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Abstract: 

Parastatals are a critical component of the country's economic growth. As a consequence of weak 

governance, the largest South African parastatals are today mired in financial difficulties. They have 

been struggling for over a decade. The primary objective of this study was to create corporate 

governance systems to improve the overall financial performance of parastatals, hence contributing to 

South Africa's economic success. The stepwise econometric modelling was used to analyse corporate 

governance data for DENEL, South African Airways, SABC, Eskom, and Transnet from 1996 to 2018. 

The study indicated that insufficient corporate governance and high corruption levels are linked to low 

financial performance in parastatals. Corporate governance and business confidence levels were found 

to have an effect on the performance of parastatals in South Africa. Study findings show that there is a 

significant need to safeguard parastatals by establishing strong governance standards and keeping 

intact governance structures as methods to sustain business confidence and minimize corruption levels. 

There is need to improve accountability, audit systems and control mechanisms to improve financial 

performance of parastatals. 
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Introduction 

Corporate governance restrictions, corruption, managerial ineptitude, inadequate control mechanisms, 

and political influence have all rocked parastatals. The six major South African parastatals are now mired 

in financial difficulties (Cohen, 2017). Parastatals continue to drain government resources via bailouts 

and financial guarantees, instead of contributing to the country's economic development. The primary 

goal of this research was to create corporate governance systems to improve the overall financial 

performance of parastatals, hence contributing to South Africa's economic success. As a result, this 

study investigates options for enhancing corporate governance in parastatals. 

A state-owned company is defined in South Africa as a business that is registered under the South 

African Companies Act of 2008 and the Public Finance Management Act, and is often referred to as 

State-Owned Enterprises (SOEs) or parastatals (Tsusi, 2019). The South African government, like any 

investor, should be concerned about the profitability, solvency, financial stability, and performance of 

parastatals, which should drive economic advancement, social reforms, and service delivery. In the 

wake of allegations of state capture, corruption, financial crises, maladministration, and governance 

issues, parastatals have faced severe criticism. State capture has been in the news in South Africa for 

quite some time. State capture occurs when private individuals and organizations hold state organs 

hostage in order to divert open resources into their own hands, and have gutted those institutions (police, 

arraignment authority, tax authority, and parliament itself) responsible for protecting the nation from such 

corruption (Gevisser, 2019). The study was worth doing based on the idea that third-world economies 

may benefit from the formation and expansion of parastatals (ADB, 2013). 

On a comparative note, the studies conducted in Zimbabwe discovered that most parastatals operated 

inefficiently and lost money on a regular basis due to corruption, poor work ethics, weaknesses in 

corporate governance, a lack of quality leadership, a lack of performance-based reward systems, 

overstaying, and intra-swapping of leadership (Atieno, 2009; Muzapu et al., 2016; Mauithi, 2014; 

Magarura, 2016).The studies have been shown that weak corporate governance structures were the 

root cause of business failures in parastatals or other publicly traded corporations.  

For over two decades, South Africa has had low economic development as a result of inadequate 

administration in large parastatals. South African Airways (SAA), South African Broadcasting 

Corporation (SABC), and Eskom are all facing governance difficulties (Thabane & Snyman-Van 

Deventer, 2018). Corporations fail in South Africa, like in other countries, due to a failure of the corporate 

governance structure and/or inadequate execution of governance mechanisms. The failure of huge 

corporate businesses like Enron and Barynx Bank (to mention a few) owing to concerns about strong 

corporate governance has sparked a worldwide consensus that governments are now using to build 

their own corporate governance indicators. According to Limbo (2019), if parastatals are managed 
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appropriately, they have the ability to improve service delivery and performance, hence boosting 

economic development. Corporate governance breaches are expanding at an alarming pace in 

emerging nations. It has reached worrying heights in South Africa, which are impossible to ignore. Many 

African governments want parastatals to be managed economically and successfully as corporate 

organizations so that they may contribute considerably to long-term economic development. According 

to the Institute of Internal Auditors South Africa (2020), complaints of fraud and corruption have 

increased in recent years. There is absolutely little question that there is a need to investigate strategies 

to improve corporate governance in parastatals. Based on this the study intends to answer the following 

questions: 

RQ1: What are the causes of corporate failure in parastatals? 

RQ2: What are the effects of financial performance of parastatals? 

RQ3: What corporate governance mechanisms can be used to improve financial performance of 

parastatals? 

As there are failures outside the purview of firms, the purpose of this research is to provide solutions to 

all corporate difficulties in South Africa. It is restricted to certain inadequacies that may be prevented if 

the firm implements governance norms and follows regulations. Essentially, the firms under 

consideration offer key services and amenities on the Johannesburg Stock Exchange. They are the 

most important parastatals. As a result, the analysis is limited to South Africa's biggest underperforming 

parastatals: ESKOM, Transnet, South African Airways (SAA), South African Broadcasting Corporation 

(SABC), and DENEL. As a result, the analysis is limited to South Africa's biggest underperforming 

parastatals: ESKOM, Transnet, South African Airways (SAA), South African Broadcasting Corporation 

(SABC), and DENEL. 

Literature Review 

This section discusses an overview of corporate governance literature. It discusses the importance of 

corporate governance in state owned enterprises. It elaborates the measurement of corporate 

governance, and presents various components of corporate governance index.  

Overview of Corporate Governance 

Thabane and Van-Deventer (2018) define corporate governance as a set of controls and tactics used to 

manage particular organizations. The essential feature of corporate governance is the game plan of 

checks, equalizations, and motivational factors required by an organization to restrict and deal with 

competing interests among executives, shareholders, and other stakeholders.According to Jezak 

(2014), corporate governance is a process and fundamental links between top management, investors, 
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top administrators, and other partners aimed at boosting performance and ensuring responsibility. It 

might be argued that the board of directors oversees proper corporate governance in firms. As the 

directors are the most important part of corporate governance, they must unquestionably be open to the 

major limits that are assigned to them: directing and administering, maintaining good ways from 

entrepreneurial lead regarding authorities, and advising managers on how to improve business 

performance (Martin and Herrero, 2018). 

According to the World Bank (2016), corporate governance includes two frameworks: internal and 

external corporate governance. As said, internal corporate governance revolves on the requirement for 

investors to collaborate with the governing body to oversee top management. In the United Kingdom, 

the corporate governance framework has usually centred on the importance of internal controls and the 

function of financial reporting and responsibility, focusing on market-based self-regulation mechanisms 

(Watson and Head, 2019). External corporate governance uses authority and legislation to control and 

regulate. The South African King Report on Corporate Governance was created with the goal of 

controlling the performance of directors in parastatals, listed corporations, and financial institutions to 

ensure that they act ethically and in accordance with corporate governance standards. It improves 

business performance by creating an ethical culture, actions, and governance rules. 

Organizational governance rules are critical since failure at either the macro or micro levels may lead to 

corporate collapse. This leads to the conclusion that a well-managed board of directors is the foundation 

of high-quality organizational performance (Daz et., 2017; Korent, Dundek, & Calopa, 2014). 

Corporate governance is the development of monitoring and evaluation frameworks to influence 

management's investment and finance choices and ensure that management performs its tasks to the 

best benefit of the investors (Lawrence and Marcus, 2006). Different academics have characterized 

corporate governance in various ways. Rezaee (2009) defined it as a continuous process of supervising, 

managing, and assessing corporate difficulties in order to create investor value and safeguard the 

premiums of various stakeholders. Oversight, administration, consistency, internal review, external 

audit, advisory, and monitoring are the author's seven core pillars of corporate governance. At that time, 

corporate governance is a method of properly depicting the rights and obligations of each stakeholder 

in the organization (Denis, 2001; Ho and Wong, 2001). When there is a split of ownership and control, 

corporate governance has an influence on the manager's actions and strategy choice, according to 

Larker, Richardson, and Tuna (2007) and Eloisa (2016). Finally, corporate governance is a broad 

concept that includes both internal company administration processes and external factors (legal 

institutions and legal frameworks). 

Companies, one of the three business structures, are defined as legal entities that result in the 

separation of capital suppliers (investors) and management (agent). Investors are removed from control 
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of listed firms, and control is transferred to the hands of directors. The split of control and ownership 

creates a principal agent relationship between investors and directors (Reeve et al., 1999; Frank & 

Sergeja, 2007). The sophisticated organization of mechanical enterprises was a pre-programmed 

response to novel situations, and its first step was the company growth advocated by Chandler (1997). 

Vertical integration is required for extremely large corporations, according to him, to reduce expenditures 

and dependency on separate organizations. Chandler has stated that joint-stock companies are 

traditionally seen as critical to rapid economic expansion because they facilitate capital pooling. 

Various academics have approached the subject of corporate governance from various perspectives. 

Ho and Wong (2001) evaluated the structure of the board, the existence of an audit committee, the 

presence of dominating characters, and the degree of relatives on the board of directors in businesses 

listed on the stock market. Brown and Caylor (2006) identified seven external and internal governance 

criteria as corporate governance drivers: Board members are chosen every year; the organization either 

does not have a poison pill or has one that has been approved by investors; choice re-evaluation has 

not occurred in the previous three years; the normal choices allowed in the previous three years as a 

level of the fundamental offers exceptional have not exceeded three percent; all executives have 

attended seventy percent of meetings attendance or had a legitimate reason for non-participation; the 

board rules are in every interm. 

Some academic investigations have indicated that well-governed organizations may have superior 

financial performance (Eloisa, 2016). Progressively, investments that address the influence of 

environmental, governance, and social concerns are being welcomed. Regardless of successful 

governance methods, the management decision choices about funding and investment also take a 

crucial part in business productivity and profitability. To stay in business as a going concern and to build 

investor value after some time, the executives should reliably recognise and put resources into beneficial 

long term capital undertakings comparative with the cost of capital (financing) and make the best use of 

debt and working capital in everyday operations. 

Ineffective corporate governance is a common theme seen in many organisational failures. An absence 

of proper control by the board, missing confidence for minority investors, and driving factors at 

corporations that encourage excessive risk taking are some of the concerns that might be a problem for 

an organisation. Agency issues have an impact on reported earnings (Watts and Zimmerman, 1986), 

resulting in a long-term disparity between market-based and accounting-based financial performance 

(Supatmi et al., 2019). Related Party Transactions (RPT) as a rule brings very substantial agency costs. 

With the ownership structure confined by relatives (Claessens et al., 2000, Habib et al., 2017), 

enterprises are dynamically prone to seizure by larger part financial experts on minority investors' 

inclinations via related party transactions (Friedman et, 2003). Poor corporate management systems 
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have resulted in a number of high-profile accounting scandals and business insolvencies in recent 

decades, which have been blamed for contributing to the 2008–2009 global financial crisis. 

In response to these company failures, legislation have been established to advance more grounded 

governance systems and protect financial markets and financial experts (Turnbull and Prison, 2012). 

Policymakers, researchers, and other professionals have published articles that address the benefits of 

strong corporate governance and define essential corporate administration principles critical to ensuring 

sound capital markets and financial system stability. 

The investing community has shown acceptance and acknowledgment of the need of effective corporate 

governance (Rezaee, 2009). The study of an organisation's corporate governance structure, including 

the consideration of irreconcilable interest and transparency of duties has steadily become a crucial 

aspect in the investment decision and method. Companies are now including social and environmental 

concerns in their goals. This is known as environmental, social, and governance issues. 

In one nation, several corporate governance systems may exist. While corporate governance systems 

vary by nation, most of them involve components of stakeholder theory or shareholder theory, as well 

as political, cultural, and social factors. 

The Importance of Effective Corporate Governance System 

Corporate governance enhancements may play a crucial role in modifying and aligning the interests of 

shareholders, boards, management, and other stakeholders (Rezaee, 2009; Pandey, 2015; Watson & 

Head, 2019). Lower levels of risk, enhanced controls, operational efficiency, and increased firm 

performance are all advantages of a robust governance framework. 

A strong governance system creates a well-defined organisational structure with clear lines of power 

and reporting procedures that minimise disputes (Rezaee, 2009). When paired with effective system 

corporate governance may guarantee management choices, actions and decisions can be effectively 

regulated to decrease risks and increase efficiency (CFA, 2018).  

The corporate governance system aids in ensuring that suitable controls are implemented at all levels 

of an organization (Pandey, 2015; Watson & Head, 2019). Such methods may assist in dealing with 

hazards in their early phases and preventing them from harming an organization's image. The audit 

committee may assist in ensuring that an organization's controls are effective. Organisations that accept 

external rules, internal norms, and reporting infractions are not prone to legal problems. 

Effective governance and stakeholder management assist an organisation to enhance its operational 

performance and lower the expenditures connected to poor control frameworks (Korent, Dundek, & 

Calopa, 2014). Poor project costs, legal proceedings against the organization, and expensive fees are 
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just a few examples of how well-functioning governance structures might help. Improved corporate 

governance may also help the organization to strengthen its core leadership process and respond to 

external circumstances more quickly. Legitimate pay arrangements are another governance tool that 

might compel managers to make decisions with the goal of increasing business value. 

Good governance may assist in reducing investment and company risks (CFA, 2018). A governance 

framework that provides transparency, protects creditors' rights, and manages disputes with creditors 

may dramatically minimize default risks and obligation costs (Gitman & Zutter, 2014; Pandey, 2015). 

Furthermore, appropriate audit systems may assist to decrease default risk by improving information 

control. Corporate governance systems are often used by credit rating agencies to determine a 

company's creditworthiness. 

The findings from literature review show that failure of parastatals is attributed and not limited to lack of 

accountability, cash flow crunch, weak leadership, insufficient working capital, and poor financial 

management. 

Methodology 

The methodology of this study is discussed under the following headings: research design and 

approach, model specification, data collection, as well as measurement and data analysis. 

Research Design and Approach 

The research is empirical descriptive in nature. It investigates the relationship between financial 

performance Return on Assets (ROA) as a dependent variable and the Corporate Governance Index, 

Corruption Perception Index, and Business Confidence Index. In this study, researcher acknowledges 

that the reasons of corporate governance failures are ubiquitous yet vary based on the company's 

context and location. The reasons of corporate governance failure may vary across private and public 

enterprises, as well as depending on the nation's degree of development. The research uses a positivist 

approach to explain corporate governance failure and its implications on financial performance based 

on this premise. This supports the employment of scientific methods to investigate the causes and 

consequences of corporate governance failure. 

Model Specification 

Stepwise regression was followed in this study. 

𝑅𝑂𝐴𝑖𝑡 = 𝛼𝑖𝑡 + ᵦ𝑖𝑡𝐶𝐺𝐼𝑖𝑡 + ᵦ𝑖𝑡𝐶𝑃𝐼𝑖𝑡 + ᵦ𝑖𝑡𝐵𝐶𝐼𝑖𝑡 +  µ𝑖𝑡 

Where: 

𝑅𝑂𝐴𝑖𝑡= is the performance of parastatal I in South Africa where i=Parastatal 1, 2, 3, 4, 5. 
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 𝐶𝐺𝐼𝑖𝑡 is the cumulative corporate governance effect of South Africa at time t.  

𝛼𝑖𝑡  is a measure of corporate output that is not determined by corporate governance, favourable 

transparency index (CPI), and business confidence level. 

 𝐶𝑃𝐼𝑖𝑡 is an index measure of corruption level in the country I at time t. 

𝐵𝐶𝐼𝑖𝑡 is the Business Confidence Level in South Africa 

ᵦ𝑖𝑡  is the regression coefficient measured on the dependent variable 

µ𝑖𝑡  is the error term that is assumed to be normally distributed with a mean of zero. 

Data Collection and Analysis 

Secondary panel data was used in the study. The national statistical services of South Africa provided 

data on macroeconomic factors. Corporate Governance Index (CGI) and the Corruption Perception 

Index (CPI) were acquired from the IMF, World Bank, and Transparency International websites. Other 

relevant secondary data was gathered from periodicals, yearly reports, financial reports, and statistics 

agencies, as previously stated. The data collected from a sample on DENEL, South African Airways, 

SABC, Eskom, and Transnet was over a period from 1996 to 2018.Collected data was analysed using 

step wise analysis. According to Dang & Lanjouw (2013) panel, data techniques can be applied in a 

wide variety of data scarce contexts as long as two comparable cross-section data sets are available. 

The period of comparison was due to the challenges in the design and collection of panel data (Bell, 

Bryman & Harley, 2022). 

Analysis and Results 

The findings are presented and the hypothesis was tested using Granger causality tests. Econometric 

modelling was used to analyse data. Econometric modeling has benefits such as data-driven decision-

making and policy assessment, but it also has drawbacks such as complexity, reliance on assumptions, 

and the possibility of misinterpreting conclusions.  

The Impact of Corporate Governance on the Financial Performance of 

Parastatals 

Simply put, corporate governance is the process through which businesses are managed and directed. 

It is the board of directors' job to guarantee that organizations have a governance framework in place 

(Westphal & Zajac, 1995; Williamson, 1984; Fama & Jensen, 1983). To promote a solid governance 

structure, shareholders nominate directors and internal auditors. The Department of Public Enterprises, 

the board, and auditors administer parastatals, with managers responsible for the firm's day-to-day 

operations. Figure 1 show the relationship between corporate governance (as measured by CGI) and 

parastatal profitability. 
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Figure 1: Impact of company governance (CGI) on the profitability of parastatals 

Figure 1 depicts the entire impact of corporate governance (CGI) on the profitability of South African 

parastatals. The results indicate a favourable relationship between corporate governance and parastatal 

profitability. Along similar lines, strong corporate governance increases the advantages of par-astatals. 

This confirms the Institute of Internal Auditors SA's (2020) conclu-sions that there is a critical need to 

safeguard our organizations by imple-menting sound governance standards and sustaining intact 

governance structures. 

Poor corporate governance and ethics, according to Lakshan and Wi-jekoon (2012), are important 

drivers of company failure. According to Jermi-us and Gani (2014), there is research on the influence of 

stock ownership and board characteristics on business performance. Many documented inci-dents 

demonstrated that SOEs and parastatals had organizational structure issues, inadequate and 

manipulated financial statements, inappropriate gov-ernance methods, and bad investment choices 

(Ministry of finance: Auditor-General Report, 2015). According to Wijekoon and Azeez (2015), corporate 

governance failure was a primary cause of the 1997 Asian Financial Crisis. Poor corporate governance 

contributed to the financial catastrophe (Rajan & Zingales, 1998; Prowse, 1998). 

The research also discovered that there is a significant influence on the entire corporate governance 

index, which covers minority shareholder pro-tection, director responsibility, shareholder transparency, 

and board perfor-mance. Furthermore, empirical studies revealed that nations in the southern area 

made no meaningful changes in their corporate governance policies throughout the time. The results 

are comparable with those of the WFE yearly survey, which revealed that individual nations in the Sub-
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Saharan Africa area continue to be rated poorly in comparison to developed or other developing 

countries (WFE, 2015). This shows that there have been no sig-nificant improvements in corporate 

governance among South African na-tions. 

The Impact of Corruption on the Financial Performance of Parastatals 

Kaufmann & Vicente (2011) defined corruption as the exploitation of pub-lic positions for personal 

benefit. Corruption stems from activities and behav-iours that deviate from the standard obligations of a 

public official. Corrup-tion involves all sorts of unlawful and unethical activity by those working in 

government and parastatals. The public sector is dominated by parastatals. This research studied the 

influence of corruption on the profitability and productivity of parastatals. The results are given in the 

scatter diagram be-low. 

 

 

Figure 2: Impact of corruption on the performance of parastatals 

Figure 2 show the entire effect of corruption (as measured by the Corrup-tion Perception Index (CPI)) 

on the profitability of South African parastatals. The findings show a substantial negative link between 

corruption and para-statal profitability. Every dollar lost due to corruption results in a sixty cent decrease 

in parastatal earnings. As corruption increases, the loss of earn-ings in parastatals also increases. 

Profits become negative once corruption reaches extreme levels. The findings support the conclusions 

of Olken and Pande (2012), who maintained that corruption is a worldwide issue with neg-ative 

consequences for emerging nations. Previous empirical research has revealed solid evidence of 

corruption's social, economic, environmental, and political implications (Faisal & Jafri, 2017; Dimant & 

Tosato, 2017; Dancico-va, 2012; Cartier, 2000; Mauro, 1998; Klitgaard, 1988). 
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Panel Summary Statistics for Corporate Governance, Corruption Perception 

Index and Business Confidence Levels 

 

Variable Mean Std. dev Min Max 

            

      CGI Overall   .28  .14       .02         .59 

      

  Between  0 .28   .28 

  Within  .14        .02         .59 

       CPI Overall 6.29  1.76     3.35       10.99 

  Between  0 6.29 6.29 

  Within  1.76       3.35       10.99 

      BCI Overall 4.29  1.76      3.35       5.99 

  Between  0 4.29  4.29 

  Within  1.76     3.35       6.99 

Table 1: Panel summary for institutional factors and economic growth in South Africa 

Table 1 shows the panel summary data for the disaggregated corporate governance index, corruption 

perception index, and business confidence index. The total score for the corporate governance index is 

0.28, according to the data. A standard deviation of 0.14 from the mean indicates that there is a 

substantial variance in governance. The findings indicate corruption, with an average score of 6.29 and 

a standard deviation of 1.76. This indicates the huge diversity in the Transparency International 

corruption index. It is reasonable to conclude that South Africa is among the most corrupt nations in 

Africa. The inability to adopt anti-corruption agreements into national legis-lation was the greatest 

impediment to successfully addressing corruption (Fernandez, 2018). The data also show that business 

trust in South Africa is poor, most likely owing to high levels of corruption. 

Examining the Corporate Governance, Corruption Perception Index and 

Business Confidence Levels 

Based on the fixed effects model, which tried to account for heterogenei-ty, it was found that combined 

variables aggregate corporate governance elements (CGI) have a positive and significant effect on the 

financial profita-bility of parastatals in South Africa. The correlation analysis of variables is shown on 

Table 2 below. 
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 Financial 
Performance 

Corporate 
Governance 

Corruption 
level 

Business 
Confidenc

e 

Financial 
Performance 

1    

Corporate 
Governance 

0.63 1   

Corruption 
Level 

-0.35 -0.56 1  

Business 
Confidence 

0.76 .65 -0.88 1 

Table 2: Correlation Analysis 

The relationship between corporate governance (CGI) and parastatal fi-nancial performance (ROA) is 

+0.63. This suggests that corporate and par-astatal return on assets is moving in the same direction. 

The losses and poor return on equity might be attributed to South Africa's shaky corporate governance 

structure. This verifies the conclusions of the literature analysis that director liability is limited, minority 

shareholders are not adequately pro-tected, and there are no strong disclosure requirements. The link 

between corruption [as judged by the corruption perception index (CPI)] and parasta-tal financial 

performance is -0.35. This suggests that as corruption levels rise, so does the financial performance of 

parastatals. As a consequence, a worsening trend in parastatal performance may be concluded as a 

result of a rise in corruption levels in South Africa. 

Table 3 also reveals a 0.76 link between company confidence and para-statal financial performance. 

This means that every increase in debt financ-ing reduces the profitability of parastatals. The only 

method to prevent more borrowing is to employ retained profits, which are now unavailable due to the 

decreasing trend in parastatal profitability. To avoid the expenses of bank-ruptcy, the government must 

bail out the parastatals. As a consequence, a worsening trend in parastatal performance may be 

concluded as a result of a rise in corruption levels in South Africa. 

Short-Run Causality Relationship Between Parastatal Performance and its 

Determinants 

The short term effects and causality linkages between a firm's financial performance, corporate 

governance, corruption level, and business confi-dence level are shown below. To measure 

interdependence, two techniques were used: panel VAR short-run and panel VAR Granger causality. To 

pre-vent biased analyses and poorly drafted policy, this multilayer approach was required. Table 4 below 

shows the PVAR for the effect of corporate govern-ance variables on the performance of parastatals. 

Table 4 below shows the effect of corporate governance on the financial performance of parastatals. 
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 Financial  
Performance 
(ROA) 

Corporate 
Governance 

Corruption 
Level Business 

Confidence 

ROAt-
1 

0.94 
0.01** 

-24 
0.00*** 

2.46 
0.05** 

-10.81 
0.03** 

CGIt-1 3.15 
0.03** 

0.06 
0.25 

-0.00 
0.01** 

-0.03 
0.13 

     

ROAt-1 and CGIt-1=Financial performance and Corporate Governance in 
previous year 

Table 3: PVAR Model for the effect of corporate governance on financial performance 

***, **, * represents significant level at 1%,5% and 10% respectively 

Good governance is a necessity for improving parastatal financial perfor-mance and economic 

development. As per the result shown in table 4 ag-gregate corporate governance has a coefficient of 

3.15 with p=0.03, which is less than 0.05. As a result, we reject the null theory that b=0 and support the 

alternative hypothesis that a change in aggregate corporate governance in one previous time has an 

influence on parastatal financial performance now. The findings lead us to conclude that as long as the 

corporate govern-ance framework is weak, parastatal financial performance will remain fragile. Based 

on the findings the researcher concluded that weak corporate gov-ernance system and high corruption 

levels have contributed to poor financial performance of parastatals under study. 

Diagnostic and Stability Tests 

To look for unit roots, the Phillips Perron Test was used. The augmented Dickey–Fuller test solves this 

problem by including lags as regressors in the test equation, while the Phillips–Perron test performs a 

non-parametric ad-justment to the t-test statistic. The test is resilient to nonspecific autocorrela-tion and 

heteroscedasticity in the test equation's disturbance process. The table below is based on the null 

hypothesis that a time series of order 1 is integrated. 

 

 Phillips Perron 

 Inverse  

chi-

squared 

P 

Inverse 

normal 

Z 

Inverse 

logit 

L* 

Modified inv 

chi-squared 

Pm* 

ROA 142.48 

(0.00)*** 

-10.89 

(0.00) 

*** 

-20.08 

(0.00) 

*** 

33.62 

(0.00) *** 

Corporate governance 75.28 -7.54 -10.61 16.82 
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This unit root test's null hypothesis is that all panels have a unit root. The researcher rejects this 

hypothesis based on the findings in the table. The results obtained from the test statistics P, Z, L*, and 

Pm are 142.48, -10.89, -20.08, and 33.62. Because the p-values in the next column are all less than 

0.05, we reject the null hypothesis at a 5% level of significance. This shows that there are no unit roots 

in the panels with the supplied mean and tem-poral trend. 

Recommendations  

Corporate governance influences firm finance and investment decisions, and hence the rate and 

direction of profitability. Good corporate governance improves the efficient use of assets within both the 

corporation and the larg-er economy (Klapper, 2004; Stijn and Burcin, 2012). Based on the above 

discussion, it can be concluded that weak corporate governance systems may lead to company failure. 

However, there is evidence that inadequate corporate governance may cause financial hardship or 

hasten the onset of a crisis to unfavourable levels (Cliffe, 2002; Driscoll & Evans, 2008). The fol-lowing 

approaches may be used: 

• Appropriate government agencies and policymaking units may create supporting 

regulations to ensure excellent company governance. 

• In addition to enhancing the legal framework, company-specific factors have a direct 

influence on corporate governance. 

• Increasing the proportion and authority of independent board members may help to 

strengthen the oversight function of directors in parastatals. 

• The performance of the audit committee should be examined on a regu-lar basis in order to 

minimize corruption tendencies. Furthermore, appropri-ate audit systems may assist to 

decrease default risk by improving infor-mation control. 

• Shares in parastatals should be sold to encourage investor activism. 

• Appointments to top management positions should be made on merit ra-ther than political 

favour. Parastatals should be administered as autonomous entities, apart from the 

government and politicians who fund them. 

(0.00) 

*** 

(0.00) 

*** 

(0.00) 

*** 

(0.00) *** 

Corruption 0.00 

(1.00) 

0.00 

(1.00) 

0.00 

(1.00) 

-2.00 

(0.98) 

Table 4: Panel unit root tests results-Phillips Peron Test 
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Discussion 

The findings presented in the preceding section show that weak corporate governance is main cause of 

poor financial performance of parastatals in South Africa. Lack of accountability has resulted in high 

levels of corruption. This in line Fernandez (2018) who stated failure to adopt anti-corruption 

mechanisms has resulted in high corruption levels. The increase in corrup-tion is sign of poor audit 

systems and weak control mechanisms for parasta-tals. The findings also show that weak corporate 

governance is the breeding space for corruption which lowers business confidence levels. This 

ultimately result weak financial performance and poor service delivery. This is line with Lakshan and 

Wijekoon (2012) who confirmed that weak corporate govern-ance important drivers of company failure. 

However, previous researchers have not considered the effect of low business confidence levels on 

poor financial performance of businesses. Financial performance of parastatals can only be restored 

through effective governance systems which in turn improve business confidence levels. 

Conclusion and Future Research Directions 

The study has been carried out to examine the impact of corporate gov-ernance on the financial 

performance of parastatals in South Africa. It was discovered that parastatals, to varying degrees, are 

affected by a weak cor-porate governance framework. Furthermore, quantitative figures show that 

degrees of corruption have a significant influence on parastatal financial performance, particularly during 

times of regulatory uncertainty. Frail corpo-rate governance system acts as a breeding space for 

corruption which in turn affects business confidence levels in parastatals.  This study delves into the 

inadequate corporate governance mechanisms used by parastatals that have received political 

patronage in reaction to regulatory uncertainty, as well as the techniques they use to engage 

government. Policymakers, com-pany board members, government officials, and colleague researchers 

will find this study beneficial in their efforts to improve parastatal performance, particularly during periods 

of regulatory uncertainty. This article may help in revamping corporate governance structures in South 

Africa, emphasizing the need of increased engagement between government and parastatal officials.  

Future study may be carried out investigate corporate governance failure concerns in more detail with 

a more extensive analysis employing a random-ised sample of poor performing parastatals in different 

countries to deter-mine whether the findings can be generalized. 
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