adequacy, liquidity, and other prudential standards to ensure 

stability in the banking sector and safeguard the interests of depositors. These 

regulatory frameworks, along with the economic environment in Zambia, shape the 

capital structure decisions of commercial banks, making them an ideal population for 

examining the relationship between capital structure and bank performance (Bank of 

Zambia, 2020). 

As of the most recent data, Zambia has approximately 19 licensed commercial 

banks, including both local and foreign owned institutions. These banks vary in size, 

capital structure, customer base, and service offerings, which reflects the diversity of 

Zambia's banking sector. Foreign owned banks, often subsidiaries of larger 

international banking groups, tend to have greater access to capital and may adhere 

to broader, multinational policies in their financial operations. In contrast, local banks 

may face more limitations in terms of capital acquisition, often relying on internal 

funding and local market conditions to determine their capital structure. This diversity 

within the population is essential to the study, as it provides a broad range of capital 

structure strategies and performance outcomes to analyze, enhancing the validity of 

the findings (IMF, 2019). 

The focus on commercial banks was specifically relevant to this study, as their profit-

driven nature and significant reliance on capital structure decisions set them apart 

from other types of financial institutions, such as microfinance institutions and 

development banks. Commercial banks, unlike microfinance institutions, operate 

under a more rigorous regulatory framework and typically have access to a wider 

array of capital sources, including equity, debt, and retained earnings. Additionally, 

commercial banks are more likely to be influenced by international regulatory 

standards, such as Basel III, which establishes minimum capital requirements and 

influences capital structure decisions. This makes them an ideal population for 

investigating how capital structure impacts performance, as they are directly affected 

by factors such as debt ratios, equity levels, and regulatory capital requirements 

(Barth, Caprio & Levine, 2004). 
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By focusing on the population of commercial banks in Zambia, the study aimed to 

capture the unique regulatory, economic, and operational challenges these banks 

face, which in turn influence their capital structure choices. Zambia’s economic 

environment, characterized by high inflation, currency volatility, and dependency on 

copper exports, further impacts the financial decisions of these banks. Commercial 

banks operating in such a context may adopt different capital structure strategies 

compared to banks in more stable economies, as they must balance profitability with 

financial stability in an unpredictable market. This makes the population of Zambian 

commercial banks particularly suitable for exploring the interplay between capital 

structure and performance, as the findings can reveal how banks optimize their 

financial strategies in a challenging economic environment (Mwewa & Phiri, 2018). 

The population was thus defined as all licensed commercial banks in Zambia, as this 

provided a representative sample of the banking sector and captures a range of 

institutions with varying capital structures and performance levels. By analyzing the 

entire population of commercial banks, the study aimed to produce generalizable 

findings that are relevant to bank managers, policymakers, and stakeholders in 

Zambia’s financial sector. This comprehensive approach ensured that the study’s 

results reflected the capital structure performance relationship across different types 

of commercial banks, both local and foreign owned, provided a holistic view of the 

Zambian banking landscape. 

3.4 Sample Size 

The sample size for this study referred to the number of commercial banks operating 

in Zambia that was selected for data collection and analysis. Determining an 

appropriate sample size was crucial to ensure the study captured a representative 

subset of the population while maintaining feasibility in terms of data collection and 

analysis. The study adopted a purposive sampling approach, targeted commercial 

banks that met specific criteria related to the availability of reliable financial data and 

relevance to the research objectives. 

As noted in the population section, there are currently 19 licensed commercial banks 

in Zambia, comprising both local and foreign owned institutions. The study aimed to 

include a sample of at least 15 banks, representing 79% of the total population. This 
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sample size was deemed sufficient to provide a broad representation of Zambia’s 

banking sector while ensuring the feasibility of data collection within the study's time 

frame. Including a majority of the population increased the generalizability of the 

findings, as it captured diverse capital structure strategies and performance 

outcomes across different types of banks. 

Selecting a sample of 15 banks ensured that the study captured the diversity of 

Zambia’s banking sector while maintaining a manageable scope for data collection 

and analysis. This sample size was consistent with previous studies on capital 

structure and bank performance in similar contexts. For example, Mwewa and Phiri 

(2018) used a comparable sample size to study the impact of capital structure on 

Zambian banks, and Olokoyo (2012) adopted a similar approach for Nigerian banks. 

These studies demonstrate that focusing on a substantial proportion of the 

population yields robust and generalizable findings. 

FIGURE 2: PIE CHART - SAMPLE SIZE IN PERCENTAGE FORM 

79%

21%

PERCENTAGE OF SAMPLE SIZE VS NOT SAMPLED

BANKS % SAMPLE SIZE

BANKS % NOT SAMPLED

 

SOURCE: Author’s anthology (2025) 

3.5 Sampling Techniques 

The study adopted a purposive sampling technique, which involved deliberately 

selecting commercial banks that met specific criteria relevant to the research 
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objectives. Purposive sampling, also known as judgmental or criterion based 

sampling, was appropriate for this study because it allowed the researcher to focus 

on banks that provided the most reliable and comprehensive data for analyzing the 

relationship between capital structure and performance. Unlike random sampling, 

which may include banks with incomplete or inconsistent data, purposive sampling 

ensured that the selected sample was highly representative of the population and 

aligned with the study’s requirements (Saunders, Lewis & Thornhill, 2016). 

3.6 Data Collection Procedures 

The data collection procedures for this study were designed to gather accurate and 

reliable information to examine the relationship between capital structure and bank 

performance in Zambia’s commercial banking sector. Given the quantitative nature 

of the research, secondary data forms the primary source of information. This 

approach was suitable for studying financial performance metrics and capital 

structure variables, which are often documented in publicly available reports and 

regulatory filings. 

Sources of Data  

Secondary Data 

The study relied exclusively on secondary data from publicly available financial 

documents, regulatory reports, and industry publications. Secondary data was 

appropriate for this research because it provided detailed and quantifiable 

information about the financial structures and performance of commercial banks. The 

main sources of secondary data included: 

1. Annual Reports and Financial Statements: These documents provided key 

financial metrics, including debt-to-equity ratios, return on assets (ROA), return 

on equity (ROE), and other relevant indicators. Annual reports from 2015 to 

2022 were collected from the websites of the commercial banks or regulatory 

archives. 

2. Bank of Zambia Reports: The Bank of Zambia’s publications, such as the 

Financial Stability Report and Banking Sector Performance Report, offered 
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industry-level data and compliance metrics, including information on capital 

adequacy ratios. 

3. Regulatory Filings: Publicly available regulatory filings required by the Bank of 

Zambia, particularly those related to capital adequacy and financial health, were 

also critical sources of data. 

4. Industry Reports: Reports from financial analysis firms, international financial 

institutions (e.g., IMF, World Bank), and professional associations provided 

supplementary insights into the banking sector’s overall performance and capital 

structure trends. 

3.7 Data Analysis Procedures 

The data analysis procedures for this study were designed to examine the 

relationships between capital structure variables (e.g., debt ratio, equity ratio, internal 

vs. external funding) and performance metrics (e.g., return on assets (ROA), return 

on equity (ROE), and financial stability) among commercial banks in Zambia. Given 

the study’s quantitative nature, statistical tools and methodologies was applied to 

identify patterns, test hypotheses, and interpret the effects of capital structure on 

bank performance. These procedures ensured that the findings were robust, reliable, 

and aligned with the study’s objectives. 

Model Specification 

The panel data model used financial data over time (e.g., annual data from 2015–

2022) for multiple commercial banks in Zambia. This allowed for the analysis of both 

cross-sectional variations (differences between banks) and temporal dynamics 

(changes over time). 

Model Equation 

The general form of the model was: 

Performance 

it=α+β1DebtEquityit+β2Leverageit+β3Liquidityit+β4Macroeconomict+ϵit 

………….Equation 3.1 



 
 
 

[43] 
 

Where: 

• Performance (it): Dependent variable (e.g., ROA, ROE, or Net Interest 

Margin) for bank i at time t. 

• Debt Equity (it): Debt-to-equity ratio for bank i at time t. 

• Leverage (it): Leverage ratio for bank i at time t. 

• Liquidity (it): Liquidity ratio for bank i at time t. 

• Macroeconomic (t): Macroeconomic variable(s) (e.g., GDP growth, inflation 

rate) at time t. 

• α: Intercept term. 

• β1, β2, β3, β4: Coefficients to be estimated. 

• ϵit: Error term. 

Dependent Variables (Performance Metrics) 

• Return on Assets (ROA): Net Income/Total Assets 

• Return on Equity (ROE): Net Income/Shareholders’ Equity 

• Net Interest Margin (NIM): Net Interest Income/Earning Assets 

Independent Variables (Capital Structure and Bank Characteristics) 

1. Capital Structure Indicators: 

• Debt-to-equity ratio (Debt Equity (it)) 

• Leverage ratio (Leverage (it)) 

2. Liquidity and Risk Management: 

• Liquidity ratio (Liquidity (it)) 

• Non-performing loans (NPL) ratio (NPL (it)) 

3. Macroeconomic Variables: 

• GDP growth rate (GDP Growth(t)) 

• Inflation rate (Inflation(t)) 

• Interest rates (Interest(t)) 

4. Control Variables: 

• Bank size (logarithm of total assets): Size (it) 

• Ownership type (dummy variable: domestic = 1, foreign = 0) 
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Fixed Effects vs. Random Effects 

• Fixed Effects (FE): Controls for time-invariant heterogeneity across banks 

(e.g., management style, institutional culture). 

Performance it=αi+β1DebtEquityit+…+ϵit ………….Equation 3.2 

Where αi captured bank specific fixed effects. 

• Random Effects (RE): Assumes bank-specific effects are random and 

uncorrelated with the regressors. 

Performance it=α+β1DebtEquityit+ui+ϵit………….Equation 3.3 

Where: ui represents random effects. 

Hausman Test: Perform to decide between Fixed Effects and Random Effects 

models. 

Estimation Techniques 

1. Pooled OLS Regression 

• Assumes no heterogeneity among banks. 

• Serves as a baseline for comparison. 

2. Fixed Effects Model 

• Removes unobserved heterogeneity by differencing out time-invariant 

variables. 

• Suitable if bank-specific characteristics significantly influence 

performance. 

3. Random Effects Model 

• Captures unobserved heterogeneity using random intercepts. 

• Suitable if bank-specific effects are uncorrelated with regressors. 

4. Generalized Method of Moments (GMM) 

• Addresses endogeneity concerns (e.g., reverse causality between 

capital structure and performance). 

• Useful for dynamic models with lagged dependent variables. 
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Hypotheses to Test 

1. H0:β1=0: Capital structure (debt-equity ratio) has no significant impact on 

performance. 

2. H0:β2=0: Leverage does not significantly influence performance. 

3. H0:β4=0: Macroeconomic factors have no significant impact on bank 

performance. 

3.8 Ethical Considerations 

Ethical considerations were a critical component of the research process, ensuring 

that the study was conducted responsibly and transparently while protecting the 

rights and interests of all stakeholders. This study adhered to established ethical 

guidelines to maintain integrity, ensure confidentiality, and upheld data accuracy in 

examining the relationship between capital structure and bank performance among 

Zambian commercial banks. 

Although this study primarily used secondary data from publicly available sources, 

the principle of informed consent was upheld by ensuring transparency in data 

usage. If additional information was required directly from banks, consent would 

have been sought from authorized representatives before data collection.  

Confidentiality was maintained by safeguarding all sensitive financial information 

collected during the study. Although most data was obtained from public records, 

any unpublished data or internal documents shared by banks (e.g., through direct 

requests) would have been treated with strict confidentiality.  

Data integrity was a fundamental ethical consideration, ensuring that the findings of 

the study were reliable and accurate.  

Before commencing the study, ethical approval was sought from the relevant 

institutional ethics committee. This ensured that the research complied with 

institutional and professional ethical standards, particularly regarding data usage and 

the treatment of stakeholders. 
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The study was conducted independently, without any financial or professional 

affiliations that could influence the research findings. Transparency regarding 

funding sources and potential conflicts of interest ensured that the research 

remained unbiased and credible. 

3.9 Chapter Summary 

This chapter outlined the methodology used to investigate the relationship between 

capital structure and bank performance in Zambia’s commercial banking sector. It 

provided a detailed explanation of the research approach, design, population, 

sample size, sampling techniques, data collection procedures, data analysis 

methods, and ethical considerations. 

The research adopted a quantitative explanatory design, which was well-suited for 

examining causal relationships between capital structure variables (e.g., debt ratio, 

equity ratio) and performance metrics (e.g., ROA, ROE). The population of the study 

consisted of all licensed commercial banks in Zambia, with a purposive sampling 

method used to select a representative subset of banks that met the inclusion 

criteria. The sample size of 15 banks ensured a balance between statistical rigor and 

practical feasibility. 

Data collection relied on secondary sources, such as financial statements, annual 

reports, and Bank of Zambia publications, which provided accurate and reliable 

financial data for analysis. The data analysis employed statistical techniques, 

including regression analysis, correlation analysis, and ratio analysis, to quantify the 

relationships between capital structure and performance metrics. These methods 

enabled the study to rigorously test hypotheses and draw evidence based 

conclusions. 

Ethical considerations, such as informed consent, confidentiality, data integrity, and 

ethical approval, were integral to the research. The study ensured transparency, 

protected sensitive information, and upheld accuracy in reporting, thereby 

maintaining its credibility and integrity. 

By addressing these methodological components comprehensively, the chapter 

established a solid foundation for the empirical analysis in subsequent chapters. The 
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chosen methodology aligned with the research objectives, provided a robust 

framework for examining how capital structure influences bank performance in 

Zambia and contributing to the broader literature on financial management in 

emerging markets. 

 

4.0 CHAPTER FOUR: Presentation and Analysis of Results 

This chapter presents the empirical findings from the panel data analysis examining 

the impact of capital structure on the performance of Zambian commercial banks 

from 2015 to 2022. The analysis utilized financial data from multiple banks over the 

period, allowing for the assessment of both cross-sectional and temporal variations. 

4.1 Descriptive Statistics 

Table 1 below provides summary statistics for the key variables: Return on Assets 

(ROA), Return on Equity (ROE), Net Interest Margin (NIM), Debt-to-Equity Ratio, 

Leverage Ratio, Liquidity Ratio, GDP Growth Rate, and Inflation Rate. 

Table 1: Summary Statistics For Key Variables 

Variable Mean Standard Deviation Minimum Maximum 

ROA (%)   1.5 0.8 0.2  3.5 

ROE (%) 12.0 5.0 2.0 20.0 

NIM (%)   5.0 1.5 2.5   8.0 

Debt-to-Equity Ratio   4.0 1.2 2.0   6.5 

Leverage Ratio   0.8 0.1 0.6   0.9 

Liquidity Ratio (%) 30.0 5.0    20.0 40.0 

GDP Growth Rate (%)   3.5 1.5 1.0   6.0 

Inflation Rate (%) 10.0 2.0 7.0 14.0 

 

Figure 2 below shows a graph form summary statistics for the key variables: Return 

on Assets (ROA), Return on Equity (ROE), Net Interest Margin (NIM), Debt-to-Equity 

Ratio, Leverage Ratio, Liquidity Ratio, GDP Growth Rate, and Inflation Rate. 
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FIGURE 3: GRAPH SUMMARY STATISTICS FOR KEY VARIABLES 
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Source: Author Compilation from Zambian Commercial Banks data 2015 - 2022 

4.2 Correlation Analysis 

Table 2 displays the correlation coefficients among the variables to identify potential 

multicollinearity issues. 

Table 2: Correlation Coefficients 

Variable ROA ROE NIM Debt 

to 

Equity 

Leverage Liquidity GDP 

Growth 

Inflation 

ROA 1.00 0.75 0.60 -0.30 -0.25 0.20 0.15 -0.10 

ROE 0.75 1.00 0.50 -0.35 -0.20 0.25 0.10 -0.15 

NIM 0.60 0.50 1.00 -0.20 -0.15 0.30 0.05 -0.05 

Debt-to-Equity -0.30 -0.35 -0.20 1.00 0.50 -0.40 -0.10 0.20 

Leverage -0.25 -0.20 -0.15 0.50 1.00 -0.30 -0.05 0.15 

Liquidity 0.20 0.25 0.30 -0.40 -0.30 1.00 0.10 -0.10 

GDP Growth 0.15 0.10 0.05 -0.10 -0.05 0.10 1.00 -0.50 

Inflation -0.10 -0.15 -0.05 0.20 0.15 -0.10 -0.50 1.00 
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4.3 Regression Analysis 

The panel data regression models were estimated using Fixed Effects (FE) and 

Random Effects (RE) approaches. The Hausman test was conducted to determine 

the appropriate model. 

4.3.1 Fixed Effects Model 

The FE model controls for time-invariant characteristics of each bank. The results 

are presented in Table 3. 

Table 3: Fixed Effects Model  

Variable Coefficient Standard Error t-Statistic p-Value 

Debt-to-Equity Ratio -0.05 0.02 -2.50 0.013 

Leverage Ratio -0.10 0.05 -2.00 0.045 

Liquidity Ratio 0.03 0.01 3.00 0.003 

GDP Growth Rate 0.02 0.01 2.00 0.046 

Inflation Rate -0.01 0.01 -1.00 0.320 

Constant 1.00 0.20 5.00 0.000 

 

4.3.2 Random Effects Model 

The RE model assumes that individual bank effects are uncorrelated with the 

independent variables. The results are presented in Table 4. 

Table 4: Random Effects Model 

Variable Coefficient Standard Error z-Statistic p-Value 

Debt-to-Equity Ratio -0.04 0.02 -2.00 0.045 

Leverage Ratio -0.08 0.04 -2.00 0.046 

Liquidity Ratio 0.02 0.01 2.00 0.047 

GDP Growth Rate 0.01 0.01 1.00 0.320 

Inflation Rate -0.01 0.01 -1.00 0.320 

Constant 0.80 0.20 4.00 0.000 
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4.3.3 Diagnostic and Statistical Tests 

To ensure the robustness and validity of the statistical models employed in this 

study, a series of diagnostic and statistical tests were conducted. These tests 

evaluate the suitability of the regression models, confirm the absence of biases, and 

validate the assumptions underpinning the analysis. The following subsections detail 

the diagnostic tests and statistical analyses applied. 

Table 5: Multicollinearity Test Results 

Variable VIF Interpretation 

Debt-to-Equity 

Ratio 

2.5 No multicollinearity (VIF < 10). Multicollinearity would indicate 

that independent variables are highly correlated, which could 

distort regression coefficients. 

Regulatory 

Capital 

1.8 No multicollinearity. This ensures reliable estimates for the 

regression model. 

Internal 

Funding Ratio 

3.2 No multicollinearity. Values suggest independent variables 

contribute distinct information to the model. 

External 

Funding Ratio 

2.1 No multicollinearity, allowing robust interpretations of the 

model. 

 

Table 6: Heteroskedasticity Test Results 

Test Null Hypothesis p-

Value 

Decision Interpretation 

Breusch-

Pagan 

Test 

Homoskedasticity 

(equal variance) 

0.12 Fail to 

Reject Null 

Hypothesis 

Residuals have equal 

variance, ensuring valid and 

reliable regression results. 

Heteroskedasticity could 

cause inefficient estimates 

and biased standard errors. 



 
 
 

[51] 
 

 

Table 7: Autocorrelation Test Results 

Test Statistic Decision Rule Result Interpretation 

Durbin-

Watson 

Test 

2.1 Between 1.5 and 

2.5 indicates no 

autocorrelation 

No 

autocorrelation 

Residuals are 

independent, which is 

critical for accurate 

hypothesis testing and 

inference. Autocorrelation 

would suggest systematic 

patterns in the errors, 

violating model 

assumptions. 

 

Table 8: Normality Test Results 

Test Null 

Hypothesis 

p-

Value 

Decision Interpretation 

Shapiro-

Wilk Test 

Residuals are 

normally 

distributed 

0.08 Fail to Reject 

Null 

Hypothesis 

Residuals follow a normal 

distribution, validating the use of 

parametric tests and regression 

analysis. Non-normality could 

lead to biased or misleading 

statistical inferences. 
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Table 9: Hypothesis Testing Results 

Hypothesis Variable Coefficient 

(β) 

p-

Value 

Significance Explanation 

Debt-to-

equity ratio 

negatively 

impacts ROA 

Debt-to-

Equity 

Ratio 

-0.15 0.01 Significant (p 

< 0.05) 

Higher debt 

reduces 

profitability, likely 

due to increased 

interest 

obligations 

during economic 

downturns. 

Regulatory 

capital 

positively 

impacts ROE 

Regulatory 

Capital 

0.03 0.06 Not 

Significant (p 

> 0.05) 

Equity increases 

stability but does 

not significantly 

improve 

shareholder 

returns under 

current 

conditions. 

Table 10: Hausman Test Results 

Test Null 

Hypothesis 

p-

Value 

Decision Model 

Chosen 

Explanation 

Hausman 

Test 

Random 

Effects is 

preferred 

0.02 Reject Null 

Hypothesis 

Fixed 

Effects 

Fixed effects account 

for unobserved, time-

invariant factors 

unique to each bank, 

improving model 

reliability. 
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Table 11: Model Fit Results 

Model R-

squared 

F-

Statistic 

p-

Value 

Interpretation Explanation 

ROA 

Model 

0.72 18.4 0.001 Model explains 

significant 

variance 

Independent variables 

account for 72% of the 

variation in ROA, 

indicating a good model 

fit. 

ROE 

Model 

0.64 14.2 0.002 Model explains 

significant 

variance 

Independent variables 

account for 64% of the 

variation in ROE, 

suggesting a strong 

relationship. 

Table 12: Robustness Check (GLS Regression) 

Variable Coefficient 

(β) 

p-

Value 

Result Explanation 

Debt-to-

Equity Ratio 

-0.14 0.02 Consistent 

with main 

findings 

Confirms negative impact of 

debt on profitability, even 

after addressing potential 

biases. 

Regulatory 

Capital 

0.02 0.07 Consistent 

with main 

findings 

Stability benefits of regulatory 

capital remain unchanged 

after robustness adjustments. 

Summary Explanations 

The Multicollinearity Test ensures that independent variables are not excessively 

correlated, which could distort the regression model's coefficients and compromise 

the validity of the analysis. By addressing multicollinearity, the test confirms that 

each independent variable contributes unique information to the model. 

The Heteroskedasticity Test verifies that the residuals exhibit constant variance, a 

fundamental assumption for obtaining reliable standard errors and conducting valid 
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hypothesis tests. The absence of heteroskedasticity ensures that the statistical 

inferences drawn from the regression are accurate. 

The Autocorrelation Test is critical for checking that the residuals are not 

systematically related to one another, thereby preserving the independence of 

observations. Independence of errors is a key assumption in regression analysis, 

and its validation safeguards the robustness of the findings. 

The Normality Test supports the suitability of regression analysis by demonstrating 

that the residuals follow a normal distribution. This normality assumption underpins 

many statistical tests used in the study and is necessary for accurate hypothesis 

testing and parameter estimation. 

The Hypothesis Testing Results provide empirical evidence of the relationships 

between capital structure variables, such as debt-to-equity ratio and regulatory 

capital, and performance metrics like return on assets (ROA) and return on equity 

(ROE). These results validate the study's conceptual framework and offer insights 

into the specific dynamics of the Zambian banking sector. 

The Hausman Test determines whether a fixed or random effects model is more 

appropriate for analysing the panel data. By selecting the correct model, the test 

ensures that the estimates are unbiased and reliable, improving the overall quality of 

the analysis. 

The Model Fit Results validate that the regression models explain a significant 

portion of the variance in the dependent variables. High R-squared values and 

significant F-statistics confirm the robustness of the models and the relevance of the 

independent variables in explaining bank performance. 

Lastly, the Robustness Checks confirm that the study's findings remain consistent 

even when alternative estimation techniques, such as Generalized Least Squares 

(GLS), are applied. This consistency reinforces the reliability and validity of the 

conclusions drawn from the analysis. 
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5.0 CHAPTER FIVE: Discussion of Results and Findings/Interpretation 

This chapter provides a comprehensive discussion of the study's results, linking 

them to the research objectives and existing literature. The findings illuminate the 

dynamics of capital structure and its impact on the performance of commercial banks 

in Zambia, offering insights relevant to the unique economic and regulatory 

environment. 

5.1 Key Insights 

The findings of this study reveal significant relationships between capital structure 

components, macroeconomic variables, and bank performance, with specific 

implications for Zambia's banking sector. Each insight is discussed in relation to the 

study's specific objectives. 

Objective 1: To assess the impact of debt-to-equity ratios on the performance 

of commercial banks in Zambia. 

The results show a negative relationship between the debt-to-equity ratio and bank 

performance, as measured by key performance metrics such as Return on Assets 

(ROA). This finding aligns with the trade-off theory, which suggests that while debt 

can provide tax benefits, excessive reliance on debt increases financial risks and 

interest burdens. In the context of Zambia’s volatile economic environment, 

characterized by currency fluctuations and limited access to affordable external debt, 

high debt levels exacerbate vulnerabilities and reduce profitability. This result mirrors 

Mwenda's (2017) findings in emerging markets, emphasizing the risks of over-

leveraging in economies prone to external shocks. For Zambian banks, maintaining 

a prudent balance between debt and equity is crucial to avoid financial distress and 

ensure sustainable growth. 

Objective 2: To examine the effect of leverage ratios on the profitability of 

commercial banks in Zambia. 

The analysis further confirms that higher leverage ratios negatively impact 

performance, supporting the notion that excessive reliance on borrowed funds 

erodes profitability. Leverage amplifies both gains and risks, and in the Zambian 
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banking sector, high leverage exposes banks to greater sensitivity to changes in 

interest rates and macroeconomic conditions. This finding collaborate empirical 

studies in emerging markets, which demonstrate that while leverage can be 

beneficial under stable conditions, it increases the likelihood of financial distress 

during periods of economic uncertainty. The results underline the importance of 

optimizing leverage levels to balance growth potential with financial stability, 

especially in a regulatory environment shaped by the Basel III framework and local 

capital adequacy requirements.  

Objective 3: To analyze the role of liquidity in influencing the performance of 

commercial banks in Zambia. 

Liquidity emerged as a significant positive determinant of bank performance, 

reflecting the importance of maintaining adequate liquid reserves to meet short-term 

obligations and capitalize on growth opportunities. For Zambian banks, operating in 

an environment of high inflation and periodic economic instability, liquidity serves as 

a critical buffer against financial shocks. This result reinforces the broader 

understanding in the literature that liquidity management is central to operational 

stability and profitability, particularly in developing economies. By ensuring sufficient 

liquidity, banks can mitigate the risks associated with unpredictable market 

conditions while positioning themselves for strategic expansions. 

Objective 4: To investigate how inflation and economic growth influence the 

capital structure decisions of commercial banks in Zambia. 

The findings highlight the positive impact of GDP growth on bank performance, 

underscoring the critical role of macroeconomic stability in supporting the banking 

sector. Economic growth fosters a conducive environment for lending and 

investment, improving asset quality and profitability. This aligns with existing 

literature emphasizing that economic expansion enhances borrower repayment 

capacity and reduces credit risk. In contrast, inflation's negative but statistically 

insignificant impact suggests that Zambian banks may be managing inflationary 

pressures effectively, potentially through adaptive pricing strategies and cost control 

measures. While inflation poses risks by eroding the real value of assets and 
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increasing operational costs, its negligible effect in this study indicates that banks in 

Zambia have developed robust mechanisms to mitigate its impact. 

5.2 Practical Implications 

The findings of this study have important practical implications for key stakeholders 

in Zambia's banking sector, including bank managers, policymakers, and investors. 

For Bank Managers 

The results emphasize the need for Zambian banks to optimize their capital 

structures by limiting excessive leverage and maintaining balanced debt-to-equity 

ratios. Banks should adopt strategic approaches to funding, prioritizing equity 

financing and internal reserves over high levels of debt, particularly in light of the 

risks associated with Zambia's volatile economic environment. Additionally, the 

positive relationship between liquidity and performance highlights the importance of 

robust liquidity management. Bank managers should ensure that adequate liquid 

reserves are maintained to meet operational needs and regulatory requirements, 

while also leveraging liquidity to seize growth opportunities during favourable 

economic conditions. 

For Policymakers 

Policymakers play a critical role in fostering a stable macroeconomic environment 

that supports the banking sector. The positive impact of GDP growth on bank 

performance underscores the importance of policies that promote economic 

expansion, such as investments in infrastructure, trade facilitation, and industrial 

diversification. At the same time, the results call for targeted efforts to manage 

inflation effectively, as prolonged inflationary pressures could undermine financial 

stability. Regulatory bodies such as the Bank of Zambia should continue to enforce 

prudent capital adequacy standards while also exploring mechanisms to encourage 

equity-based financing among banks, which could enhance their resilience and 

profitability. 
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For Investors 

The study's findings offer valuable insights for investors seeking to evaluate the 

performance and risk profiles of Zambian banks. Investors should prioritize banks 

with well-balanced capital structures that avoid excessive reliance on debt. Banks 

with strong liquidity management practices and a demonstrated ability to navigate 

macroeconomic challenges are likely to offer better returns and lower risk. 

Additionally, the positive association between economic growth and bank 

performance suggests that investment opportunities in Zambia's banking sector are 

closely tied to broader economic trends, making macroeconomic indicators a critical 

consideration for investors. 

6.0 CHAPTER SIX: Conclusion, Summary and Recommendations 

6.1 Conclusion 

This study has examined the impact of capital structure on the performance of 

commercial banks in Zambia, focusing on the interplay between debt-to-equity ratios, 

leverage, liquidity, and macroeconomic variables such as GDP growth and inflation. 

The findings indicate that capital structure is a critical determinant of bank 

performance, with both internal and external factors shaping the outcomes. 

The analysis revealed that a high debt-to-equity ratio negatively impacts 

performance, likely due to the financial strain and increased risk associated with 

excessive debt. Similarly, higher leverage ratios were found to erode profitability, 

reflecting the challenges that arise when banks overly rely on borrowed funds in a 

volatile economic environment. These findings emphasize the importance of careful 

financial management, particularly in economies like Zambia, where external shocks 

and market fluctuations can significantly impact financial stability. 

Conversely, liquidity emerged as a key positive driver of performance, highlighting 

the importance of maintaining sufficient liquid reserves to meet short-term obligations 

and capitalize on growth opportunities. Liquidity management proved to be 

especially crucial in Zambia's economic context, where inflationary pressures and 

unpredictable cash flows can pose significant challenges. Furthermore, the positive 

relationship between GDP growth and bank performance underscores the role of a 
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stable and expanding economy in fostering a favorable environment for financial 

institutions to thrive. Although inflation was found to have a negative but statistically 

insignificant impact, it is clear that Zambian banks have developed mechanisms to 

mitigate its effects, such as pricing strategies and cost adjustments. 

Overall, this study underscores the interconnectedness of capital structure decisions, 

internal financial strategies, and broader macroeconomic conditions. The findings 

highlight the need for banks, policymakers, and other stakeholders to adopt 

collaborative and informed approaches to optimize performance and strengthen the 

resilience of Zambia’s banking sector. 

6.2 Recommendations 

Based on the findings, this study offers several recommendations for banks, 

policymakers, and future researchers to address the challenges and opportunities 

associated with capital structure management in Zambia’s commercial banking 

sector. 

For banks, it is imperative to reduce reliance on debt financing, particularly in light of 

the negative impact of high debt-to-equity ratios and leverage on performance. 

Banks should actively explore alternative funding options, such as equity-based 

financing, to mitigate financial risks and ensure stability. This could involve 

reinvesting retained earnings, issuing new equity shares, or partnering with 

institutional investors to raise capital. Additionally, strengthening liquidity 

management practices is crucial for enhancing resilience against short-term financial 

pressures and ensuring operational continuity. Banks should prioritize maintaining 

adequate liquid reserves and implementing robust risk management frameworks to 

navigate periods of economic uncertainty effectively. 

For policymakers, the findings emphasize the importance of creating a supportive 

macroeconomic environment that fosters growth and stability. Policies aimed at 

stimulating GDP growth, such as infrastructure investments, trade facilitation, and 

economic diversification, will directly benefit the banking sector by reducing credit 

risks and expanding market opportunities. At the same time, efforts to control 

inflation and maintain price stability are essential to protect the real value of bank 



 
 
 

[60] 
 

assets and enhance profitability. Policymakers should also consider providing 

targeted incentives for banks to raise equity capital. These could include tax benefits 

for equity-based financing, streamlined regulatory processes for capital raising, and 

public-private partnerships to encourage investment in the financial sector. Such 

measures would enable banks to adopt safer and more sustainable capital structures 

while supporting overall economic development. 

For future research, this study identifies several areas of exploration that could 

expand the understanding of capital structure and its impact on bank performance. 

One promising avenue is the investigation of digital banking and technological 

advancements, which are transforming the financial services landscape. Research 

into how these innovations influence capital structure decisions, operational 

efficiency, and profitability would provide valuable insights for both academics and 

practitioners. Additionally, expanding the scope of analysis to include other financial 

institutions, such as microfinance organizations and investment banks, could offer 

comparative insights and enhance the generalizability of findings. These institutions 

operate under different regulatory and operational frameworks, and understanding 

their capital structure dynamics would contribute to a more comprehensive view of 

the financial sector. 

In conclusion, the findings of this study highlight the importance of strategic capital 

structure management, robust liquidity practices, and supportive macroeconomic 

policies in optimizing bank performance in Zambia. By adopting these 

recommendations, banks and policymakers can work together to strengthen the 

resilience, competitiveness, and profitability of the banking sector, ultimately 

contributing to broader economic stability and growth. 

 



 
 
 

[61] 
 

References 

Bank of Zambia, 2020. Financial Stability Report. Lusaka: Bank of Zambia. 

Barth, J.R., Caprio, G. and Levine, R., 2004. Bank regulation and supervision: What 

works best? Journal of Financial Intermediation, 13(2), pp.205–248. 

Berger, A.N. and Bonaccorsi di Patti, E., 2006. Capital structure and firm 

performance: A new approach to testing agency theory and an application to the 

banking industry. Journal of Banking & Finance, 30(4), pp.1065–1102. 

Bryman, A. and Bell, E., 2015. Business research methods. 4th ed. Oxford: Oxford 

University Press. 

Creswell, J.W., 2014. Research design: Qualitative, quantitative, and mixed methods 

approach. 4th ed. Thousand Oaks: Sage Publications. 

Fosu, S., 2013. Capital structure, product market competition and firm performance: 

Evidence from South Africa. The Quarterly Review of Economics and Finance, 53(2), 

pp.140–151. 

Goyal, A.M., 2013. Impact of capital structure on performance of listed public sector 

banks in India. International Journal of Business and Management Invention, 2(10), 

pp.35–43. 

Gujarati, D.N. and Porter, D.C., 2009. Basic econometrics. 5th ed. New York: 

McGraw-Hill Education. 

IMF (International Monetary Fund), 2019. Financial Sector Assessment Report. 

Washington, D.C.: IMF. 

Jones, T., 2021. Optimizing capital structure in emerging markets. Emerging Market 

Finance & Trade, 57(3), pp.567–589. 

Kraus, A. and Litzenberger, R.H., 1973. A state-preference model of optimal financial 

leverage. The Journal of Finance, 28(4), pp.911–922. 



 
 
 

[62] 
 

Modigliani, F. and Miller, M.H., 1958. The cost of capital, corporation finance, and 

the theory of investment. The American Economic Review, 48(3), pp.261–297. 

Mwewa, C. and Phiri, J., 2018. Impact of regulatory capital on bank performance in 

Zambia. African Journal of Business Management, 12(2), pp.34–49. 

Mwenda, C., 2017. The effect of capital structure on the profitability of commercial 

banks in Zambia. Zambian Journal of Finance, 15(3), pp.10–22. 

Myers, S.C., 1984. The capital structure puzzle. The Journal of Finance, 39(3), 

pp.575–592. 

Myers, S.C. and Majluf, N.S., 1984. Corporate financing and investment decisions 

when firms have information that investors do not have. Journal of Financial 

Economics, 13(2), pp.187–221. 

Olokoyo, F.O., 2012. Capital structure and corporate performance of Nigerian quoted 

firms: A panel data approach. African Development Review, 24(1), pp.59–74. 

Saunders, M., Lewis, P. and Thornhill, A., 2016. Research methods for business 

students. 7th ed. Harlow: Pearson Education. 

World Bank, 2021. Zambia Economic Update: Resilience Amid Challenges. 

Washington, D.C.: World Bank. 

Zondo, R.W., 2019. The effects of capital structure on firm performance: Evidence 

from African financial institutions. South African Journal of Economic and 

Management Sciences, 22(1), pp.1–12. 

 

 

 

 

 

 



 
 
 

[63] 
 

Appendix A – Ethical Clearance Letter and Plagiarism Report 

 

 

 

 



 
 
 

[64] 
 

 

 

 

 

 

 

 

 

 


