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Does Capital Structure Matter? Evidence from
Family-Owned Firms in Jordan

ABSTRACT

Purpose: This study examines the potential impact of capital structure on the financial
performance of family-owned firms in Jordan.

Design/methodology/approach: Using panel data of 107 listed companies from
2019 to 2021, we use a multivariate regression model to empirically examine the role
that family firms’ capital structure can play in engendering financial performance in the
short and long terms.

Findings: Our evidence indicates that family businesses rely on equity as their
primary source of funding. This approach has been proven to be detrimental to their
financial performance, as evidenced by the negative impact of capital structure on
family firms' financial performance in the current study.

Originality: Capital structure-related decisions are essential to a firm's performance.
Thus, there have been numerous empirical studies examining the relationship
between capital structure and corporate performance in various settings worldwide.
However, the findings of these studies are inconclusive. Also, there are relatively few
empirical studies investigating the association between capital structure and the
performance of family firms in emerging countries, particularly Jordan. This study,
therefore, addresses this empirical gap in extant literature.

Keywords: Capital Structure; Family Firms; Firm Performance; Jordan; Non-Family
Firms.

JEL Classification: G1; G30; G32.



1. INTRODUCTION

Shareholder wealth is intricately tied to corporate performance. Enhancing corporate
performance, both in the short and long term, is a primary concern for shareholders,
investors, and the overall economy. Among the numerous factors influencing
corporate profitability, capital structure stands out as a crucial determinant (Gill et al.,
2009; Hamid et al., 2015). The composition of a company's capital structure,
encompassing the mix of debt and equity utilized for financing operations, plays a
pivotal role in determining its competitive performance. Consequently, corporate
managers and fund providers must collaboratively determine the most suitable
financing strategy. Failure to adopt an appropriate combination of debt and equity can
adversely impact the profitability and sustainability of a firm (Ting and Lean, 2011;
Shubita and Alsawalhah, 2012). Thus, careful consideration of the capital structure
decision becomes imperative for managers, albeit a challenging endeavour given the

varying leverage practices across firms.

Contrary to previous research, this study focuses on revealing the associations
between the capital structure of family firms and their financial performance within an
emerging economy (Alharbi et al., 2022). Family-owned enterprises possess unique
characteristics that yield diverse findings in terms of risk aversion and capital structure
preferences (Hansen & Block, 2021). For instance, family businesses often exhibit an
excessive aversion to risk (Shleifer and Vishny, 1986) and implement mechanisms to
mitigate agency costs between owners and managers (Villalonga and Amit, 2006). As
a result, they tend to employ less debt, aiming to minimize the risk of bankruptcy and

the need for interest payments as a form of management discipline. However, due to



their long-term vision for survival, family firms often maintain high levels of leverage to

retain control over their businesses (Casson, 1999; Anderson and Reeb, 2003).

This study focuses on capital structure in Jordan for several reasons. First, we
selected Jordan due to the unique characteristics of its business landscape, where
family-oriented enterprises account for over 90% of the market and contribute
approximately 70% to the nation's GDP (Saidat et al., 2022). These family-run
businesses, which are primarily small and medium-sized enterprises, also play a
substantial role in employment. However, despite their prevalence, there is a lack of
research on the capital structure and leverage practices of Jordanian family

businesses.

Second, the concentration of ownership and prominent family influence among
companies listed on the Amman Stock Market (ASE) in Jordan is notable (Alfandi &
Marco, 2022). This makes the equity market the main source of financing for family
businesses in Jordan. Third, one distinctive aspect of this study is the banking system
in Jordan, which sets it apart from Western nations. Jordan's banking system
comprises both conventional commercial banks and Islamic banks. These two types
of banks have differing credit policies that can impact corporate performance and
default risk (Ratten et al., 2017). Since bond markets and Mutual Funds markets in
Jordan are underdeveloped, both commercial and Islamic banking systems serve as
vital sources of loans for Jordanian companies (Zeitun & Tian, 2014). Consequently,
exploring the impact of capital structure on firm performance from the perspective of

this dual banking system offers a fresh perspective.

Lastly, it is essential to note that both Islamic and non-Islamic banks in Jordan have

implemented a credit policy favouring short-term loans over long-term loans (Saidat et



al., 2019). As a result, banks focus their lending activities on the services sector rather
than the industrial sectors, which typically require long-term financing. This credit
policy adopted by banks can potentially affect the capital structure of borrowing
companies, leading them to choose suboptimal capital structures. Consequently,
these companies, especially smaller firms that are more vulnerable to insolvency may
face short-term vulnerability when confronted with an increase in interest rates

compared to their larger counterparts.

Our statistical analysis demonstrates a negative relationship between capital
structure and the financial performance of family-owned firms in Jordan. Notably, our
findings indicate that Jordanian family businesses excessively rely on equity as their
primary source of financing, which restricts their growth potential and operational
expansion. Theoretical arguments support the idea that family firms' aversion to
relinquishing control exacerbates their resistance to using debt financing, ultimately
undermining their value. Consequently, our research suggests that family firms should
adopt a more balanced financing approach, incorporating both equity and debt, to

enhance their financial performance.

This study contributes to the existing literature by providing empirical evidence of
the role played by a balanced capital structure in improving the financial performance
of family firms in emerging economies, with a specific focus on Jordan. Additionally,
we discuss the optimal level of leverage that can maximize firm value for family

businesses compared to their non-family counterparts in Jordan.

The subsequent sections of this paper are organized as follows: Section 2 provides
a comprehensive review of the relevant literature, discussing the methodologies

employed and key findings. Section 3 outlines the data collection and methodological



framework, detailing the variables utilized in the analysis. Section 4 presents and
analyzes the empirical findings derived from our study. Finally, Section 5 summarizes

the main conclusions and highlights directions for future research.

2. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT

The issue of capital structure is a highly debated topic in corporate finance. The lack
of a unified theory on whether to use debt or equity contributes to the controversy
(Myers, 2001). The original capital structure theory developed by Modigliani and Miller
(1958), which served as a basis for many studies, concluded that in a perfect market
without taxes, the distribution of debt and equity is irrelevant to a company's value.
However, Modigliani and Miller (1963) later found that under imperfect market
conditions, the presence of tax advantages can benefit firms that utilize more debt in
their capital structure, thus increasing their value. They also suggested a positive
relationship between performance and leverage. In contrast, Kraus and Litzenberger
(1973) argued that there is an optimal level of leverage beyond which increasing debt
would decrease the firm's value (Vargas, 2014). Additionally, De Vries (1993)
highlighted the longer-term perspective of family businesses, suggesting that they may
be more cautious about relying on excessive debt due to the potential loss of control

and power (Ntoung et al., 2017; Mishra and McConaughy, 1999).

Another theory, the pecking order theory proposed by Myers and Majluf (1984),
rejects the idea of an optimal capital structure and suggests that firms prefer internal
financing over external financing. However, when internal resources are exhausted,
external finance becomes necessary. In the case of family businesses, owners tend
to favour internal funding to maintain control within the family and avoid external debt
and equity financing (Jorissen et al., 2001). Myers and Majluf (1984) also argued that

information asymmetry between managers and investors creates agency problems,



as managers possess more information and act in the interest of existing

shareholders.

Addressing the agency problem, Jensen and Meckling (1976) developed the
agency theory, stating that a firm's ownership structure affects its cash flow. They
suggested that an appropriate balance of debt and equity can help reduce overall
agency costs. However, family businesses with concentrated ownership structures are
less susceptible to agency problems (Saidat et al., 2019). According to Chen and Jaggi
(2001), combining the interests of major shareholders can reduce agency costs and
improve performance. Family owners, who have the motivation and power to take
control of administrative positions, can minimize free-rider agency costs and increase

profits (Anderson and Reeb, 2003).

In the context of Jordan, firms listed on the Amman Stock Market (ASE) exhibit
high ownership concentration and a strong family presence, aligning with the agency
theory (Alfandi & Marco, 2022). The higher level of insider ownership, such as family
shareholders, can alleviate agency issues by aligning the interests of insiders and
owners. This alignment may provide strong incentives and capabilities for insiders to
improve performance and share prices, as they share the benefits and losses from the
company's performance (Dana, 2000). Additionally, family businesses in Jordan
possess in-depth knowledge of their operations, leading to increased profitability and

more effective distribution of financial resources.

Previous studies examining the relationship between capital structure and the
performance of family firms have produced inconsistent findings (Chang et al., 2023).
Some studies, like Amran and Che-Ahmad (2011) and Umar et al. (2012), found a

positive relationship between capital structure and performance, suggesting that debt



financing can enhance family businesses' performance. Conversely, Salim and Yadav
(2012) and Gill et al. (2009) discovered a negative relationship between capital
structure and profitability, indicating that less profitable firms tend to rely more on debt.
In the context of Jordan, Shubita and Alsawalhah (2012), Ramadan and Ramadan
(2015), and Al-Taani (2013) reported negative or insignificant associations between
debt and profitability. However, no study has explored the relationship between capital
structure and the performance of family firms, specifically in Jordan. Given the
importance of family businesses in the Jordanian economy, this study aims to
contribute to the existing literature in emerging economies by investigating the
composition of capital structure in Jordanian family firms and how it influences their

financial performance compared to non-family firms.

Based on the multi-dimensional nature of capital structure, this study formulates
hypotheses on the relationship between capital structure and performance in family

firms, considering various proxies of capital structure.

H,: There is a significant relationship between short-term debt to total assets
and performance.

H,: There is a significant relationship between long-term debt to total assets
and performance.

H;: There is a significant relationship between total debt to total assets and
performance.

3. DATA AND METHODOLOGY
3.1Sample and Data Collection

A sample of Jordanian family firms listed in the ASE between 2019 and 2021 is
employed in the current study with the same standards as earlier studies, where
companies with incomplete annual reports, data that is inadequate, or financial
institutions that are subject to different regulations are excluded from the study. Firms

are referred to as family-owned firms if two or more family members are listed as the
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company's major shareholders, and together, they possess at least 10% of the equity.
By employing this selection procedure, the sample was reduced from 229 to 107
during the period 2019-2021. The data for classifying the family firms was manually
gathered from firms’ annual reports, while the financial data was collected from firms’

financial statements at the Securities Depository Centre (SDC).

3.2Corporate Performance Measurement

Corporate performance measures are used by shareholders as an indicator of
monitoring and control that meets the company's goals (Eccles, 2012). According to
Omondi & Muturi (2013), a company’s performance is a function of the organisation’s
ability to obtain and manage its resources in order to develop a competitive advantage
(Gallegos Mardones & Ruiz Cuneo, 2020). Corporate performance can be divided into
two main categories, namely; accounting-based measures, for example, ROA (Haniffa
and Hudaib, 2006; Abdallah and Ismail, 2017; Saidat et al. 2019: 2020; Marashdeh et
al. 2021) and market-based measures, for example, Tobin’s Q (Christensen et al.,

2015; Saidat et al. 2020; Alhaddad et al. 2022).

The ROA, which is calculated by dividing net income by total assets, and Tobin's
Q ratio of market capitalization, as well as the total debt to total assets measurement,
were the two financial performance measurements used in this study. This is in line

with most of the literature (see, e.g., Chazi et al., 2018; Alhaddad et al., 2022).

3.3 Capital Structure Measurement

The capital structure can be defined as a mixture of a company's debt and equity
capital that is used to finance the company's operations. Hence, the decision on the
financing method is vital as it directly affects the return of the company. Different

methods are employed in empirical studies to measure capital structure. For example,



Hamid et al. (2015) compute the debt ratio by dividing total debt by total assets to
represent the capital structure. While Anderson and Reeb (2004) calculate the debt
ratio using an alternative formula by dividing total liabilities by total assets. In order to
get an acceptable result, research typically uses several measurements as the proxy
for the capital structure, such as a combination of total debt to total assets, short-term
debt to total assets and long-term debt to total assets (Hamid et al., 2015; Nguyen &
Nguyen, 2020; Ngatno, 2021; Boshnak, 2022). These components were employed in

the current study to investigate the capital structure and its effects on performance.

3.4 Control Variables

Hamid (2015) identified very useful firm-specific characteristics when assessing
corporate performance, firm size and sales growth. Firm size is the natural logarithm
of total sales and is expected to be positively associated with family firm performance
because of access will help to enhance the opportunity to expand their firm empire. At
the same time, sales growth is one of the firm-specific factors that have significant and
consistent with capital structure theories (Nadaraja et al., 2011). In this study, sales
growth is measured by the current year’s sales minus the previous year’s sales divided
by the previous year’s sales and found that profitability increases with sales growth

and is expected to be positively associated with corporate performance.

Insert Table 1 About Here

3.5Research models

We employ secondary data techniques in our analysis to obtain the most
comprehensive understanding of the unique characteristics of capital structure in

family businesses in Jordan (Dana & Dana, 2005). The current study uses a
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multivariate pooled OLS model to empirically explore any potential associations
between family-owned enterprise performance and capital structure. The following

models have been adopted for analysis:

ROA; = Bo+ BiLTDip + By FSIZE; + By SGROWTH;p + €t woovveeeeeeeeeeeeeeeeeeeeeeeeee .
(1)

ROA; = ag+ a;STDy + @y FSIZE; + @3 SGROWTH;p + Ejpeveeeeeeeeeeeeeeeeeeeeeeeeeeeee .
(2)

ROAy = Ag+MTDiy + Ay FSIZE; + A3 SGROWTH;p + €if vvoeeeeeeseeeeeeeeeeeeeeeee .
(3)

And,

TOBIN'S Qit = o+ BiLTDy + By FSIZE; + B3 SGROWTH;p + Eipevveeeeeeeeeeaeeeeea
(4)

TOBIN'S Q;; = g+ aySTD;r + 3 FSIZE;r + @3 SGROWTH g + Eig v
(5)

TOBIN'S Q;u= Ay + A TDi + Ay FSIZE; + A3 SGROWTHip + €5t «oveeeeeeeeeeaaaaaeeee, (6)
Where;

Bo, 2o, g is the equation's intercept.

B, a, A is a coefficient of regression.

ROA is the return on asset, net income over the total asset.

Tobin’s Q is the total market value of the firm over the total asset value of the firm.

STD is short-term debt over total assets.

LTD is long-term debt over total assets.

TD is total debt over total assets.

FSIZE is a natural logarithm of a firm’s total assets.

SGROWTH is the current year’s revenues minus the previous year’s revenues divided by the
previous year’s revenues.

i is firm, tis period, 2019, 2020 and 2021.

E is the error term.

4. FINDINGS AND DISCUSSION

This section demonstrates the analysis of data using multivariate regression along
with descriptive statistics and correlation analysis. Table 2 provides the descriptive

statistics for the dependent, independent and control variables used to test our
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hypothesis. In the first step, we analyse the composition of the capital structure of
family businesses in Jordan. Surprisingly, though, according to the data, Jordanian
family businesses heavily rely on shares to fund their financial requirements, with a
TD ratio of about 37%, meaning that they finance their assets with almost 63% of
shares. This unbalanced financing approach poses questions about those firms’
financial performance. Such a question we seek to answer in the second stage of our

analysis.

Insert Table 2 About Here

Correlation Coefficient Matrices

Table 3 below presents the correlation between the capital structure variables and
financial performance variables by using the Pearson correlation test. No
multicollinearity is generally seen between them. Only a small number of variables
indicate higher correlations, but still, they do not correlate more than 0.8. Using the
analysis above, Table 3 reveals that there is a positive correlation between capital
structure variables and Tobin’'s Q for all family-owned companies at the 10%
significance level. In contrast, these variables are negatively correlated with

performance as measured by ROA.

Insert Table 3 About Here

4.1Regression results and discussion

The following tables summarise the findings of the impact of capital structure proxies
(namely, short-term debt, long-term debt, total debt, and control variables) on the
financial performance of family-owned companies as determined by the return on
assets (ROA) and Tobin’s Q. The findings are jointly significant at levels of significance

of 1%, 5% and 10%.
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Insert Table 4 About Here

Insert Table 5 About Here

The first hypothesis that there is a relationship between LTD and performance
is supported by Tables 4 and 5, which demonstrate that in family firms, LTD has a
considerable impact on performance as assessed by ROA. At the same time, LTD has
a positive and insignificant impact on a firm’s performance measure (Tobin’'s Q). A
negative relationship, on the other hand, means that performance declines as long-
term debt position rises. In other words, utilising high debt ratios might result in
reduced profitability as borrowing debt is generally more expensive than equity.
Additionally, family-run businesses are more likely to employ internal resources rather
than external ones to grow. Indeed, a lot of family firms run and raise money on their
own at first, often because they lack the same performance recorded history as
compared with older businesses (James, 1999). Hence, the negative and significant
coefficient of LTD does not support the literature that argues that long-term debt
increases a firm’s value, which may be a result of Jordanian companies’ financial
structures having a low proportion of long-term debt (Tian & Zeitun, 2007). It is crucial
to emphasize that both Islamic and non-Islamic banks operating in Jordan have
implemented a credit policy that prioritizes short-term loans over long-term loans
(Saidat et al., 2019). As a result, banks concentrate their lending activities on the
services sector rather than the industrial sectors, which typically require long-term
financing. This credit policy, embraced by banks, can potentially impact the capital
structure of borrowing companies, leading them to make suboptimal choices regarding
their capital structures.

Moreover, the risk of losing family wealth in the event of bankruptcy is reduced
by the low level of long-term debt (Fama and Jensen, 1985). The belief that family

13



businesses assess risk differently for their long-term debt, given their efforts to
maintain the long-term sustainability of the company, is consistent with this our

findings.

From the figures in Tables 4 and 5, as expected, the short-term debt is predicted
to have an impact on performance. Therefore, we accept the hypothesis that short-
term debt influences both backwards-looking performance (ROA) and forward-looking
performance (Tobin’s Q). This indicates that short-term debt exposed family firms to
the risk of refinancing as it has a negative impact on ROA and Tobin’s Q. Further, the
negative relationship between performance and short-term debt supports the pecking
order theory that states that profitable firms (including family firms) have lower long
and short-term debt, as firms exploit retained earnings before entering external
markets (Myers, 1984). However, the majority of family businesses rely on equity
financing during their early stages of development, but as they get bigger, significant
debt financing is required to fund their operations.

From Hypothesis 3, TD is expected to influence the financial performance of
family-owned firms. From the regression results in Tables 4 and 5, TD is found to have
a negative and significant effect on both performance measures (i.e., ROA and Tobin’s
Q). Specifically, higher debt rates are expected to be linked to higher costs of capital
and lower financial performance. Therefore, we accept the hypothesis that there is a
significant relationship between total debt to total assets as a proxy of capital structure
and both accounting-based (ROA) and market-based (Tobin’s Q) measures of the

financial performance of family firms in emerging economies.

Regarding the control variables, a firm’s size is found to have a positive and

significant effect on the performance measures ROA and Tobin’s Q. This means that

14



an increase in the asset base of a firm should lead to improved performance, and this
should be the case if the family firm makes maximum use of its assets. Similarly, sales
growth is found to have a positive and significant effect on the accounting-based

measure of financial performance (i.e., ROA) only.

5. CONCLUSION

The crucial concern for shareholders, investors, and the economy as a whole is to
improve corporate performance in the short and long term in order to increase
corporate value and maximise the wealth of shareholders. Capital structure is one of
the primary factors that affect corporate stability (Gill et al., 2009; Hamid et al., 2015).
The primary motivation of this study was to explore the determinants of the financial
performance of family-owned companies in Jordan. The study employs various
leverage ratios to examine the impact of capital structure on accounting-based firm

value(ROE) and market-based firm value (Tobin’s Q) of family businesses in Jordan.

Our findings present relevant and current empirical evidence on the factors that
affect family-owned firms’ financial performance. Our results show that family
businesses in Jordan implement an unbalanced financing approach with more focus
on equity-based financing. This limited structure of capital is generally proven to be
detrimental to firms’ accounting-based and market-based financial performance. Our
evidence implies that corporate managers should diversify their financing techniques
if they want to grow and enhance their backwards-looking and forward-looking

financial performance indicators in the short and long terms.

Although this research study has been thoroughly conducted, there is a number
of limitations that can be recognised. First, the study focuses only on non-financial

firms listed on the Amman Stock Exchange. We excluded financial firms in this study

15



due to differences in governance provisions and reporting standards between non-
financial firms and their financial counterparts. Hence, we recommend future studies
to investigate capital structure choice in family-owned banks in the Jordanian context.
Second, our study is based on secondary data. A deeper understanding of the capital
structures in Jordanian family businesses might be obtained if secondary data were to

be complemented with primary data.
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Table 1:

The Operational Definition of Research Variables

Dependent variables

ROA
Tobin’s Q

Return on Assets
Tobin’s Q

Net Income / Total Assets
Total Market Value of Firm/ Total Asset
Value of Firm

Independent variables

LTD

Short-term debt

Short-term debt/total assets

STD Long-term debt Long-term debt/total assets

TD Total debt Short-term debt + long-term debt/ Total
Assets

Control variables

FSIZE Firm Size Natural logarithm of firm’s total assets

SGROWTH

Sales Growth

Current year’s revenues minus the previous
year's revenues divided by the previous
year’s revenues
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Table 2:
Descriptive Statistics

Variable Mean Min Max S.D
LTD 0.151 0.000 0.558 0.107
STD 0.220 0.000 0.544 0.103
D 0.371 0.000 1.49 0.185

FSIZE 12.142 7.691 18.215 1.633
SGROWTH 0.292 -9.920 1.494 0.00433
ROA (%) 4.3412 -15.6 14.8 6.3879
Tobin’s Q .0168 -.01196 0.0611 0.0473

Note: Variables are operationally defined in Table 1.
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Table 3:
Pearson Correlation of Variables

Variable ROA Tobin’s Q LTD STD D
ROA 1

Tobin’'s Q -0.198 1

LTD -0.249*** 0.063*** 1

STD -0.298*** 0.074*** .200** 1

D -0.352*** 0.049** T19%** 796*** 1

Note: Variables are operationally defined in Table 1. ***Correlation is significant at the 0.01 level,

**Correlation is significant at the 0.05 level, and *Correlation is significant at the 0.1 level.

23



Table 4:
ROA Regression Results

Model (1) Model (2) Model (3)
Variables Coef. P(Sig) Coef. P(Sig) Coef. P(Sig)
LTD -0.247 0.090*
STD -0.041 0.024**
D -0.369 0. 006***
FSIZE 0.014 0.004** 0.073 0.008*** 0.061 0.007***
SGROWTH 1.014 0.063* 1.137 0.019** 1.049 0.081*
R-squares 0.110 0.171 0.146
Prob> F, chi2 0.000 0.000 0.000

Notes: Variables are operationally defined in Table 1. Model (1) ROA;; = By + B1LTD;, + B, FSIZE;, +

B3 SGROWTH;, + &;;, Model (2) ROA;

= apt alsTDit + a; FSIZElt + a3 SGROWTH,: + &ty

Model (3) ROAit = Ao + llTDit + 12 FSIZElt + 13 SGROWTHlt + Eit
***Correlation is significant at the 0.01 level; **Correlation is significant at the 0.05 level, and *Correlation

is significant at the 0.1 level.

and
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Table 5:
Tobin’s Q Regression Results

Model (1) Model (2) Model (3)
Variabl Coef. P(Sig) Coef. P(Sig) Coef. P(Sig)
es
LTD 0.741 0.332
STD -25.306  0.058***

D -14.271 0.074***
FSIZE 0.608 0.082*** 0.529 0.023** 0.706 0.209
SGRO 1.072 0.214 1.003 0.197 0.0762 0.133

WTH

R- 0.082 0.121 0.116
squares
Prob> 0.000 0.000 0.000
F, chi2

Notes: Variables are operationally defined in Table 1. Model (1) Tobin'sQ; = B¢+ B1LTD; +
Bz FSIZE” + ﬁ3 SGROWTHlt + Eits Model (2) Tobin's Q it = Qg + a15TDit + a; FSIZElt + as SGROWTHlt +
Eits and Model (3) Tobin's Q it = 2.0 + )'ITDit + 2.2 FSIZE” + ).3 SGROWTH” + &

***Correlation is significant at the 0.01 level; **Correlation is significant at the 0.05 level; and *Correlation

is significant at the 0.1 level.
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