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Ownership, capital structure and financing decision:

Evidence from the UK
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5. Conclusions

This study extends our knowledge of capital structure in the following ways. First, it stresses the importance of the relation
between ownership and leverage ratio in the UK context. Our analysis uses two major proxies for ownership: MSO and
institutional ownership. Our empirical results show a non-monotonic relation between MSO and the debt ratio. At lower MSO
levels, the relation with leverage is positive, supporting interest alignment theory (Jensen & Meckling, 1976). This is because
higher managerial ownership plays an important role in aligning the interests of corporate managers and shareholders,
leading to lower costs of debt. In this case, firms are likely to raise more debt, resulting in higher debt. However, this relation
becomes negative for a small proportion of higher-MSO firms, which can be explained by the managerial entrenchment
hypothesis (Fama & Jensen, 1983). Corporate managers who own high percentages of firm shares are in a better position to
protect their private interests from the risk of bankruptcy associated with a high leverage ratio. Our finding is consistent with
the studies of Brailsford et al. (2002) and Florackis and Ozkan (2009).
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