Open Access Library Journal
2019, Volume 6, e5671

ISSN Online: 2333-9721

ISSN Print: 2333-9705

The Determinants of Capital Structure:

Evidence from

Egyptian Listed Firms

Abdel Rahman Hussein, Ahmed Sakr, Alaa Abdel Barie

College of Management & Technology, Arab Academy for Science & Technology, Alexandria, Egypt

Email: abdelrahmanhussien@hotmail.com

How to cite this paper: Hussein, A.R,
Sakr, A. and Barie, A.A. (2019) The
Determinants of Capital Structure: Evidence
from Egyptian Listed Firms. Open Access
Library Journal, 6: e5671.
https://doi.org/10.4236/0alib.1105671

Received: August 7, 2019
Accepted: August 25, 2019
Published: August 28, 2019

Copyright © 2019 by author(s) and Open
Access Library Inc.

This work is licensed under the Creative
Commons Attribution International
License (CC BY 4.0).
http://creativecommons.org/licenses/by/4.0/

QOB ops s

Abstract

In the finance literature, there has been an increasing interest on what are the
determinants of capital structure of firms; the determinants of capital struc-
ture of more developed economies are the main concern of the existing lite-
rature. This proposal aims to expand this literature by ascertaining the de-
terminants of capital structure in an emerging economy like Egypt. In this
research, regression analysis is used to test the relationship between a defined
set of determinants and capital structure decisions.
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1. Introduction

Firm’s capital structure is one of the essential and complicated areas of corporate
strategy and financial decision making. It indicates the mixture of debt, equity,
and other sources of funds a firm need to finance its operations.

Modigliani & Miller (1958) [1], as the pioneers of the study of the determi-
nants of firm’s capital structure provided the foundation for an understanding of
the distinctness between leveraged and unleveraged companies values, which in-
creased the interest on the study of capital structure analysis and the key factors
influencing financing decisions. After Modigliani & Miller defined the founding
base of the theory the prominence shifted toward analyzing the factors that af-
fect the capital structure under dissimilar context and the purpose of the re-
search has moved facing clarifying the logic firms behave in a specific fashion
with respect to their financing, instead of trying to determine a one-size-fits-all
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solution.

Several theories have emerged to explain the mix of security and financing
sources of a firm.

Indeed, the financing preference of companies is perhaps, the most investi-
gated subject in finance field in the previous decades after the generative work of
Modigliani & Miller (1958) [1] highlighting the argument of the association be-
tween a company’s financing choice and its value and however there is no gen-
erally acknowledged theory of the debt-equity choice, there are assorted hypo-
theses that have surfaced in the last two decades explaining firms’ capital struc-
ture. The most important theories are Trade-off theory, Pecking order theory,

Agency theory, Signalling Theory and Market Timing Theory.

2. Literature Review and the Hypotheses

Capital Structure is described as the mix of debt and equity, or hybrid securities
a firm uses to finance its capital expenditures and day to day operations. In sim-
ple terms, it is defined as the leverage ratio, Capital structure and its result on
the company’s value was initially introduced by the hypothesis of capital struc-
ture introduced in 1958, when Franco Modigliani and Merton Miller [1] pro-
jected the M&M irrelevance proposition. They simulated that, in a capital mar-
ket with perfect information, no bankruptcy costs and taxes, the firm’s financial
leverage is irrelevant to its value, their theory rationalised that the company val-
ue is not effected whether the company is financed through debt or equity is-
suance, or a combination of the two, where the reason is that if there are any
changes in the debt to equity ratio, the company’s cash flow will stay unchanged,
also they debated that all companies have equal opportunities to acquire loans at
the same rate [1]. Modigliani and Miller (1958) advocate that, in a friction less
world, there is no distinctness between equity and debt financing regarding to
the value of the company and thus, financing decisions add no value and are
therefore of no concern to the manager.

Several theories of capital structure evolved from Modigliani and Miller’s
model, and they can be categorized into two groups: The first are those which
recognize the existence of an optimal level of debt, such as trade-off theoryKraus
& Litzenberger (1973) [2], the agency theory Jensen & Meckling (1976) [3], and
the free cash flow theory Jensen (1986) [4]. The second does not recognize any
optimal amount of debt and includes the pecking order theory Myers & Majluf
(1984) [5] & the equity market timing theory by Baker & Wurgler (2002) [6].

Miller’s revision [7] from 1977 in which he takes into consideration the per-
sonal income taxes ends with the finding that the differential tax impact on debt
and equity holders diminish the formerly praised interest tax shield, as the tax
shield stand was further backed by De Angelo and Masulis (1980) [8] through
the incorporation of non-debt tax protection and as a result, over the course of
two decades, the capital structure theory was embellished with a group of useful

insights, but it barley achieved any progress from the early positions concerning
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the resolution of the optimal capital structure riddle Myers (1984) [9]. The
pecking order theory declared by Myers (1984) [9] and explained with in depth
detail in Myers and Majluf (1984) [5] asserts that rather than addressing a cer-
tain debt-equity ratio, the managers pursue an array of steps aiming to lessen the
negative results of information asymmetries. Greater leverage can also aid as a
protective mechanism to curb managerial discretion on free cash flows Gross-
man and Hart (1982) [10], Jensen (1986) [4], Baker and Wurgler (2002) [6] as-
sociate the capital structure riddle to the market timing theory and affirm that
the capital structure is an outcome of the previous decisions of the companies to

issue equity in periods with the highest market valuations of their shares.

2.1. Managerial Ownership and Firm Capital Structure

Studies on ownership emerge with the seminal work that highlighted the disso-
lution between ownership as a principle trait of the contemporary corporation’s
control, emphasizing the potential of distinction between manager’s and owner’s
objective and debating that this segregation should develop opportunity for
managers to seize firm resources for their benefits, moreover Demsetz (1983)
[11] and Fama & Jensen (1983) [12] stated that there may be an inverse result of
managerial equity ownership on agency problems, such as managerial oppor-
tunism, where Jensen (1986) [4] defined the principal-agent relationship as “a
conflicting interest’s filled relation” and claimed that management is motivated
to grow the company beyond its optimal size, as with the company size increase
the resources under managers control increase which may add up to their pow-
er.

Myers & Majluf (1984) [5] stated that managers controlling the company on
behalf of its shareholders have access to more timely and accurate information
related to the company, as a result pecking order theory states that an order in
financing decisions is followed by managers, like primarily utilizing internal
funds available “retained earnings”, then debt issuance and lastly equity is-
suance. Furthermore, Grossman and Hart (1982) [10] stated that managers of
near to zero debt companies don’t have a powerful incentive for profit maximi-
zation, because there will be less pressure from creditor monitoring or potential
bankruptcy.

Friend & Lang (1988) [13] suggested a negative correlation between leverage
and managers share holds, mirroring the higher non diversifiable risk of acquire
debt for managers that for public investors to preserve low leverage ratio, while
Bathala et al. (1994) [14], stated a negative relation between a firm’s debt usage
and managerial stock ownership and its institutional ownership.

Berger et al. (1997) [15] examined the effects of empowered managers on cap-
ital structure in American public firms and stated that managing director’s direct
stock ownership has a positive relation with the company’s leverage, which
shows the conflict of interests between managers and shareholders with the hike

of financial incentives, Short ef al. (2002) [16] also suggested a direct correlation
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between firm leverage and management ownership. Furthermore, Al-Fayoumi &
Abuzayed (2009) [17] state a negative relation between managerial insiders and
firm’s leverage, indicating that management utilize less debt to avoid the stress
related to immense debt capital, while Friend and Lang (1988) [13] figured
that companies with high ownership concentration acquire more debts than
firms with less concentration. Farooq (2014) [18] argued that concentration of
ownership leads to less leverage ratio as measured by debt to equity, debt to total
asset and debt to total value ratios.

H1: There is a positive relationship between Managerial ownership and firnt s

leverage ratio

2.2. Foreign Ownership and Firm Capital Structure

Most research in this area conclude a negative relationship between foreign
ownership and leverage, except for the research of Zou & Xiao (2006) [19], Gu-
runlu & Gursoy (2010) [20], while the practical research on the association be-
tween ownership and firms leverage has been administrated using data com-
posed from industrialized economies, where theories by Kester (1986) [21] and
King & Santor (2008) [22] of ownership and capital structure highlights the role
of debt in diminishing agency problems between shareholders and manager.
According to Chaganti & Damanpour (1991) [23] the amount of foreign institu-
tional stockholdings affects a firm’s capital structure significantly and the insider
and family institutional owners’ shareholdings balance the association between
foreign stockholders and capital structure. Gurunlu & Gursoy (2010) [20] con-
structed a study on the effects of foreign ownership on the leverage of non fi-
nancial firms listed in the stock exchange in Istanbul over a time frame of ten
years and concluded that foreign ownership has a significant inverse relation to
long term debts, moreover the influence of foreign ownership on firms leverage
was tested in emerging economies and a significantly inversely relation to total
debts based on the book value of assets and market value of equity was found,
showing definitively that firms with foreign shareholders rely less on external
cash resources.

Hussain & Nivorozhkin (1997) [24] confirm that a noticeably higher debt ra-
tio is exerted from foreign owned firms than their domestic owned counterparts
in the host nation, where the research of Li ef al (2009) [25] found a negative
correlation between foreign ownership and all examined leverage measures
(short-term debt, long-term debt and book leverage) because firms with foreign
ownership are subjected to less corporate tax rates than ones with domestic
ownership. FurthermoreMoon (2001) [26] found that foreign ownership assist
to curb the manager’s overinvestment problem or lower the agency conflict be-
tween shareholders and managers and as a result foreign ownership and firm’s
leverage might serve as replacements in disciplining managerial self interest.

H2: There is a positive relationship between foreign ownership and firnt’'s le-

verage ratio
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2.3. Block Holders Ownership and Firm Capital Structure

A lot of prior studies proposed that abundant ownership affects capital structure
decisions through controlling the managers and shareholders conflicts. Never-
theless empirical studies of this relationship have not been persistent and clear
yet. Pound & Zeckhauser (1990) [27] reported that the corporate governance
quality and management efficiency can be enhanced through block holders, as
they debate that the existence of block holders can reflect a positive signal to
shareholders that mangers will operate in their best interest and so lowering the
equity’s agency costs by curtailing the collusions between shareholders & man-
agement moreover alleviating the management usage of debts as a signal. On the
other hand Pound (1988) [27] suggested that these block holders could conspire
with inside management opposing to scattered shareholders best interest, in case
of which firms’ leverage will be inversely related to block holder’s ownership.
While Stulz (1988) [28] found that companies with dominant shareholders
might exert greater financial leverage, as it raise their voting control in light of a
given level of equity investment, lower hostile takeover risk and hike the takeo-
ver premium entrenched in the stock price.

Shleifer & Vishny (1986) [29], Wiwattanakantang (1999) [30] stated that
block holders have an effective role in a firm’s performance as large investors
control the company, cut or replace managers if the company’s performance is
poor, and as a result large ownership can work as a substitute for debt finance to
increase the supervising of managers. Whereas Friend & Lang (1988) [13] fig-
ured that companies with large block holders ownership have more levels of
debts than those with little block ownership, as they stated that high block hold-
ers ownership might have more monitoring of managers, and as a result leading
managers to issue debts more than their desire, where it is assumed to be below
the optimal ratio to avert bankruptcy possibility.

Pound (1988) [27] stated that block holders might have negative and positive
effects, as institutional investors can hike up the managers monitoring more
than the individual investors, nonetheless a negative effect can take place if they
connive with managers against the interest of other shareholders. Brailsford,
Oliver & Pua (2002) [31] examining 500 Australian listed firms from 1989 to
1995, found abetting evidence of the direct correlation between block ownership
and leverage, an outcome explained the monitoring role, which endorse that
block shareholders have withstanding motivation for managers monitoring and
so lowering agency conflicts and managerial opportunism. FurthermoreBrails-
ford et al (2002) [31] stated that the allocation of equity ownership between in-
ternal corporate managers and block holders might have a strong relation with
leverage, suggesting that the correlation between block holders and capital
structure differ across the various layers of managerial share holding. Fosberg
(2004) [32] stated that block holders’ ownership can result in better firm moni-
toring and so higher debt utilization than insider management’s ambition
(Table 1).

DOI: 10.4236/0alib.1105671

5 Open Access Library Journal


https://doi.org/10.4236/oalib.1105671

A. R. Hussein et al.

Table 1. Variables definition and measurement.

Variable Code Measurement Reference
Th t of sh db
. . e‘ a‘moun (,) shares 0w1.1e ¥ Shin-Ping & Tsung-Hsien, 2007
Managerial individuals with managerial roles
o hi MOWN in th ¢ [33]
wnershi in the company as a measure o
P . pany Li, Yue and Zhao, 2009 [25]
ownership
. The amount of shares owned by .
Foreign . Soliman, 2013 [34] and Bennde-
. FOWN foreign institutions as a measure
Ownership K sen & Wolfenzon (2000) [35]
of ownership
The amount of shares owned by
Block holders BOWN individual or institutional Denis et al., 1997 [36],
Ownership block-holders as a measure of Soliman, 2013 [34]

ownership

H3: There is a positive relationship between Block holders ownership and

firnt’ s leverage ratio

3. Research Methodology
3.1. Data Collection and Sample Selection

The sample consists of 50 most active companies on Egyptian stock exchange,
which are 50 firms belong to 12 sectors, which are Food and Beverage, Chemi-
cals, Basic Resources, Construction and Materials, Media and Telecommunica-
tions, etc. In this study the researcher excludes the banking and insurance sec-
tors 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 dif-
ferent regulations and accounting rules. The final sample consists of 48 firms.

This paper uses secondary data only which is collected from the latest availa-
ble financial statements of the firms. This study employed annual data from
2012 to 2017. The researcher depends on the Egypt exchange disclosure book
and official Egypt stock exchange web page to collect data.

3.2. Variables and Measurement

The variables applied in this study can be divided into two main types which are;

the dependent and independent variables.

3.2.1. Dependent Variable
The dependent variable for this study is the capital structure decisions of firms
listed in the Egyptian market. The performance will be measured by the financial

leverage the most commonly used measures in the former ownership literatures.

3.2.2. Independent Variables

The independent variables employed in this study are factors identified in prior
research as influences performance, either positively or negatively. There are
three independent variables that will be measured. These are managerial owner-
ship, foreign ownership and block holder ownership.

This research tried to look at the possibility of the relationship between de-
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pendent variable and independent variables. The relationship between depen-

dent variable and independent variables is as shown in Figure 1.

3.2.3. Control Variables
The control variables were selected in accordance to similar studies made on this
topic (e.g. Pound 1988 [27]; Abor 2007 [37]; and Anderson ef al. 2004 [38]). The
selected variables are firm profitability and industry classification. These va-
riables are selected because they have shown to have simultaneous effect on-
board attribute, ownership and leverage.

Table 2 demonstrates a summary for all the variables including the depen-

dent, independent and control variables of the study.

3.3. Research Model

To test the hypothesis common effect model in panel data analysis has been

used.
Ci t= 0 + 1 MOWN + 2 FOWN + 3 BOWN + e

where Cis Capital structure of firm 7 in period ¢ represented by financial leve-
rage, MOWN, Managerial ownership; FOWN, Foreign ownership; BOWN,
Block holders ownership; A0 is the intercept; fis the regression coefficient and &

is the composite error terms.

Independent dependent
Hi
[ Managerial ownership
Firm Capital structure
. . H2
Foreign ownership 1 N ) )

J > (Measured by financial

H3 leverage)

[ Block holders ownership

Figure 1. Research conceptual framework.

Table 2. Summary of variables.

Variable Measures

Capital Structure measure:
Financial leverage (LEV)

Leverage = Total liabilities/Shareholders Equity

Ownership Variables: The percentage of total shares held by members of the board
Managerial Ownership of directors divided by total ordinary shares outstanding.

The percentage of total shares held by foreign investors

Forei hi
oreign Ownership divided by total ordinary shares outstanding.

Block holders O hi The percentage of equity owned by persons and institutions
ock holders Ownershi
P holding5% or more of the company’s equity.

Control Variables: . .
S — Earnings before tax and interest over total assets book value
Firm profitability

. . Measure of the impact of different industries in modelling
Industry Classification -
firms’ capital structure
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4. Findings and Analysis
4.1. Descriptive Analysis

Table 3 summarizes the Minimum, Maximum, Mean and Standard Deviations

for the research variables.

4.2. Testing the Hypothesis: Relationship between Ownership
Structure and Capital Structure

This hypothesis tests the relationship between the structure of Ownership and
company’s Leverage. The below sections respond to the research hypothesis us-
ing correlation and regression analysis;

Testing the Relation between Ownership Structure and Firm Leverage

Table 4 demonstrates the correlation matrix for the relationship between
Managerial Ownership and Firm Leverage. It showed that there is an insignifi-
cant association between Managerial Ownership and Firm Leverage, as the cor-
responding P-value is more than 0.05.

Table 5 demonstrates the regression model for the effect of Managerial Own-
ership on Firm Leverage. It resulted that there is an insignificant effect of Mana-
gerial Ownership on Firm Leverage, as the corresponding P-value is above 0.05.

Therefore, the equation could be formulated as follows:

Firm Leverage = 0.750046 — 0.655114 * Managerial Ownership

Thus, the second hypothesis that states a significant association between Ma-
nagerial Ownership and Firm Leverage is not supported.

Table 6 demonstrates the correlation matrix for the relationship between For-
eign Ownership and Firm Leverage. It resulted that there is an insignificant as-
sociation between Foreign Ownership and Firm Leverage, as the corresponding
P-value is more than 0.05.

Table 7 demonstrates the regression model for the effect of Foreign Owner-
ship on Firm Leverage. It was found that there is an insignificant effect of For-
eign Ownership on Firm Leverage, as the corresponding P-value is more than
0.05.

Therefore, the equation could be formulated as follows:

Firm Leverage = 0.7969 — 0.333800 * Foreign Ownership

Thus, the second hypothesis that there is a significant correlation between
Foreign Ownership and Firm Leverage is not supported.

Table 8 demonstrates the correlation matrix for the relationship between
Block holder and Firm Leverage. It resulted that there is an insignificant correla-
tion between Block holder and Firm Leverage, as the corresponding P-value is
more than 0.05.

Table 9 demonstrates the regression model for the effect of Block holder
Ownership on Firm Leverage. Resulted that there is an insignificant effect of
Block holder on Firm Leverage, as the corresponding P-value is more than 0.05.

Therefore, the equation could be formulated as follows:
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Firm Leverage = 1.1578 — 0.31297 * Block holders

Thus, the second hypothesis that there is a significant relationship between
Block holders and Firm Leverage is not supported.

Table 10 demonstrates the regression model for the effect of Ownership
Structure; Managerial Ownership, Foreign Ownership, and Block holder on
Firm Leverage. It resulted that there is a problem of multicollinearity in foreign
ownership. After deleting, It was observed that there is an insignificant effect of
Managerial Ownership, and Block holder on Firm Leverage, as the correspond-
ing P-values are more than 0.05.

Therefore, the equation could be formulated as follows:

Firm Leverage = 1.9739 — 1.7721 — 1.137350 * Ownership Structure

Thus, the second hypothesis that there is a significant correlation between

Ownership Structure and Firm Leverage is Not supported.

Table 3. Minimum, maximum, mean and standard deviations for the research variables.

Minimum Maximum Mean Std. Deviation
Managerial Ownership 0.00 0.92 0.1630 0.26093
Foreign Ownership 0.00 1.00 0.5984 0.22071
Blockholder 0.00 1.00 0.5984 0.22071
Firm Profit -2,003,056,956.00 9,440,788,836.00 942,983,546.6912 1,747,128,252.14105
Firm Leverage 0.00 27.36 0.5482 1.76779

*Sample size (n) = 48 firm year observations during the years 2011-2017, Based on the availability of data.

Table 4. Correlation matrix between managerial ownership and firm leverage.

MANAGERIAL_OWNERSHIP FIRM_LEVERAGE p-value

MANAGERIAL_OWNERSHIP 1.000000 —-0.074153
FIRM_LEVERAGE —0.074153 1.000000 034
Table 5. Regression model of managerial ownership on firm leverage.
Dependent Variable: FIRM_LEVERAGE
Variable Coefficient Std. Error t-Statistic Prob.
MANAGERIAL_OWNERSHIP —-0.655114 0.685881 —0.955142 0.3409
C 0.750046 0.210550 3.562323 0.0005
R-squared 0.005499 Mean dependent var 0.643284
Adjusted R-squared -0.000529 S.D. dependent var 2.305211
S.E. of regression 2.305820 Akaike info criterion 4.520654
Sum squared resid 877.2730 Schwarz criterion 4.557995
Log likelihood -375.4746 Hannan-Quinn criter. 4.535810
F-statistic 0.912297 Durbin-Watson stat 2.511023
Prob(F-statistic) 0.340903
DOI: 10.4236/0alib.1105671 9
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Table 6. Correlation matrix between foreign ownership and firm leverage.

FOREIGN_OWNERSHIP FIRM_LEVERAGE p-value
FOREIGN_OWNERSHIP 1.000000 —-0.072537
0.230
FIRM_LEVERAGE —-0.072537 1.000000

Table 7. Regression model of foreign ownership on firm leverage.

Dependent Variable: FIRM_LEVERAGE

Variable Coefficient Std. Error t-Statistic Prob.
FOREIGN_OWNERSHIP —-0.333800 0.270919 -1.232103 0.2189
C 0.796914 0.226215 3.522819 0.0005
R-squared 0.005262 Mean dependent var 0.549438
Adjusted R-squared 0.001796 S.D. dependent var 1.770728
S.E. of regression 1.769137 Akaike info criterion 3.985757
Sum squared resid 898.2658 Schwarz criterion 4.011130
Log likelihood —-573.9419 Hannan-Quinn criter. 3.995924
F-statistic 1.518079 Durbin-Watson stat 1.767062
Prob(F-statistic) 0.218919

Table 8. Correlation matrix between block holder and firm leverage.

BLOCK_HOLDER FIRM_LEVERAGE p-value
BLOCK_HOLDER 1.000000 —-0.019921
0.924
FIRM_LEVERAGE —-0.019921 1.000000

Table 9. Regression model of block holders on firm leverage.

Dependent Variable: FIRM_LEVERAGE

Variable Coefficient Std. Error t-Statistic Prob.
BLOCK_HOLDER —0.312972 1.790072 —-0.174838 0.8617
C 1.157848 1.148083 1.008505 0.3164
R-squared 0.000397 Mean dependent var 0.968191
Adjusted R-squared —-0.012585 S.D. dependent var 3.321287
S.E. of regression 3.342121 Akaike info criterion 5.276079
Sum squared resid 860.0725 Schwarz criterion 5.336065
Log likelihood —206.4051 Hannan-Quinn criter. 5.300111
F-statistic 0.030568 Durbin-Watson stat 2.507651

Prob(F-statistic) 0.861666
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Table 10. Regression model of ownership structure on firm leverage.

Dependent Variable: FIRM_LEVERAGE

Variable Coefficient Std. Error t-Statistic Prob.
MANAGERIAL_OWNERSHIP -1.772151 1.407991 -1.258639 0.2120
BLOCK_HOLDER -1.137350 1.899795 -0.598670 0.5512
C 1.973972 1.314769 1.501383 0.1374
R-squared 0.020807 Mean dependent var 0.968191
Adjusted R-squared —0.004961 S.D. dependent var 3.321287
S.E. of regression 3.329515 Akaike info criterion 5.280765
Sum squared resid 842.5109 Schwarz criterion 5.370744
Log likelihood —205.5902 Hannan-Quinn criter. 5.316814
F-statistic 0.807486 Durbin-Watson stat 2.564301
Prob(F-statistic) 0.449767

5. Conclusions

In fact it is crucial nowadays to explore the different factors that affect the capital
structure. Actually the aim of the paper is to develop and investigate the deter-
minants affecting capital structure framework, in addition to identify the effects
of each of those factors on capital structure. Consequently the research objec-
tives could be stated as follows: Ownership structure (Managerial, Foreign and
Block holders) had a relationship with the corporate choice of capital structure.
Second, the aim of this research was to examine the effects of this combination
of variables on the capital structure decisions.

Furthermore this research was done to identify the factors affecting capital
structure in the Egyptian market. The consequence of ownership structure on
capital structure was examined by the application on quantitative approach sug-
gested in this research. This approach was handled by investigating the second-
ary data collected from Egypt Stock Exchange and the results found was dis-
played before previously. The quantitative study was applied on the top 50 com-
panies listed in Egypt Stock Exchange through the period from 2012 to 2017.
Then the studied sample was considered to be representative to firms in Egypt
and so the outcomes of the research might be generalized to all firms in Egypt as
well.

Considering the analysis of the hypothesis “Testing the Relation between
Ownership Structure and Firm Leverage” by using the correlation, results stated
that there is an insignificant correlation between Managerial Ownership and
Firm Leverage, as the corresponding P-value is above 0.05. Furthermore, by us-
ing the correlation, it was found that there is an insignificant correlation be-
tween Foreign Ownership and Firm Leverage, as the corresponding P-value is
above 0.05. Moreover, by using the correlation, it was found that there is an in-

significant correlation between Block holder and Firm Leverage, as the corres-
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ponding P-value is more than 0.05. Thus, the first sub hypothesis of the first hy-
pothesis was not supported.

The research results were not supported by Bajaj et al (1998) [39] as a positive
relation between ownership and leverage ratio was proved, which implies the
correlation between ownership and financial structures of a company. On the
other hand, the result agreed with Friend and Lang, 1988 [13] who stated a neg-
ative relation between management shareholding and firm’s leverage, mirroring
the higher undiversifiable debt risk to managers than to general investors to
preserve less leverage ratio. Moreover, Firth (1995) [40], Bathala ef al (1994)
[14], Jensen ef al (1992) [41], and Hardjopranoto (2006) [42] also state an in-
verse association between ownership and leverage.

Actually the research findings are severely affected by the economic, govern-
mental and political issues in Egypt as a consequence of the revolutions that
spoiled the economy in Egypt and accordingly the firms are negatively affected
during the course under study.

Despite the fact that this result might be affected by the economic and politi-
cal issues, by testing the full model of for the effect of, Managerial Ownership,
Foreign ownership and Block holder on Firm Leverage. It resulted that there is
an insignificant effect of Managerial Ownership, Foreign ownership and Block
holder ownership on Firm Leverage, as the corresponding P-values are more
than 0.05. By testing the full model for the effects of Managerial Ownership,
Foreign ownership and Block holder ownership on Short-Term Debt; it was
found that there is an insignificant effect on Short-Term Debt, as the corres-
ponding P-values are more than 0.05. Moreover, by testing the model for the ef-
fect of Managerial Ownership, Foreign ownership and Block holder ownership
on Short-Term Debt, it was found that there is an insignificant effect on

Long-Term Debt, as the corresponding P-values are more than 0.05.
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