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Abstract 

This study aims to find the most relative ownership structure related factors 
of influencing capital structure of top 50 non-financial firms listed in Egyp-
tian exchange from 2012 to 2017. The study found that the hypotheses from 
one to six that are explaining the relationship between Ownership Structure 
and Capital Structure are partially supported. Also, the study explaining the 
effect of Firm Age and Company Size on Capital Structure is partially sup-
ported. 
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1. Introduction 

The relationship between ownership and capital structures has attracted consi-
derable research attention over the last couple of decades. Ownership structure 
was defined in terms of capital contributions [1]. Thus, the authors saw owner-
ship structure to comprise of inside equity (managers), outside equity and debt, 
thus proposing an extension of the form of ownership structure beyond the 
debt-holder and equity-holder view. Unlike other authors, ownership structure 
was constructed using variables including proportion of foreign share owner-
ship, managerial ownership percentage, largest institutional shareholder owner-
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ship, largest individual ownership, and government share ownership [2]. It was 
suggested that ownership is positively correlated with various measures of the 
debt-equity ratio (leverage), implying that ownership structure has a correlation 
with financial structure of firms [3]. It was found that debt ratio is negatively re-
lated to managerial ownership [4]. It was suggested that the relationship between 
managerial share ownership and leverage may in fact be inverted u-shaped [5]. 
Thus, debt first increases with an increase in managerial share ownership; but 
beyond a critical level of managerial share ownership debt may fall because there 
could be only a few agency related benefits by increasing debt further as the in-
terests of managers and owners get very strongly aligned.  

It was concluded that insider ownership does not affect debt when the interest 
of managers and owners are aligned [6]. In relating capital structure to the level 
of compensation for CEOs came out with the findings that there is a positive 
correlation between the two [1] and this was supported by [7] and [8] who assert 
the claim that the correlation between CEO compensation and capital structure 
is a positive one. However, a negative correlation between CEO compensation 
and the financial leverage of firms was found [4] [9]. It was argued that family 
ownership may give rise to greater leverage than in the case of disperse owner-
ship, because of the non-dilution of entrenchment effects [10]. An empirical 
evidence was documented that funding family-controlled firms use less debt 
than non-funding family-controlled firms [11]. This research seeks to fill the gap 
of measuring such relationships in an emerging economy such as Egypt. It is 
examining the relationship between ownership structure and capital structure in 
Egypt by investigating the impact of ownership concentration and its different 
categories (managerial ownership, state ownership, foreign ownership, block 
ownership, institutional ownership) on capital structure of the most active 50 
non-financial Egyptian listed companies for the period 2012-2017.  

2. Literature Review 

We will review and discuss the prior literature on ownership structure tributes 
and capital structure. Since ownership structure can be studied under various 
theories. 

2.1. Managerial Ownership and Capital Structure 

Capital structure decision is affected not only by firm characteristics or contex-
tual factors, but also by managers’ views, goals and desires, which are influenced 
by managerial ownership structure [5]. The rationale for explaining the positive 
influence of managerial ownership on capital structure relates to the issue of 
control [12]. A major concern for managers is retaining or increasing their con-
trol because it provides them with discretion in making decisions and access to 
private benefits. Meanwhile, debt is a means to avoid share dilution. It was af-
firmed that an increase in debt helps managers to reinforce their control and 
resist takeovers [13]. 
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Managers sometimes use excess debt as a transitory device to signal a cove-
nant to sell assets, thereby preventing takeover attempts from outside investors. 
In addition, with high debt, managers have more cash to pursue suboptimum 
investments for their own interests. In some of the first empirical evidence, it 
was found that firms with higher insider ownership have greater debt levels than 
those with lower insider ownership [14]. Their methodology was to use both 
analysis of variance and regression techniques to compare long-term debt to to-
tal capitalization of firms that have high inside ownership with those that have 
low inside ownership. Depending on the above discussion, the next hypothesis 
was developed; H1 There is a significant relationship between Managerial own-
ership and capital structure.  

2.2. State Ownership and Capital Structure 

Here has been a growing interest in research on the linkage between ownership 
structure and capital structure, but there continues to be limited evidence on the 
association between capital structure and state ownership for transition econo-
mies that have undertaken an equitation process. Conducting a study on listed 
Chinese firms, it was argued that state ownership is positively related to debt ra-
tio for three reasons [15]. First, firms with high state ownership may have better 
access to the debt market because they have less chance of bankruptcy because of 
the guarantee of the state. Second, representatives of state ownership might pre-
fer to have a high level of debt to avoid share dilution or to preserve their con-
trol. Third, agency problems between owners and managers tend to be severe in 
firms with a high level of state ownership because there is segregation between 
voting and cash flow rights.  

While the ultimate owners of state-owned shares are the citizens, the voting 
rights belong to government departments or bureaucrats whose salaries are 
normally not directly linked to the performance of the firms that they monitor 
and control. As a result, bureaucrats are not motivated to manage firm opera-
tions efficiently. 

Therefore, to reduce considerable agency costs of equity, state-controlled 
firms tend to use high debt as a monitoring channel. A study conducted on 
non-publicly traded Chinese firms indicated a positive relationship between 
state ownership, measured by the fraction of shares held by state, and all meas-
ures of leverage, including short-term, long-term and total debt to total assets 
[16]. They found that the high degree of state ownership can enhance a firm’s 
access to debt because of soft budget constraints and bailouts from the govern-
ment.  

Investigating a sample of 95 Russian listed firms from 2000 to 2004, it was also 
found that firms with high state ownership have a significantly higher debt level 
than others [17]. This result implies that firms with other types of ownership do 
not have equal access to capital sources. Specifically, state-owned firms may have 
substantial advantages with respect to access to the debt market because of the 
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preferential treatment they receive from state-owned banks. For example, while 
other private firms must rely on capital sources with high costs, state-owned 
firms can obtain debt financing at a low cost. As a result, they can use more debt 
than other corporations in general. Depending on the above discussion, the next 
hypothesis was developed; 

H2 There is a significant relationship between State ownership and capital 
structure 

2.3. Foreign Ownership and Capital Structure 

In emerging markets, because of booming foreign investment inflow, the influ-
ence of foreign investors on firms’ activities is increasing; however, little research 
has been conducted using a detailed dataset to examine the link between foreign 
ownership and the capital structure decisions of a firm. Most studies in this area 
posit that there is a negative relationship between foreign ownership and debt 
level, except for the studies of [15] and [18]. These studies hypothesized a posi-
tive effect of foreign ownership on capital structure; nevertheless, contrary to 
their predictions, their study findings indicate a negative association between 
foreign ownership and capital structure. More specifically, it was that believed 
that in emerging markets foreign investors normally face more severe informa-
tion asymmetry than other investors and that foreign investors often have a di-
versified portfolio in which the percentage of shareholding in each firm is gener-
ally low [15]. Therefore, the power of foreign investors to monitor management 
is not sufficient, forcing firms to use more debt as a further management moni-
toring mechanism. Nonetheless, in their investigation of the financing behavior 
of Chinese public listed companies from 1997 to 2000, [15] did not find a signif-
icant influence of foreign ownership on capital structure.  

It was contended that foreign investors normally suffer more types of risks, 
including country risk, currency risk and business risk, than domestic investors 
[18]. As a result, foreign investors are motived to minimize their risk by influen-
cing the operations of firms in which they have invested through bringing not 
only their capital but also their technology and ability to access new capital 
markets. Therefore, it was expected that firms with high foreign ownership could 
use more debt because foreign investors help them to access more and cheaper 
debt from new creditors.  

However, when testing the effect of foreign ownership on capital structure 
using multivariate regression analysis with a dataset of 143 non-financial firms 
listed on the Istanbul Stock Exchange from 2007 to 2008, it was found that for-
eign ownership (percentage of shares owned by foreign shareholders) is signifi-
cantly negatively related to long-term leverage. They explained this result by a 
reason that the need for external financing like debt of firms with high foreign 
ownership decreases due to the equity contribution from foreign investors [18].  

Conducting research in non-publicly traded Chinese firms, it was found that 
foreign ownership, measured as the fraction of ownership by foreign investors, is 
negatively related to all measures of leverage, including total debt, short-term 
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debt and long-term debt divided by total assets [16]. This result was explained by 
two factors. First, firms with high foreign ownership have more diversified fi-
nancing channels to access capital than others because of their reputations and 
relationships. Second, in China, foreign-owned firms normally have lower cor-
porate tax rates than others; therefore, they tend to use less debt because of the 
low of tax-shield saving. Depending on the above discussion, the next hypothesis 
was developed; 

H3 There is a significant relationship between foreign ownership and capital 
structure 

2.4. Block Ownership and Capital Structure 

A number of previous studies suggested that large ownership influenced capital 
structure decisions by controlling the conflicts that occurred between managers 
and shareholders. However, the empirical evidence of this relation has not been 
consistent and clear as yet. It was stated that block holders can enhance the qual-
ity of corporate governance and increase manager efficiency by monitoring 
managers, which may determine the debt level [19] [20]. Specifically, in firms 
with dispersed ownership and control, small shareholders have less motivation 
to monitor managers, and less influence, because they hold a small proportion of 
shares and the loss caused by manager discretion is shared among many inves-
tors.  

In addition, the cost of having information and monitoring may outweigh its 
benefits. Conversely, in firms with concentrated ownership, large shareholders 
have both motivation and power to monitor managers to protect their invest-
ments [19] [20]. Supporting this idea, it was argued that block holders play an 
active role in firm performance. Large investors can take control of the firm, 
re-place managers or cut managers’ benefits if the firm’s performance is poor 
[21] [22]. 

As a consequence, large ownership could serve as an alternative for debt fi-
nancing to boost the monitoring of managers. It was explained that the negative 
relation between debt level and large ownership using the signaling view. They 
argued that the presence of larger shareholders can work as an effective signal to 
the market that managers will act in the best interests of the shareholders, the-
reby reducing the conflicts between managers and shareholders [20]. Depending 
on the above discussion, the next hypothesis was developed; 

H4 There is a significant relationship between block ownership and capital 
structure. 

2.5. Institutional Ownership and Capital Structure  

Institutional investors can reduce the agency costs by monitoring the firm’s per-
formance and by ensuring the shareholders’ interests. Shleifer and Vishny (1986) 
show that institutional investors successfully monitor the performance of the 
management team [21] [23] [24]. According to this “active monitoring hypothe-
sis” institutional investors can reduce the scope of managerial opportunism by 
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closely monitoring them. Because of their fiduciary position, institutional inves-
tors are compelled to monitor the mangers. Their huge stake in the firm pro-
vides the economics for doing so.  

It was suggested that external block holders have incentives to monitor and in-
fluence management appropriately in order to protect their significant investments 
[4]. The close monitoring of institutional investors may force managers to take de-
cisions in the interests of shareholders. Their ability to purse self-interests may 
diminish. As a result, managers may be prevented from employing lower levels of 
debt to protect their employment risk. Hence, we may hypothesize that institu-
tional shareholding and debt levels will be positively related. The empirical litera-
ture also shows that institutional shareholding and firm debt level are related.  

The active monitoring hypothesis was challenged [24]. He puts forth the ar-
gument that large external shareholders may be passive voters. They may collude 
with insiders against the interests of dispersed shareholders. In line with this ar-
gument, [19] presented the “passive voters” hypothesis’ by relating the large 
shareholders and firm value. If this happens to be the behavior of institutional 
investors then institutional shareholding and debt level may be negatively related 
to each other. Depending on the above discussion, the next hypothesis was de-
veloped; 

H5 There is a significant relationship between Institutional ownership and 
capital structure. 

2.6. Ownership Concentrations on Capital Structure 

There is increased empirical evidence of ownership structure on capital structure 
in developing and emerging markets. The contrary result with [25] may be the 
differences of shareholder protection in developed and developing countries. At 
low level of ownership concentration, shareholders are more risk averse as their 
undiversified features, they tend to use less debt to reduce any financial distress. 
With the high level of concentrated ownership, firms tend to issue more debt to 
avoid losing control.  

It was investigated that the capital structure determinants of four Asia Pacific 
countries, the result shows that the leverage is positively related with ownership 
concentration in three of four countries, which family holding dominates a sig-
nificant proportion. The close relationship between owners and debt holders 
reduces agency costs of debt and thus easier access for borrowing [26].  

The effects of ownership structures on capital structure was examined in East 
Asian countries and found a positive relationship between ownership concentra-
tion and leverage in family firms in Indonesia, Malaysia and Thailand. Large 
shareholders prefer debt financing to avoid ownership dilution [27].  

More and more scholars pay attention to the impact of ownership structure 
on capital structure choice of Chinese firms. The corporate financing policy of 
Chinese listed firms from 1995 to 2001 was studied, the results illustrate a 
U-shape non-linear relationship between largest shareholding and leverage. The 
high level of controlling largest shareholding corresponds to lower level of leve-
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rage. The result confirms the expropriation hypothesis of largest shareholders on 
minority shareholders [28].  

However, choice of Chinese listed firms and report a negative relationship of 
ownership when largest shareholder possesses more than certain percentage of 
firm shares, there is a positive relation. The effect of ownership structure on le-
verage concentration with firm’s leverage was examined. The result is consistent 
with expropriation hypothesis that largest shareholders are apt to use equity fi-
nancing to expropriate minority shareholders [29]. Depending on the above 
discussion, the next hypothesis was developed; 

H6 There is a significant relationship between Ownership concentration and 
capital structure 

3. Research Methodology 

3.1. Data Collection and Sample Selection 

The sample consists of 50 most active companies on Egyptian stock exchange 
from 2012 to 2017, which are 50 firms belong to 12 sectors, which are Basic Re-
sources, Chemicals, Construction and Materials, Food and Beverage, Healthcare 
and Pharmaceuticals, industrial Goods and Services and Automobiles, Real Es-
tate etc. In this study the researcher excludes the banking and insurance sectors 
because the characteristics of these firms are different from the firms in other 
industrial sectors in terms of specialized in nature and were subject to different 
regulations, tax and accounting rules [30]. The final sample consists of 37 firms 

3.2. Variables and Measurement 

The variables used in this study can be categorized into three main types which 
are; the dependent, independent variables and control variables. 

3.2.1. Dependent Variable 
The dependent variable for this study is the capital structure of firms in the 
Egyptian market. The capital structure will be measured by the long-term debt 
to asset ratio, short-term debt to asset ratio, debt equity ratio and total debt. 

3.2.2. Independent Variable 
There are sex independent variables that will be measured. These are State own-
ership, foreign ownership, Managerial ownership, institutional ownership 
(measured by the percentage of ordinary shares held by every ownership), block 
ownership (measured by the percentage of shares held by large investors who 
hold at least 5% of shares) and Ownership Concentration (the proportion of 
largest shareholder to total shares).  

3.2.3. Control Variables 
The main emphasis of our research is the impact of ownership structure on cap-
ital structure. But some variables still influence firm’s capital structure and 
would probably disturb out test, such as firm size, firm age [2]. Thus, there fac-
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tors are set as control variables in regression analysis. We use the natural loga-
rithm of total assets to measure firm size. Firm age is measured in years since 
establishment. 

This research tried to look at the possibility of the relationship between de-
pendent variable and independent variables. The relationship between depen-
dent variable and independent variables is explained in Figure 1. 

3.3. Research Model 

Capital Structure = β0 + β1 Managerial Ownership + β2 Foreign Ownership + 
β3 Block Holder + β4 Ownership Concentration + β5 Institutional Ownership + 
β6 State Ownership + β7 Company Size + β8 Age of Company + e 

Noting: 
β0 = Regression constant  
β1 = Regression coefficient for Managerial Ownership 
β2 = Regression coefficient for Foreign Ownership 
β3 = Regression coefficient for Block Holders 
β4 = Regression coefficient for Ownership Concentration 
β5 = Regression coefficient for Institutional Ownership 
β6 = Regression coefficient for Company Size 
β7 = Regression coefficient for Age of Company 
e = the error term. 

4. Descriptive Statistics 

This section deals with the descriptive statistics for the data that used in the 
analysis of this study. Some of the main features of the data will be described 
quantitatively (e.g. central tendency of the statistics, such as: mean, max and 
min; data dispersion, such as: standard deviation). The whole table for the de-
scriptive statistics of this study is presented through the following sections. 

5. Summary, Conclusion and Recommendations 

This study examines the relationship between ownership structure and capital 
structure in an emerging economy such as Egypt. Figure 2 illustrates all signifi-
cant regressions only depending on pooled regression models. Regarding pre-
vious tables (Tables 1-3), ownership concentration is the only variable of own-
ership structure that has a significant relationship with capital structure va-
riables, as the correspondent P-values = 0.000.  

6. Contributions and Originality 

This section represents contributions and importance of this research. This re-
search was considered as the first to examine the effect of ownership structure 
on capital structure after the revolution in Egypt. This research contributes to 
many fields, whether for the academic or the practical side. For the academic 
side, it has two contributions: 
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Table 1. Presents a summary for all the variables including the dependent, independent 
and control variables of the study. 

Research Variable Variables Measurement 

Ownership Structure 

Managerial Ownership 
The number share owned by managers directly and 
indirectly/the total outstanding share 

State Ownership 
Percentage of shares held by state to the total number 
of shareholders. 

Foreign Ownership Percentage of shares owned by foreign investors 

Block holders 
Percentage of shareholders who owns at least 5% of 
the stock to the total number of shareholders. 

Ownership  
Concentration 

Percentage of ownership shares (votes) of the largest 
shareholder 

Institutional  
Ownership 

Percentage of shares held by institutions (e.g., 
pension funds) 

Capital Structure 

Long-term debt to total 
assets 

Long-term debt/total assets 

Short-term debt to total 
assets 

Short-term debt/total assets 

Debt to Equity Total debt/Equity 

Total debts Short Term debt + Long Term debt 

Firm Size 
The natural log of total 
assets 

 

Firm Age 
The natural log of the 
number of years since 
establishment 

 

 
Table 2. Summary for descriptive statistics of variables. 

 Range Minimum Maximum Mean Std. Deviation Variance 

Managerial  
Ownership 

0.92 0.00 0.92 0.1630 0.26093 0.068 

Foreign  
Ownership 

1.00 0.00 1.00 0.5984 0.22071 0.049 

Ownership  
Concentration 

0.17 0.00 0.17 0.0161 0.03494 0.001 

Institutional  
Ownership 

1 0 1 0.58 0.273 0.075 

Block Holders 0.8999 0.1001 1.0000 0.605987 0.2113998 0.045 

Company size 40,470 25,53 40,470 36,197 52,777 27,855 

Firm Age 77.00 0.00 77.00 26.9200 18.68701 349.204 

Long Term  
debt to asset ratio 

26.99 0.00 26.99 0.2068 1.60185 2.566 

Short Term  
debt to asset ratio 

5.04 0.00 5.04 0.3231 0.44674 0.200 

Debt equity ratio 298.00 −21.67 276.34 2.6548 16.98861 288.613 

Total debt 18,277 0.00 18,277 14,768 27,339 74,743 
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Table 3. Summary of hypotheses results. 

Hypotheses Description Results 

H1 
There is a significant relationship between ownership structure 
and Long-term debt 

Partially Supported 

H2 
There is a significant relationship between ownership structure 
and Short-term debt 

Not Supported 

H3 
There is a significant relationship between ownership structure 
and debt equity ratio 

Partially Supported 

H4 
There is a significant relationship between ownership structure 
and total debt 

Partially Supported 

 

 

Figure 1. Relationship diagram between independent variables and dependent variable. 
 

 

Figure 2. The tested model. 
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1) It contributes to theoretical knowledge by providing a full picture of the in-
fluence of ownership structure on capital structure, as it is one of the first studies 
to identify the relationship between different aspects of ownership structure 
(managerial, state, foreign and block holders) and capital structure. On other 
words, it extends the literature by investigating whether ownership structure can 
explain variation in capital structure. 

2) This research seeks to fill the gap of measuring relationships in an emerging 
economy such as Egypt. It is examining the relationship between ownership 
structure and capital structure in Egypt by investigating the impact of ownership 
concentration and its different categories (managerial ownership, state owner-
ship, foreign ownership, block ownership, institutional ownership and owner-
ship concentration) on capital structure of the most active 50 non-financial 
Egyptian listed companies for the period 2012-2017.  

Finally, in a practical wise, stock market authorities in Egypt could employ 
this research to evaluate the current impact of ownership structure on capital 
structure and to develop regulations and recommendations that correct its way 
for the desired one in order to make the Egyptian market more attractive to in-
vestors. 

Recommendation 

It is recommended to consider firms outside Egypt as well as enlarging the sam-
ple size in the future, as this research was applied on top 50 companies listed in 
the Egypt Stock Exchange only and as a result the research recommendations 
might be negatively affected which may lead to inappropriate recommendations.  

Furthermore, the time interval under study might be considered in the future 
researches to be larger period as in our research only the period from 2012 to 
2017 was examined. Also, it could be considered to make a comparative study 
between the period before the revolution and after it.  

Limitations 

This section illustrates the limitations of this research in order to try to avoid the 
in other researches and works to get more reliable results. The limitations of this 
research are as follow. First this research is limited to Egypt as an example to a 
developing country and doesn’t include any other developing county, also, this 
research is only including the top Nonfinancial Companies during the period 
2012-2017, while doesn’t include other companies due to the lack of the data 
before 2012. Moreover, the lack of data of State Ownership in the Egyptian Stock 
market data caused to exclude it from the analysis as an independent variable in 
the ownership structure. Finally, the theoretical framework used in this research 
is limited to the chosen variables as those variables are the only one that their 
data are available in the Egyptian stock market. 
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