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Abstract

Objective: This study empirically examines the impact of ownership structure on the financial performance of listed
airlines in Africa.

Design/Methods/Approach: The research utilized quantitative techniques to collect secondary data from listed
airlines over ten years (2010-2019). Descriptive statistics and multiple regression were used for analysis.

Findings: The results revealed that airlines with the majority of private domestic and private foreign ownership showed
a significant positive effect on financial performance (ROA and ROE). In contrast, state ownership had an insignificant
impact on airlines' financial performance. The study supports the property rights theory, emphasizing the importance of
private ownership in airlines.

Originality/Value: This study adds to the existing literature by providing evidence on how ownership structure
influences financial performance in African airlines, contributing to aviation research.

Practical/Policy Implication: The findings suggest that private and foreign investors should consider acquiring
controlling airline stakes to enhance financial performance. Policymakers should aim to create flexible laws and
regulations that attract domestic and foreign private investors to the aviation sector, potentially fostering improved
management practices and policy developments.
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I. Introduction

Humanity has aspired to attain ownership and governance over meaningful objects throughout history.
Ownership of an object confers the legally enforceable right to choose the terms and conditions of its use and
operations, ultimately granting the owners the freedom to make choices in alignment with their desires (Jarvihaavisto &
Ohman, 2022). Owners of a firm can play a crucial role in influencing its capacity to innovate. Ownership may influence
a firm's incentives to seek innovation and efficiency (Zhong et al., 2022). Innovation and efficiency are critical variables
in a firm's ability to thrive and adapt in a dynamic environment (Cavich et al., 2021). The ability of the firm to thrive and
adapt will eventually affect its financial performance in the long run, as such an ability enhances its competitiveness and
competencies in the marketplace (Wanasida et al., 2021). In that light, there exists a potential that the ownership
structure of airline firms might affect their financial performance.

Airlines are predominantly owned by the state in most nations, as reported in the list provided by the
International Civil Aviation Organization, in which only a minority of the listed airlines have a majority shareholding of
the private sector (ICAO, 2016). Su et al. (2017) Argue that state ownership might play a vital role in firm performance
because the state can step in and direct when the management is not performing as expected. However, it is also
probable that state-owned enterprises will place less emphasis on profit maximization since the government typically
has other non-economic interests while running an enterprise (Chen, 2021; Shekhar, 2022). There is a chance that state
involvement in firm ownership might influence its financial performance either positively or negatively (Nguyen et al.,
2021).

Various scholars have tried to establish the effects of airline ownership structures on their financial performance.
Suhardjanto and Ajibroto (2017) studied the effect of ownership structure on the financial performance of Australian
and Asian airlines. Their research revealed that foreign ownership and state ownership positively affected the financial
performance of airlines in Australia and Asia. Backx et al. (2002) employed panel data from a selection of big and medium-
sized international scheduled passenger airlines for 1993-1997. They determined that the financial performance of public
sector airlines was not as good as that of privately-owned airlines. They also find that airlines with mixed ownership
tend to outperform public-sector airlines but underperform private-sector airlines. Burgos Suarez (2014) determined
that private airlines produced higher revenue than state-owned airlines when looking at the Impact of Ownership
Structure on the Financial Performance of Airlines in an International Context. C.-H. Lee & Hooy (2012), investigating
the factors determining airlines' systematic financial risk exposures in North America, Europe, and Asia, found that
airlines with government ownership recorded significantly higher earnings growth before interests and tax than airlines
without government ownership. Soranzo's (2020) research examined the European airline industry performance using
data from 4| European airlines from 2009 to 2018. The results showed that privately owned airlines had a better financial
performance than public-owned airlines. Indicating that public-owned airlines are most readily skewed from profit
maximization aims, worsening their financial performance.

There are mixed views from prior research on the effect of ownership structure on the financial performance of
airlines. Some scholars determined that foreign and state ownership had a far more significant positive effect on financial
performance (Suhardjanto & Ajibroto, 2017; Lee & Hooy, 2012), while others concluded that private ownership had a
far greater significant effect on the financial performance of airlines. (Soranzo, 2020 ; Burgos Suarez, 2014). In all its
essence, we cannot hide from the fact that ownership structures do somehow affect airlines' financial performance.

The reason for the mixed findings is that the relationship between ownership structure and financial performance
may vary depending on the specific context of the airline and the broader economic environment in which it operates.
For example, in a highly competitive market, an airline with a firm owner who can make quick and decisive strategic
decisions may have an advantage over those owned by the state or with a mixed ownership structure. However, the
ownership structure might be less critical in determining financial performance in a more stable market.

Scanty research focuses on airlines' ownership structure and financial performance in Africa. Ochieng and Ahmed
(2014) studied Kenya Airway's Financial Performance since privatization and determined that privatization had a positive
effect on the airline's financial performance. Yifru (2017) determined that State Influence is the most important factor
influencing Ethiopian Airlines' success in most areas, such as allowing industry experts to manage the airline freely,
allowing the airline to reinvest its profit with no tax payment, and allowing the airline to expand its fleet of aircraft.
Again, it is inconclusive, and the researchers studied only single airlines, making it harder to assume the results will be
useful if carried over to all airlines in Africa.

With inconclusive results, gaining further insight into the ideal sense of financial performance becomes imperative.
In its natural and ideal sense, good financial performance is essential for any firm to operate smoothly. This is needed
since all firms across the globe have limited resources, which makes it imperative for them to perform well financially,
or else they will perish from a lack of surplus inflow of resources (Twesige & Gasheja, 2020). This ideology applies to
all firms, including the airlines. However, industry insight from global management consulting firm Mckinsey and company
has indicated that the airlines have never been able to earn their cost of capital in any of the years that they have existed,
and only a select few airlines have been able to increase their shareholders' wealth (Alex et al., 2022).

Various efforts have been taken to alleviate airlines' financial problems. For example, the government of Kenya
is considering selling all its stakes in Kenya Airways Plc (Business Daily, 2022). the South African government also sold



Makoka, Swai, Abraham, & Nathanael 587

its majority stake in South African airline (Nqobile, 2021) to a private consortium. However, as McKinsey has reported,
only a handful of airlines have managed to increase shareholders' wealth over time. Since the problem is persistent, it
has become vital to carry out a study to understand the effect of ownership structure on the financial performance of
airlines listed in Africa.

This study will make several contributions to the understanding of the aviation industry in Africa. Firstly, it will
address the existing gap in research by adding to the existing body of knowledge that has investigated the impact of
ownership structure on the financial performance of airlines listed in Africa. The current existing gap stems from a
limited number of studies that have been carried out in Africa and the inconclusive results reached from similar studies
that were carried out in other parts of the globe. Additionally, the insights gained from this research will provide valuable
guidance for decision-makers in the African aviation sector, which is crucial for economic growth. Pavlovich (2017)
argued that airlines contribute towards a nation's competitiveness in the global economy, which ultimately leads to
economic growth, foreign investment flow, enhanced trade, and employment opportunities.

This research paper contains several sections, beginning with an introduction that provides an overview of the
topic and its significance. The theoretical underpinning section provides a view of relevant theories and concepts that
form the basis of the study. The hypothesis development section outlines the specific hypotheses being investigated. The
data and methodology section details the research methods and data sources used in the study. The results and
discussions section presents the findings and their implications. The conclusions and recommendations section
summarizes the essential findings and suggests practical implications of the research outcomes. The final section
addresses the research limitations and suggests areas for further research.

2. Theoretical Underpinning

After reviewing prior studies, exploring the theoretical underpinnings of the relationship between ownership
structures and financial performance is crucial, which will provide an enhanced framework for developing the hypothesis.
This research was guided by the property rights theory, which argues that the nature of ownership structure in any
organization affects its performance (Grossman & Hart, 1986). This theory emerged in the mid-20th century. It focuses
on the significance of well-defined and secure property rights in shaping economic behaviour and resource allocation. It
highlights the role of institutions in promoting efficiency, investment, and economic growth. Rakhman (2018), based on
this theory, suggested that privately owned firms may outperform publicly owned ones due to clear and well-defined
property rights, which incentivize the owners to invest time and resources in firm maintenance and improvement.

In contrast, publicly owned firms (such as state-owned enterprises) may have less well-defined property rights,
leading to poor performance. Additionally, privately owned firms may have more flexibility in their decision-making and
be more responsive to market signals, leading to enhanced performance. Based on this theory, this paper was set to
determine if the ownership structure affects the financial performance of airlines listed on African stock exchanges.

3. Hypothesis Development

As argued by Rakhman (2018), who placed relevance on the property right theory, privately held companies may
have a performance advantage over publicly owned enterprises because their property rights are explicit and well-
defined, incentivizing the owners to devote time and resources to the maintenance and enhancement of the company.
It is intriguing to determine whether the argument is valid and the property right idea is valid. By empirically evaluating
the link between the ownership structure and airlines' financial performance, we may produce a result that either
supports or completely refutes the concepts provided by the property rights theory. In addition, the recent losses
suffered by African airlines such as Air Tanzania and Kenya Airways, as well as the Kenyan president's plan to sell the
government's entire stake in Kenya Airways to private investors, make us question whether ownership structure has
any influence on the financial performance of airlines.

Various researchers have also questioned whether the ownership structure of an airline has any relevance to its
performance. By reviewing them, we can unveil a noteworthy pattern. Suhardjanto and Ajibroto (2017) delved into
Australian and Asian airlines, discovering that foreign and state ownership positively impacted financial performance.
Backx et al. (2002) scrutinized international airlines and found a superior financial performance in privately owned and
mixed-ownership airlines compared to their public sector counterparts. Burgos Suarez (2014) echoed these findings,
emphasizing that higher revenue is earned by private airlines on a global scale. Lee and Hooy (2012), however, found
different results. They determined that there was significantly higher growth in earnings for government-owned airlines
in North America, Europe, and Asia. Soranzo's (2020) European focus revealed superior financial performance in
privately owned airlines. Czerny and Lang (2019) further argue that private ownership fosters efficiency and financial
stability within airline organizations. The dynamics of private ownership contribute significantly to preventing substantial
financial losses due to its ability to enhance revenue generation and cost efficiency.

There is an elusive ground of understanding on which it is difficult to collectively agree on the commonality of
the intricacies of the relationship between ownership structures and the financial performance of airlines across the
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globe. The complexity of the relationship deepens as contextual factors come into play. In Africa, research on ownership
structures and financial performance remains scanty. Ochieng and Ahmed (2014) concluded that privatization positively
affected Kenya Airways, while Yifru (2017) highlighted the state influence and the success it brought to Ethiopian Airlines.
Apart from their different views, their narrow focus on studying individual airlines makes it challenging to generalize
these findings to the broader African aviation landscape. To obtain a more comprehensive understanding of the effect
of ownership structures on the financial performance of African airlines, the following hypothesis is proposed as a guiding
framework for this study.
H,: The ownership structure of an airline has a significant effect on its financial performance

The above hypothesis was grounded on the divergent outcomes from existing studies and the need to contribute
valuable insights to the discourse on the relationship between ownership structures and financial performance in the
airline industry. This study has examined and analyzed various ownership structures, including private, state-owned, or
mixed ownership, to discern patterns supporting or challenging the hypothesis. The findings contribute to understanding
the intricate relationship between ownership structures and financial performance in the challenging aviation landscape
in Africa.

4. Data and Methodology

In the quest for the answers, researchers opted to utilize the quantitative research technique; this technique was
opted for due to its ability to facilitate analysis of a large number of subjects and its ability to provide accurate and
reliable measurements when appropriately utilized (Soundarapandiyan & Ganesh, 2018). Secondary Data was collected
for nine listed airlines for ten years ranging from 2010 to 2019. The year 2010 was selected due to the number of
mergers and acquisitions among airlines announced or completed during that year. The consolidation of the airline
industry through mergers and acquisitions could have resulted in a variety of impacts, including changes in the
competitive landscape of the industry, economies of scale, and the ability to offer a wider range of routes and services
to customers, all of which could have had a ripple effect and disturb the financial performance of Airlines in various parts
of the world. Some merger and acquisition events of significant importance in the airline industry that occurred in 2010
are as follows. (1) The merger of United Airlines and Continental Airlines to create the world's largest airline was
announced In 2010 (smith, 2010); (2) Southwest Airlines announced that it would acquire Air Tran Airways In 2010
(Mouawad, 2010); (3) Delta Air Lines and Northwest Airlines merger was completed in 2010 (ICAO, 2010).

The major data sources were airline websites and African stock exchanges, such as the Dar es Salaam Stock
Exchange, Nairobi Exchange, Johannesburg Stock Exchange, Uganda Stock Exchange, Tunis Stock Exchange, Algeria
Stock Exchange, and Lagos Stock Exchange. African airlines were selected due to the unique context of the African
aviation industry, which faces distinct challenges and opportunities in comparison to other airlines from other areas of
the world (Basal & Suzen, 2023)

Nine airlines were selected, depicted in Table | below, despite having more than ninety-five airlines to facilitate
data collection as data was not readily available for all the airlines. The collected data resulted in an unbalanced panel
data due to the data quantity mismatch caused by the absence of data for some airlines, particularly in the years prior
to 2015, when some were not yet listed.

Table |. Listed airlines whose data are publicly available online.

SN AIRLINE COUNTRY
I Comair South Africa
2 Precision Air Tanzania

3 Kenya Airways Kenya

4 South African Airways South Africa
5 Egypt Air Egypt

6 Med-view Airline Nigeria

7 Air Mauritius Mauritius

8 Trans-Nationwide Express Nigeria

9 Red Star Express Nigeria

The study comprised three independent dummy variables, three control variables, and two dependent variables.
All variables and their measurement are explained in Table 2.
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Table 2: Definition of variables and their measurement.

Variable Measurement

MS MS stands for Majority State dummy variable, which will have a value of | if over 50%
ownership of the firm is with the government and will take the value of O if the
majority of ownership is private, including domestic private and foreign ownership.

MP MP stands for Majority Domestic Private dummy variable, which will take the value
of | if over 50% of shares are owned privately by domestic investors and 0 if over
50% of the share is owned by both state and foreign private investors.

MF MF stands for Majority Foreign dummy variable, which will take the value of | if over
50% of shares are owned privately by foreign investors and 0 if over 50% are owned
by both state and domestic private investors.

Age This variable was measured by the number of years the airline has been in operation.

Size This variable was measured by applying the natural logarithm to the airlines' assets.
The rationale is to minimize the bias resulting from different economies of scale the
airline enjoys.

Country Effects The country effect was measured as a dummy variable to control the effect of the
particular country to arrive at unbiased statistical estimates.
Return on Equity (ROE) It was measured by computing the profit ratio before tax and interest to equity

shareholders. The shareholder's equity comprises both ordinary and preference
shares as well as all reserves of the Company (Purnamasari, 2015). The ratio
measures the proportion of the returns generated using the owner's funds (Ahsan,
2012).

Return on Assets (ROA) It was measured by computing the ratio of profit before interest and tax to the total
assets of the airline during the particular financial year. It shows how the airline's
assets generate returns. (Swai and Mbogela, 2014).

4.1. Data Analysis

Multiple regression was employed as a tool of analysis because it is useful when there is more than one
independent variable and one continuous dependent variable (Sujud & Hashem, 2017). Hausmann test was conducted
to determine whether the random effect model and the fixed effect model were suitable for analysis. Other tests were
carried out to determine the normality of data and if there was a multicollinearity amongst the independent variables.
STATA software was utilized to conduct the analysis, and the regression model used to estimate the parameters were
as follows;

ROA = a+ BlMS+BZMP+B3MF+B4—A+BSS+ B6CE+S ..................... (I)
ROE = a+ B;MS+ ByMP + BsMF + B4A + BsS + BECE + €.vereveerreereenn (ii)

ROA and ROE were the proxies for financial performance, representing return on assets and return on equity.
ROA assesses the airline's ability to generate profit proportionately to the total assets employed to pursue such profits.
It is determined by dividing the business's net revenue (or profits) by its total assets (Ningsih and Sari, 2019). ROA was
selected because, apart from showing profitability, it is also an indicator of operational efficiency (Strouhal et al., 2018).
ROE measures airline profitability relative to the capital invested by its shareholders. It is computed by dividing the
company's net income (or profits) by its total shareholder equity. ROE was selected as a proxy for financial measures
since it indicates how the firm uses equity to create more value for its shareholders(lbbett, 2020). MS stood for majority
state ownership, MP stood for majority domestic private ownership dummy, MF stood for majority foreign ownership
dummy, A stood for firm age, S stood for airline size, CE stood for country dummy capturing time-invariant country-
specific effect, and € was the error term. Firm age and size were selected as a control variable because literature has
shown that they can influence financial performance (Muharam & Atyanta, 2021; Novitasari & Agustia, 2022; Qurashi,
2017; Silvy Christina, 2019).

5. Results and Discussions

5.1. Descriptive Statistics

Descriptive statistics were run to summarize and describe the basic features of the dataset. Such analysis is vital
to obtain an insight into the dataset by observing essential figures like the mean and standard deviation, which can guide
further analysis (Feng, 2022). Table 3 presents the results of the descriptive analysis.

From Table 3, the mean value for ROE is 0.3990 with a standard deviation of 0.8395, indicating a significant
deviation of the dataset from mean values. The mean value for ROE is closer to the minimum value and far from the
maximum value. This implied that many of the sampled airlines had accumulated negative equities; such outcomes could
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be due to the high costs of starting and running an airline business and the competitive nature of the airline industry,
leading to low profit margins and making it easier for negative equity to build up. ROA had a mean value of 0.0003 and
a standard deviation of 0.1606. ROA of 0.0003 is substantially low, which can be attributed to the capital-intensive nature
of the aviation industry (DeRiso, 2004). Buying and running an airplane necessitates a massive initial outlay of capital,
thus leaving gigantic values of total assets in the balance sheet. High levels of capital intensity limit profit creation,
resulting in low levels of ROA. The airline industry's low return on assets reflects the industry's hard economic situation
and the complexities of combining capital intensity and profitability with operational efficiency.

Table 3. Descriptive statistics

Variable Observation Mean Std. Dev Min Max

Return on Equity ROE 83 0.3990 0.8395 -0.4382 5.4242
Return on Assets ROA 83 0.0003 0.1606 -0.5715 0.3706
Majority State MS 83 0.6018 0.3629 0.5089 0.9800
Majority domestic MP 83 0.7523 0.2498 0.6061 0.9000
Private

Majority Foreign MF 83 0.7228 0.3213 0.6540 0.8833
Size Size 83 8.2847 1.2486 6.0900 10.0653
Age Age 83 48.9398 24.8303 9.0000 91.0000

In the case of core independent variables, the lowest and highest value of state ownership for all sampled airlines
owned by the government were 0. 5089 (51%) and 0.9800 (98%), respectively, implying that for the sampled airlines
whose ownership were in government hands, the government had 51% to 98% share ownership with the mean value of
60%. Also, some privately owned airlines by domestic shareholders had minimum and maximum value of share
ownership of 60.61% and 90.00%, respectively. This means that some airlines have little government or foreign share
ownership. Lastly, airlines owned by foreign shareholders showed that the lowest value of shareholding that enabled
foreigners to take ownership of the airlines in other countries was 65.4%, and the highest level reached 88.3%. With a
mean value of 72.2%

Considering the control variables, the youngest airline in this study is nine (9) years old, and the oldest is ninety-
one (91) years old. The wider dispersion between the minimum and maximum ages signifies a pleasant sample
composition comprising very young, medium, and very old airlines. Therefore, even generalization of the results from
the inferential analysis will be meaningful and unbiased as the sample included young, growing and aged airlines. The
average size of the airlines received a score of 8.28 out of 10 with a minimum score of 6.09 and a standard deviation
of 1.245, indicating that the sampled airlines were fairly large and the majority of them had a size close to the mean size
as the standard deviation is not large.

5.2. Diagnostic Tests

Before analyzing the various repression models, four statistical tests were performed to ensure the best and
most accurate estimations. The normality test showed that this study's data were normally distributed. Second, we did
multicollinearity tests to determine the degree of correlations between variables. The Variance Inflating Factor (VIF)
was below ten (10), and the tolerance threshold for all variables exceeded 0.1, indicating no multicollinearity issue. The
heteroscedasticity test determined that data with dependent variable ROA had constant variance. The result changed
when ROE was the dependent variable since the model data had no consistent variance. These findings led the researcher
to use robust standard error in the regression model with ROE to address the statistical issue. Finally, The Haussmann
test determined that the fixed effect model would be used.

5.3. Regression Results

A fixed effect regression model with Robust Standard Error was performed. The robust standard error was used
to rectify the data's heteroscedasticity to provide accurate estimates and unbiased statistical inference from the
regression model. The residuals had constant variance. Hence, a normal standard error was used during regression
analysis. Tables 4 and 5 for ROE and ROA show the regression analysis findings and their interpretation, respectively.

The result of the fixed effect regression model with the robust standard error shown in Table 4 has an established
R? of 52.29% with the Prob > F = 0.0082. The data fits the regression model, and independent variables can explain
52.29% of the variations in the dependent variable. From the table, we can also note that Airline size, Airline age,
Domestic private ownership and majority foreign private ownership significantly affected ROE. In contrast, state
ownership did not have a significant influence on ROE. Airline age had a negative effect, meaning that its ROE was
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reduced as the airline grew older. This could result from the ever-increasing competition in the airline industry and the
old airline carriers failing to keep pace with the modern changes in plane fuel efficiency as they have ageing fleets, which
are costly to operate and thus decrease their ROE over time (Scholtz, 1998). Private ownership, both domestic and
foreign, had a significant positive effect on airline ROE; these results are similar to those of (Suhardjanto and Ajibroto,
2017) and contradict those of (Lee and Hooy, 2012). These results align with the property rights theory, which argues
that the nature of ownership structure in any organization affects its performance (Grossman and Hart 1986).

Table 4: Output of the fixed effect regression model (ROE)

Variable Coefficient Robust Std.  Err P> (t)

Airline size 0.0185 0.0672 0.025
Airline Age -0.0128 0.0382 0.003
Majority state ownership -0.5384 0.2963 0.099
Majority of domestic private ownership 0.553 0.3249 0.014
Majority of foreign private ownership 0.4634 0.1737 0.004
Constant 1.0766 0.836 0.027
R squared 0.5229

Prob > 0.0082

We can argue that Airlines with most private ownership have well-defined property rights (Sa, 2022). Thus, the
owners' interests are more likely to be aligned with the airline's performance. Under such circumstances, the airline's
performance may improve due to owners' greater commitment to business methods and the maintenance and
improvement of the airline's fleet. In contrast, state-owned and other publicly-owned airlines may have property rights
that are not secured and defined as the state is a dynamic body without a perspective of individualism in airline
ownership. This argument is further enhanced by ideas obtained from (Titova, 2021). Based on his arguments, we are
also intrigued to argue that private property rights protected by state laws play a crucial role in the aviation sector by
enhancing work motivation, personal interest and economic initiative among individuals and organizations involved in
the industry. Like in any other sector, state involvement in the aviation industry should be limited to ensuring legal
frameworks for market interaction while allowing private property rights to flourish. This balance will allow for
innovation, investment and growth in the aviation sector, benefiting the industry and the consumers it serves and
enhancing its performance. This insight holds significant practical implications for airline management, suggesting that an
airline's performance could see improvement under private ownership due to heightened owner commitment to
business methods, maintenance, and fleet enhancement.

Conversely, state-owned and publicly-owned airlines, lacking secured property rights, may grapple with
substandard performance. It might also be evident that the setup of ownership within a majority state ownership might
undercut incentives obtained from private ownership and result in substandard performance of the airline(Zeng et al.,
2020). These results further signify the theoretical implications of the property rights theory which centers on clear and
well-defined property rights essential for the efficient functioning of an economy and the protection of business liberty.
When property rights are secured, individuals will be incentivised to use resources productively, invest in the future,
and engage in mutually beneficial exchanges. Private property rights lead to Individualism, leading to specialization by
deterring infringement, ultimately leading to enhanced firm performance and economic growth.

Neoinstitutional economists argue that significant transaction costs may arise due to unclear property rights
(Yuan et al, 2020). That is due to the difficulties stemming from individuals or organizations failing to determine who
has the authority to decide what to do with a resource or asset and what measures to take when operating such assets.
This may lead to arguments and other types of ambiguity, increasing the cost and complexity of transactions using the
resource or asset. Eventually, it becomes difficult for businesses to invest and conduct operations, resulting in poor
performance. We are also prompted to see such views based on the results obtained from our analysis, as the majority
state ownership negatively affected ROE even though it was not significant at the 5% level. That does not mean the
results are useless, as a p-value of 0.113 leaves room for an 89% chance of occurrence that is not of a random chance.

Table |: Output of the fixed effect regression model for ROA

Variable Coefficient Std. Err P> (t)

Airline size 0.0005 0.0192 0.002
Airline Age -0.0113 0.0145 0.004
Majority state ownership -0.0137 0.0468 0.123
Majority of domestic private ownership 0.0452 0.0477 0.002
Majority of foreign private ownership 0.0407 0.0457 0.008
Constant 0.3944 0.1921 0.01

R squared 0.694

Prob > 0.0317
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The result of the fixed effect regression model with normal standard error for ROA shown in Table 5 has an
established R? 69.4% with the Prob > F = 0.0317. This indicates that the data fits the regression model, and independent
variables can explain 69.4% of the variations in dependent variables. From the table, we can also note that Airline size,
Airline age, Domestic private ownership and majority foreign private ownership significantly affected ROA. In contrast,
state ownership did not have a significant influence on ROA. Airline age had a negative effect, meaning that its ROA was
reduced as the airline grew older. This might result from the airlines failing to keep pace with the changing technology
in the aviation sector. Research has demonstrated that firms that keep up with changing technology experience positive
financial performance (Haabazoka, 2019; Marenge, 2018; Ogutu, 2018). However, it is not easy to replace the old fleet
in an airliner to keep pace with changing technology compared to other industries, such as banks, which can easily and
cheaply adapt to the changing technology.

Private ownership, both domestic and foreign, had a significant positive effect on airline ROA; these results are
similar to those of (Soranzo, 2020; Suhardjanto & Ajibroto, 2017) and contradict those of (C.-H. Lee & Hooy, 2012b;
Yifru, 2017). The results are also incongruent with Su et al. (2017), who concluded that Chinese airlines with mixed
ownership perform worse than heavily privately held or majority state-owned peers. These results align with the
property rights theory, which argues that the nature of the ownership structure in any organization affects its
performance (Grossman & Hart, 1986). Zhou and Cheng (2007) Argue that privately owned firms have an edge in a
competitive market. With a similar line of thought, we are prompted to argue that the ROA of airlines is positively
affected due to the competitive edge provided by private ownership structure. Economists argue that private ownership
fosters flexibility in decision-making, the incentive to create personal wealth rewards risk-taking, and nurtures
innovation(Seokyoung, 1999). At this juncture, it is tough to argue that all those factors enhanced by private ownership
might not influence firm performance, and the result of our analysis further supports that.

6. Conclusions and Recommendations

This research found that state ownership did not affect airline financial performance. However, it determined
that private-domestic and foreign ownership positively affect airline financial performance as represented by ROA and
ROE. These findings imply that private or foreign ownership, not state control, is a key to an airline's financial success.
The results also corroborate the property rights hypothesis, which posits that private enterprises perform better than
state-owned firms because the government pursues various goals that conflict with performance objectives and efficient
company operations. Since airline financial success relies on each company's ownership structure at a particular moment,
private domestic or international stockholders should own airlines instead of the government. We recommend private
investors obtain control of airline stakes to obtain decisive power and make decisions that will boost financial
performance. Foreign nationals should be welcomed to participate in share ownership and, if possible, allowed to be the
majority shareholders, as this study and several others have shown that doing so stimulates the company to make more
profit. Should the time come when all airlines are privately owned, the government should regulate them to guarantee
fair play since extreme competition is fostered by private ownership, which might lead to unfair practices in the aviation
sector. Policymakers should make laws flexible to assist airlines in navigating foreign and private ownership. At the same
time, the Shareholders and boards should ensure that corporate rules and regulations are designed to attract local and
overseas private investors.

6.1 Limitations and Areas of Further Studies

This research was constrained by the limited availability of data, resulting in the analysis being based solely on
nine publicly traded airlines whose financial information was readily accessible. We strongly advise future studies to
encompass a broader spectrum of airlines, including those that are not traded on stock exchange markets. This would
ensure a more comprehensive understanding of the effect of ownership structure on the financial performance of African
airlines, as it would provide a more inclusive representation of the industry. By considering a wider range of airlines,
future studies could paint a more accurate picture of the relationship between ownership structure and financial
performance in the African aviation sector.

References

Ahsan, A. M. (2012). Can ROE be used to predict portfolio performance? Economics, Management, and Financial
Markets, 7(2), 132—-148.

Alex, D., Krishnan, V., & Saxon, S. (2022). Six secrets of the world's most profitable airlines | McKinsey.
https://www.mckinsey.com/industries/travel-logistics-and-infrastructure/our-insights/the-six-secrets-of-
profitable-airlines



Makoka, Swai, Abraham, & Nathanael 593

Backx, M., Carney, M., & Gedajlovic, E. (2002). Public, private and mixed ownership and the performance of
international airlines. Journal of Air Transport Management, 8(4), 213-220. https://doi.org/10.1016/S0969-
6997(01)00053-9

Basal, M., & Suzen, E. (2023). The importance of digital marketing in the strategic management of aviation. E3S Web of
Conferences, 402, 02010. https://doi.org/10.1051/e3sconf/202340202010

Burgos Suarez, G. D. (2014). The Impact of Ownership Structure on the Financial Performance of Airlines in the International
Context.

business daily. (2022). President Ruto meets Delta Air, wants to sell all State stake in Kenya Airways—The East African.
https://www.theeastafrican.co.ke/tea/business/president-ruto-meets-delta-air-sell-kenya-airways-406001 8

Cavich, J., Chinta, R., & Neilson Journals Publishing. (2021). Synergistic Ignatian and Business Values for Efficacious
Business Ethics. Journal of Business Ethics Education, 18, 225-252. https://doi.org/10.5840/jbee20211812

Chen, L. (2021). The Internationalization of Chinese State-owned Enterprises under Multiple Institutional Complexity.
Academy of Management Proceedings, 2021(1), 12796. https://doi.org/10.5465/AMBPP.2021.12796abstract

Christina, E. S. (2019). Do corporate governance, firm characteristics, and financial ratios affect firm performance? In
Business Innovation and Development in Emerging Economies (pp. |117—123). CRC Press.

Czerny, A., & Lang, H. (2019). Privatization and Deregulation of the Airline Industry. SSRN Electronic Journal.
https://doi.org/10.2139/ssrn.3469449

DeRiso, R. T. (2004). The effects of employee ownership on productivity and firm financial performance: The case of the
United States commercial airline industry. Fordham University.

Feng, H. (2022). Teresa Fanego and Paula Rodriguez-Puente (eds): CORPUS-BASED RESEARCH ON VARIATION IN
ENGLISH LEGAL DISCOURSE. Applied Linguistics, 43(4), 833—835. https://doi.org/10.1093/applin/amz052

Haabazoka, L. (2019). A Study of the Effects of Technological Innovations on the Performance of Commercial Banks in
Developing Countries—A Case of the Zambian Banking Industry. In E. G. Popkova (Ed.), The Future of the
Global Financial System: Downfall or Harmony (Vol. 57, pp. 1246—1260). Springer International Publishing.
https://doi.org/10.1007/978-3-030-00102-5_132

Ibbett, N. (2020). Measuring company profitability: ROE, ROA or both? Equity.
https://search.informit.org/doi/abs/10.33 1 6/informit.9205303834 19780

ICAOQO. (2010). Overview_en.pdf. https://www.icao.int/Meetings/ AMC/Assembly37/Documents/overview_en.pdf

ICAO. (2016). FINAL_Airlines Privatization.pdf.
Https://Www.lcao.Int/Sustainability/SiteAssets/Pages/Eap_ER _Databases/FINAL_Airlines%20Privatization.Pdf.
https://www.icao.int/sustainability/SiteAssets/Pages/Eap_ER _Databases/FINAL_Airlines%20Privatization.pdf

Jarvihaavisto, U., & Ohman, M. (2022). Building Trust in Business Ecosystems: The Interplay of Technology and
Community in Governing Data Sharing. In D. Y. Kim, G. Von Cieminski, & D. Romero (Eds.), Advances in
Production Management Systems. Smart Manufacturing and Logistics Systems: Turning Ideas into Action (Vol. 663,
pp- 361-369). Springer Nature Switzerland. https://doi.org/10.1007/978-3-03 1-16407-1_43

Lee, C.-H., & Hooy, C.-W. (2012). Determinants of systematic financial risk exposures of airlines in North America,
Europe and Asia. Journal of Air Transport Management, 24, 31-35.
https://doi.org/10.1016/j.jairtraman.2012.06.003

Marenge, P. M. (2018). Effect Of Innovation On Financial Performance Of General Insurance Companies In Mombasa County,
Kenya.

Mouawad, J. (2010). Southwest, Determined to Expand, Buys AirTran. The New York Times.
https://www.nytimes.com/2010/09/28/business/28air.html



594 Journal of Theoretical and Applied Management | Jurnal Manajemen Teori dan Terapan

Muharam, H., & Atyanta, N. L. (2021). The Effect of Corporate Governance on Firm Performance. Indicators: Journal of
Economic and Business, 3(2), 132—-142.

Nguyen, T. L. H,, Tran, N. M., & Vu, M. C. (2021). The influence of board characteristics and state holding on
corporate social responsibility disclosure, evidence from Vietnamese listed firms. Business: Theory and Practice,
22(1), 190-201.

Ningsih, S., & Sari, S. P. (2019). Analysis Of The Effect Of Liquidity Ratios, Solvability Ratios And Profitability Ratios On
Firm Value In Go Public Companies In The Automotive And Component Sectors. International Journal of
Economics, Business and Accounting Research (I[EBAR), 3(04).

Novitasari, M., & Agustia, D. (2022). Assessing the Impact of Green Supply Chain Management, Competitive
Advantage and Firm Performance in PROPER Companies in Indonesia. Operations and Supply Chain
Management, 15(3), 395—409.

Ngobile, D. (2021). South African government sells majority stake in airline SAA to consortium | Reuters.
https://www.reuters.com/business/aerospace-defense/consortium-take-5 | -stake-south-african-airways-
minister-2021-06-11/

Ochieng, M. D., & Ahmed, A. H. (2014). The effects of privatization on the financial performance of Kenya Airways.
International Journal of Business and Commerce, 3(5), 10-26.

Ogutu, H. O. (2018). Innovation Strategies and Performance of Beer Firms in Kenya.

Pavlovich, K. (2017). Marriages and Divorces: Strategic Alliances in the Networked Economy—the Case of Air New
Zealand. In Strategie Management in the Aviation Industry (pp. 325-342). Routledge.

Purnamasari, D. (2015). The Effect of Changes in Return on Assets , Return on Equity , and Economic Value Added to
the Stock Price Changes and Its Impact on Earnings Per Share. Journal of Accounting (ISSN 2222-2847), 6(6),
80-90.

Qurashi, M. (2017). Effect of Working Capital on the Firm's Profitability: An Analysis of UK Pharmaceuticals and
Biotechnology FTSE All Share Index Firms. Empirical Economic Review, I(1).

Rakhman, F. (2018). Can partially privatized SOEs outperform fully private firms? Evidence from Indonesia. Research in
International Business and Finance, 45, 285-292.

Sa, H. (2022). Land Transformations, Urbanized Actors, and Collective Values in Urban Villages in China. Urban
Studies.

scholtz, antoniete. (1998). A transport economic appraisal of airline financing—PDF Document—University of Johannesburg.
https://ujcontent.uj.ac.za/esploro/outputs/doctoral/A-transport-economic-appraisal-of-
airline/991035280769 | /filesAndLinks?index=0

Seokyoung, S. (1999). Managing corruption in the privatization of State-Owned Enterprises (SOEs).

Shekhar, P. (2022). The Impact of Privatization on Economic Growth of India. Privatization of Public Sector in India: A
Right Step or Selling Family Silver, 36.

Silvy Christina, E. (2019). Do corporate governance, firm characteristics, and financial ratios affect firm performance?
In I. Trinugroho & E. Lau (Eds.), Business Innovation and Development in Emerging Economies (1st ed., pp. | 17—

123). CRC Press. https://doi.org/10.1201/9780429433382-12

smith, aaron. (2010). United and Continental announce merger—May. 3, 2010.
https://money.cnn.com/2010/05/03/news/companies/United_Continental_merge/

Soranzo, N. (2020). How corporate governance dafflicts performances in the Airline industry? Copenhagen Business School.



Makoka, Swai, Abraham, & Nathanael 595

Soundarapandiyan, K., & Ganesh, M. (2018). An Evaluation of Nifty Pse Index Movements Through Fibonacci Series-A
Study. Asian Journal of Management, 9(2), 896—908.

Strouhal, J., Stamfestova, P, Kljucnikov, A., & Vinclrova, Z. (2018). Different approaches to the ebit construction and
their impact on corporate financial performance based on the return on assets: Some evidence from Czech
top 100 companies. Journal of Competitiveness, 10(1), 144.

Su, chen, Chen, M.-H., & Wei, H.-L. (2017). Financial performance of Chinese airlines: Does state ownership matter? |
Elsevier Enhanced Reader. https://doi.org/10.1016/j.jhtm.2017.08.001

Suhardjanto, D., & Ajibroto, N. (2017). Ownership structure and financial performance: An empirical study of listed
airlines industry in Asia and Australia. Review of Integrative Business and Economics Research, 6(1), 121-130.

Sujud, H., & Hashem, B. (2017). Effect of bank innovations on profitability and return on assets (ROA) of commercial
banks in Lebanon. International Journal of Economics and Finance, 9(4), 35-50.

Swai, J. P., & Mbogela, C. S. (2014). Do ownership structures af fect banks' performance? An empirical inquiry onto
Tanzanian bank industry. ACRN Journal of Finance and Risk Perspective, 3(2), 47—66.

Titova, E. I. (2021). The influence of property on a Russian person in different economic systems. Bulletin of Udmurt
University. Series Philosophy. Psychology. Pedagogy, 31(1), 19-26. https://doi.org/10.35634/2412-9550-2021-31-1-
19-26

Twesige, D., & Gasheja, F. (2020). Effect of macro-economic variables on profitability of selected commercial banks in
Rwanda. Journal of Asian Economics, [(2), 181-198.

Wanasida, A. S., Bernarto, |., Sudibjo, N., & Purwanto, A. (2021). The role of business capabilities in supporting
organization agility and performance during the COVID-19 pandemic: An empirical study in Indonesia. The
Journal of Asian Finance, Economics and Business, 8(5), 897-911.

Yifru, A. (2017). Determinants of Airline Business in Aviation Industry: A Case Study on Ethiopian Airlines.

Yuan, D., Bao, H., Yau, Y., & Skitmore, M. (2020). Case-based analysis of drivers and challenges for implementing
government-led urban village redevelopment projects in China: Evidence from Zhejiang province. Journal of
Urban Planning and Development, 146(3), 05020014.

Zeng, F., Wu, Y., & Huang, W. (2020). On Market Property Right, Its Cost Components and Economic Significance. In
C. F. Lee & M.-T. Yu (Eds.), Advances in Pacific Basin Business, Economics and Finance (pp. 201-211). Emerald
Publishing Limited. https://doi.org/10.1108/52514-465020200000008010

Zhong, S., Yu, X,, & Zhou, H. (2022). Mixed-Ownership Reform and Innovation Performance of Private-Owned
Enterprises: Firm-Level Evidence Based on Difference-In-Difference Approach. In Responsible Innovation
Management (pp. 37—64). Springer.

Zhou, M.-X,, & Cheng, K.-T. (2007). Ownership, Competition, Management and Labour in Public Enterprises Transition:
Literature Review.



