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The relationship between capital structure and ownership structure:

New evidence from Jordanian panel data
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2.1 Thereationship between capital structure and institutional ownership

Ingtitutional investors have considerable experience in collecting and interpreting information on firms performance. Agency
theory suggests that an optimal capital structure and ownership structure can minimize agency costs (Jensen and Meckling, 1976;
Jensen, 1986). Thus, arelationship between capita structure and ownership structure is expected to be found in the relevant data.
Empirical studiesin thisfield find mixed results. Chaganti and Damanpour (1991), Grier and Zychowicz (1994), Bathala et al.
(1994) and Crutchley and Jensen (1996) find a negative relationship between institutional ownership and leverage. On the other
hand, Leland and Pyle (1977), Berger et al. (1997) and Chen and Steiner (1999) show that managerial ownership and leverage
are positively related. In addition, Tong and Ning (2004) claim that firms with high leverage ratios provide a negative signa that
the firm faces a future of financial difficulties. Therefore, institutional investors prefer firms with low leverage ratios.

The capital structure variable used is the leverage measure: total debt divided by total assets (LEV). Two variables are used to
capture the ownership structure: the first is the natural logarithm of the number of shares owned by institutional investors (10),
and the second is the percentage of institutional ownership from the subscribed shares (PIO) (Tong and Ning, 2004). These
indices are therefore an absolute (size) measure and a proportion measure, respectively.
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