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Financial Structure Effects on Jordanian Banks Tobin's Q
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Abstract: This study aims to investigate the effect of the ownership structure includes (institutional, government,
foreign, managerial, and concentration ownership) which is considered as one of the institutional governance tools,
on the financial performance of Jordanian commercial banks as measured in Tobin’s Q. The study population con-
sisted of all Jordanian commercial banks listed at the Amman Stock Exchange. Hypotheses of the study were tested
using the multiple regression models. Among the most prominent findings of the study are a significant positive ef-
fect of institutional and concentration ownership on Tobin’s Q, while managerial ownership affected negatively on
Tobin’s Q. Moreover, there was no effect of government and foreign ownership on Jordanian Banks Tobin's Q.
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INTRODUCTION

For the goals and interests of owners and managers to be
compatible they face several issues. These include the differ-
ing objectives of owners and managers because of different
attitudes towards risk and diversification, as well as having
differences regarding company conditions, its future, and the
ability to interpret it. This leads to issues of information
asymmetry which causes difficulties in owners monitoring
managers’ actions; this leads to owners bearing costs for
setting mechanisms encouraging managers to make decisions
in accordance with their interests .

This misalignment of interests and agency issues does not
appear only between managers and shareholders, but also
extends to other parties, for instance between shareholders,
minority shareholders and shareholders, and creditors and
the rest of the other stakeholders. This results in a require-
ment for a number of mechanisms and rules to form frame-
works to monitor and supervise management actions and
behaviors; this is to reduce issues of conflicts of interest in
order to guarantee the protection of the interests of the rest of
the parties. This motivates managers to invest in sharehold-
ers’ interests and increase company value, which has led to
the emergence of the concept of corporate governance
(Mehrani et al., 2016). The rules and mechanisms of govern-
ance emphasize the achievement of a balance between com-
pany manager interests and those of other stakeholders and
shareholders, in addition to which the company is managed
transparently, and rationally to achieve and protect the objec-
tives of various parties’ interests. The financial structure is
regarded as an institutional governance tool by which super-
vision and control role are exercised by shareholders where
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the majority of them have greater control of administrative
behaviors than minor shareholders .

When the share of shareholders increases, the control role
increases; the expectation is that this will be reflected in im-
provement of company performance. Shyu (2013) stated that
financial structure is the various patterns of equity of share-
holders' financial structure of the company's shares. The ef-
fect of financial structures on company financial perfor-
mance has increased the attention of a number of researchers
since the separation between capital and management, which
is a basic element of stock companies where the right of
owners is to control and make decisions which are mandated
to a specialized group of managers who have competence in
company management. Consequently, this highlights the
importance of compatibility between owner and manager
interests in the continued survival of the company. Regard-
ing companies where their financial structure is distributed
amongst many owners where they all have a limited amount
of shares, the managers can then make decisions which allow
them to reach their interests as a result of the shareholders’
lack of incentives in closely monitoring companies’ activi-
ties, as well as the weak participatory nature of shareholders
in taking decisions or implementing policies. In regard to
companies characterized by financial structure which is con-
centrated with the major owners, financial institutions or
those which are subjected to the control of foreign ownership
or governmental ownership, they are controlled and fol-
lowed-up by owners since there have the authorities and mo-
tivations to monitor management behaviors and lower agen-
cy problems. This includes ensuring the interests of others
are respected and that managers are motivated to act within
company interests, shareholder interests, and towards an
increase in company value.

Therefore, interest asymmetry between management and
company bodies such as shareholders, creditors, the govern-
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ment and others, has caused a number of issues which have
resulted from the endeavors of each of those parties attempt-
ing to maximize its benefit, even when that is at the expense
of benefit of other parties. This has led to an increase in the
importance of studying financial structure effects and its
various components (institutional, government, foreign,
managerial and concentration ownership) on financial
achievement which is measured by Tobin’s Q indicator,
where this indicator adopts the tangible and intangible fac-
tors which affect a company’s value. It also considers a
measure used for evaluating companies where a comparison
is made between share market and book value, especially
since markets are considered an important performance indi-
cator for performance evaluation .

The criticality of the research highlights how important the
study subject is, since financial structure is one governance
mechanism which aims to control management decisions and
practices which result in maximizing its self-benefit. This
limits any agency issues and protects investors from exploi-
tation by the administration, in addition to directing investor
attention on the financial markets towards explaining the
differences in financial structures and their effect on compa-
ny performance; this helps them to make rational investment
decisions. Additionally, assisting creditors in their awareness
of financial structure effects on company performance when
making financing decisions and assisting regulatory and su-
pervisory bodies, such as the central bank and the Securities
Commission, aids the adoption of required control proce-
dures and instructions in regard to company financial struc-
ture for performance improvement. Therefore, the expecta-
tion is that this will reflect on financial market effectiveness,
national economic development, and increases rates of socie-
ty welfare and economic development at both the local and
international level .

The study's contribution is demonstrated through identifying
the effects of the financial structure as a governance mecha-
nism to achieve control role effectiveness upon the compa-
ny’s management and its effect on their decisions and behav-
iors. Therefore, trying to achieve a financial structure that
achieves the idle balance based on share distribution between
the company’s management and other parties with the com-
pany’s asymmetry interests aiming at increasing the benefit
of all parties and increases its value. Consequently, this
study expects to enhance the accounting literature by adding
new results to what has been studied from Arab and foreign
studies on the effect of the financial structure on Jordanian
commercial bank performance, especially since most previ-
ous studies have focused on different sectors, including the
industrial and service sectors. Additionally, this study at-
tempts to discover the effect for 2013-2019, which is the
most recent time span which can offer us evidence about the
effects of the Jordanian bank financial structure perfor-
mance, as measured in the Tobin’s Q indicator in that recent
period.

LITERATURE REVIEW

The legacy of institutional governance goes back to Berle &
Means, who first addressed the issue of separating ownership
from management in 1932. Institutional governance is de-
fined as a set of processes and procedures that a company
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must have to be managed in the best possible way to achieve
benefits to the stakeholders (John and Senbet, 1998). The
governance structure establishes the responsibilities and the
rights between the different groups in relation to companies’
activities, for instance the board of directors, stakeholders,
and shareholders. In addition, it determines the rules and
procedures for making decisions related to company affairs
in addition to structures whereby companies’ goals are de-
termines, and how they will achieve and control them. Lei
(2009) defined institutional governance as the mechanisms
that owners use to control management actions to maximize
profits. Elghouti (2015) indicated that institutional govern-
ance mechanisms for solving issues arising from company
ownership and management separation (agency problem) as
well as problems associated with the dispersal of ownership
in the organization. Fleming et al., (2005) stated that the de-
cisions of the financial structure reflect attempts to improve
company performance when such decisions aim to lower
agency issues among the various stakeholders in the compa-
ny and which can lead to lower costs which in turn positively
reflect upon company performance.

A study by Masmah (2018) aimed to identify the effect of
financial structures on company financial performance for
those on the Palestine Stock Exchange, which showed that
there exist positive influences of ownership concentration on
financial performance. This also revealed a significant nega-
tive effect of institutional ownership of financial activity on
Palestine companies. Acero et al., (2017) studies the effects
of financial structure as measured by concentration owner-
ship on the financial activity of the European Football Asso-
ciation's five major leagues from 2007-2012 .

The study concluded that there is a significant negative effect
of concentration ownership on financial activity. Al-Anati
(2017) aimed toward the identification of the effects of fi-
nancial structure and company characteristics on earning
quality in Jordanian insurance companies on the Amman
Stock Exchange. The results showed significant negative
effects of institutional ownership upon quality of earnings
while significant positive effects were found of government
ownership on quality of earnings .

Ahmed and Abdel Hadi (2017) showed the effect of financial
structures on financial activity in 8 Arab countries depending
on the financial statements of industrial companies for all
countries during the year (2014). One crucial aspect of the
research is significant positive effects of concentration own-
ership on companies' financial performance while family
ownership negatively affected company financial company
performance .

The study of Altemimi and AbuSamra (2016) showed the
effects of institutional ownership on share market value of
the Jordanian industrial and service companies on the Am-
man Stock Exchange. This research discovered a significant
positive effect of institutional ownership upon share market
value for Jordanian industrial and service companies. A
study by Harb (2015) aimed to discover the effects of finan-
cial structure on Jordanian bank performance on the Amman
Stock Exchange from 2010-2014 .

Financial performance was gauged using return on assets,
return on equity, and Tobin's Q indicator. The study discov-
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ered that there is a significant effect of concentration owner-
ship on Tobin's Q indicator and there was not any significant
effect of concentration ownership on return on equity or re-
turn on assets. Rahman, et al., (2015) study researched the
effect of financial structures on Malaysian bank activity from
2000-2011. The bank's activity was measured by return on
equity and return on assets. The results demonstrate that
there were significant effects of government and managerial
ownership on the performance of Malaysian banks, as well
as significant effects of institutional ownership on return on
equity, but there was no significant effect of family and for-
eign ownership on the financial activity of Malaysian banks.
Al-Badri (2016) looked at the effects of institutional owner-
ship on Egyptian bank performance, and reached the conclu-
sion that there were significant positive effects of institution-
al ownership on Egyptian bank performance. Abu Saud,
et.al. (2014) tested the effects of financial structure on Jorda-
nian industrial company activity. The results showed that if
the company manager is descended from the same family
and owns the company then this will have negative effects
on Jordanian industrial company activity. Additionally, it
found that managerial, concentration and government owner-
ship positively affected industrial company performance.
Kiruri (2013) tested the effects of financial structure on Ken-
yan bank profitability .

Crucially, the results indicate a positive effect of foreign
ownership on the profitability of banks. Chen and Yu (2012)
research looked at the effect of financial structure on compa-
ny activity in Scandinavia. This indicated a positive effect of
foreign ownership and concentration ownership on Kenyan
bank profitability. Mandaci and Gumus (2010) examined
both managerial ownership and concentration ownership of
non-financial companies’ value and profitability on the Is-
tanbul Stock Exchange. The research concluded that there
are positive effects of concentration ownership on company
value and its profit, with negative effects of managerial own-
ership on firm value. Al Shlool (2012) aimed to know the
effect of managerial ownership upon financial decisions in
Jordanian industry. It indicated a negative effect of manage-
rial ownership upon financial decisions in Jordanian indus-
try .

Fazlzadeh, et al., (2011) attempted to identify the role of the
financial structure on Iranian company performance from
2001-2006. It discovered no significant effect of concentra-
tion ownership upon Iranian company performance and that
there was not a positive significant effect of institutional
ownership on Iranian company activity. Abu-Serdaneh, et
al., (2010) investigated ownership patterns in Jordanian in-
dustrial companies on the Amman Stock Exchange. Re-
search shows that Jordanian company ownership is more
concentrated in a few categories of investors and the approx-
imately relative constant percentage of foreign and institu-
tional ownership from 2002-2006.1t showed a significant
negative effect of concentration ownership and significant
positive effects of institutional ownership, while there was
not any significant effects of foreign and managerial owner-
ship, on the activity of Jordanian industry. The Mazumder
(2017) studied the effect of corporate control, measured by
ownership structure, on top-executives’ compensation in
non-financial firms publicly traded on the first section and
second section of the Tokyo Stock Exchange (TSE), Japan.
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Such finding is limits managerial self-dealing and curves the
increase in top-executives' pay. On the other hand, the results
also show that management-controlled firms are more likely
to extract more compensation from the business than other
firms. This study confirms that corporate control has signifi-
cant impact on cash compensation paid to Japanese man-
agement.

The objective of (Vu, et.al, 2020) paper is to clarify the fac-
tors influencing system risks of listed companies in Vietnam,
with a focus on clarifying the relationship and quantifying
the impacts of ownership structure on systemic risk of listed
companies. The results of the paper showed that state owner-
ship and foreign ownership by investors were positively re-
lated to systemic risk, while ownership by domestic inves-
tors had a negative relation on systemic risk of listed compa-
nies in Vietnam. In addition, as a control variable, both com-
pany size and profitability had an effect on the systemic risk
of listed companies in the research sample. Tran, et.al (2020)
studied the relationship between ownership structure factors
and earnings management behavior of Vietnamese commer-
cial banks. The results of the study showed that the foreign
ownership ratio is an opposite effect, while the concentration
ownership has a positive effect on earnings management
behavior of Vietnamese commercial banks. Masum etc.al
(2020) aimed to investigate the impact of ownership struc-
ture on corporate voluntary disclosure in the listed compa-
nies of Bangladesh. The results indicate a significant nega-
tive relationship between public ownership and corporate
voluntary disclosure, while no significant relationships be-
tween institutional ownership and voluntary disclosure
while director ownership, and foreign ownership, have been
found.

Habtoori (2020) studied the potential effect of concentration
ownership on the relationship between board composition
and bank performance. The empirical results reveal a signifi-
cant negative moderating effect of concentration ownership
on the association between board composition and bank per-
formance. The results indicate that board composition in
terms of independent board members, executive board mem-
bers, and non-executive board members with higher concen-
tration ownership have low positive influence on bank per-
formance. The study emphasized for regulatory authorities,
companies, and market participants in Saudi Arabia and
countries with high concentrated ownership, to understand
how concentration ownership would affect corporate gov-
ernance and firm performance and to identify appropriate
actions to protect board composition from the influence of
concentration ownership

After referring to past research, this study aims to comple-
ment past research; particularly where most previous re-
search differed in the nature of the effects of financial struc-
ture on financial performance, which was studied in various
performance measures and in various industrial sectors. The
study next intends to test the effects of financial structure on
Jordanian commercial bank financial activity, which is
measured depending on the Tobin’s Q indicator and the fol-
lowing main hypothesis which is to be tested:

“There is no statistically significant effect of the financial
structure represented in (institutional, government, foreign,
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managerial and concentration ownership) on Tobin’s Q indi-
cator in Jordanian commercial banks.”

MATERIALS AND METHODOLOGY

The study methodology uses an analytical method of finan-
cial data announced in the Jordanian Securities Commission
and Jordanian Center Bank for the commercial banks from
2013-2019 .

The study populations are all Jordanian commercial banks
which traded its shares on the Amman Stock Exchange, a
total of 16 banks. The study sample uses the entire Jordanian
commercial bank population so that the financial reports
issued by them can be used to calculate Tobin’s Q, in addi-
tion to data published by the Jordanian Center Bank to obtain
financial structures data of the Jordanian Commercial Banks.

The research measures their variable and is displayed in table
1:

Table 1. Summary of Study Variables.
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tration ownership) is conducted with the independent varia-
bles as well as Tobin’s Q indicator as a dependent variable,
as illustrated in table (2):

Table 2. Descriptive Characteristics of Studies Variables.

N Mean Std. .Devia- Max Min

tion
Tobin’s Q 80 1.067 0.45 248 0.54
Institutional 80 0.67 0.23 1 0.30
Government 80 0.011 0.023 0.076 0.00
Foreign 80 0.058 0.06 0.301 0.00
Managerial 80 0.53 0.28 1 0.099
Concentrate 80 0.65 0.20 1 0.082

Study variables Way of measurement

Dependent
; The ratio of the market value of the
variable Tobin’s Q ' ‘
company's shares to its book value.
L The number of shares owned by
institutional own- o
ershi institutions investors to the total
P number of issued and traded shares.
The number of shares owned by the
government own- public (government) institutions to
ership the total number of issued and traded
shares.
The number of shares owned by non-
foreian ownershi Jordanian foreign shareholders to the
Independent 9 P total number of issued and traded
variable shares.

The number of shares owned by the
board of directors to the total number
of issued and traded shares.

managerial owner-
ship

Source: Result output from SPPS statistical analysis

As illustrated in the table (2), the arithmetic means of To-
bin’s Q indicator greater than (1) means that the market val-
ues of commercial bank shares are higher than their book
value. Additionally, this is based on ratios of financial struc-
ture and the rise of arithmetic mean of institutional owner-
ship followed by concentration ownership, then managerial
ownership with an arithmetic means of (0.67), (0.65) and
(0.53) respectively. While government ownership and for-
eign ownership of the shares of Jordanian commercial banks
occupies the last place with arithmetic means of (0.011) and
(0.058) respectively .

Test of Study Hypotheses

The SPPS statistics-22 program is used to examine study
data and test its hypotheses using the multiple regression
model related to the effects of the financial structure of Jor-
danian commercial banks on Tobin’s Q indicator, as illus-
trated in Table (3):

Table 3. Result of the Multiple Regressions Model.

The percentage of owners whose
ownership percentage exceeds (5%)
of the total number of issued and
traded shares.

concentration
ownership

Tobin’s Qi =1.177 + 0.375%In; ¢+ 10.99*GO;, + -2.046*FO; +-0.22MA
+0.326*CO; +&x

B T Sig. VIF Tolerance

constant 1.177 6.35 0.00

STATISTICAL METHODS

A number of tests are employed where each test suits why it
is used, including descriptive statistics and arithmetic mean,
minimum and maximum value and standard deviation to
show the descriptive characteristics of the study variables.
Besides, Variance Inflationary Factor is relied upon to check
the absence of interference and autocorrelations among the
study’s independent variables. The multiple regressions
model tests the ability of independent variables to interpret
the dependent variable and test the study hypotheses.

RESULTS

Descriptive analysis of the financial structure represented by
(institutional, government, foreign, managerial and concen-

In; Institutional 0.36 2.39 0.02 4.866 0.206

GO;; Government 0.33 0.15 0.46 4.202 0.238
FO;, Foreign -0.21 -0.38 0.10 1.592 0.628

MA.  Managerial -0.22 -201 0.004 4.111 0.243

CO;:Concentrate 0.49 2.56 0.00 1.343 0.745
R=0.554 (R»)=0.406 Adjusted (R?)=0.36

F=6.541

Sig F.= 0.000

Dependent Variable: Tobin’s Q

Source: Result output from SPPS statistical analysis.
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Referring to the table (3) regarding the variance inflationary
factor, it is clear that independent variables (VIF) values are
fewer than (5) and every tolerance value is greater than
(0.20). Therefore, every independent variable passed the test,
meaning that there are no issues of linear interference or au-
tocorrelations between the independent variables. Table (3),
the explanatory coefficient value (Adjusted R2) = 0.36 con-
firms that the combined independent variables (government,
foreign, institutional, concentration, and managerial owner-
ship) explain 36% of changes in Tobin’s Q indicator in Jor-
danian commercial banks. In regard to the significance of the
(F) values of the models, the values of significance are less
than (5%), meaning that the explanatory coefficient (Adjust-
ed R2) in the regression model has statistically significance
at a significance level of (o < 0.05). This proves a statistical-
ly significant effect of financial structure (concentration,
institutional, foreign, government and managerial ownership)
on Jordanian commercial bank financial performance, as
measured in the Tobin’s Q indicator.

Table 3 shows the results of the multiple regression analyses
and indicates that the value of regression coefficient of insti-
tutional ownership is (0.36) and the significance level is
(0.02), meaning that there are significant positive effects of
institutional ownership in the Tobin’s Q indicator at a signif-
icant level (a0 < 0.05). The results are consistent with several
studies including Al-Badri (2016), Mehrani, et al., (2016),
Zhang (2005), Lin and Fu (2017), Kullab and Yan (2015),
and Rajgopal, et al., (2002), Nelson and George (2013) and
Abu-serdaneh et al., (2010). Additionally, this result differs
from research by Al-Anati (2017), Lemma, et al., (2018), Al-
Najar (2015) and Falahnejad and Taheri (2014) who arrived
at the conclusion that institutional ownership negatively af-
fects company performance .

Table (3) shows that the regression coefficient of govern-
ment ownership on the Tobin’s Q indicator is (0.33), and the
level of significance is (0.46) meaning that no statistically
significant effects of government ownership on the Tobin’s
Q indicator were found at a significant level (a0 < 0.05).
These results indicate consistence with research by Durnev
and Fauver (2008), who found that institutional governance
does not often occur in companies with high government
ownership. This result is different from that of Al-Anati
(2017), Rahman et al., (2015) and Abu Saud, et al., (2014),
showing that government ownership affects company finan-
cial performance .

Table No (3) shows that the values of foreign ownership
regression coefficient is (-0.21) and the level of significance
is (0.10), showing no significant effects of foreign ownership
upon Tobin’s Q indicator at a significant level (a0 < 0.05).
This finding concurs with that of Rahman et al., (2015) and
Abu-serdaneh, et al., (2010), who concluded that there is no
effect of foreign ownership upon company activity. The re-
sults differ from studies by Khamis et al. (2015), Harb
(2015), Kiruri (2013), Jusoh (2015) who found a significant
effect of foreign ownership upon company financial perfor-
mance.

Additionally, table (3) indicates that the regression coeffi-
cient of the effect of managerial ownership on Tobin’s Q
indicator is (-0.22) and the level of significance is (0.004),
which shows a significant negative effect of managerial
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ownership on Tobin’s Q indicator at a significant level (a <
0.05)). The results differ from those of Abu Saud et al.,
(2014) and Rahman et al., (2015), who discovered a positive
effect of managerial ownership upon firm financial perfor-
mance, also concurring with Abu-serdaneh, et al., (2010),
who concluded that there is not an effect of managerial own-
ership upon the activity of Jordanian industrial companies.

Table (3) also shows the value of the regression coefficient
of the concentration ownership is (0.49) and a significance
level of (0.00) meaning that there is not a significant positive
effect of concentration ownership on the Tobin’s Q indicator
at the significance level of (o0 < 0.05). This result agreed with
Ozili, and Uadiale (2017), Ahmed and Abdel Hadi (2017),
Yasser and Almamun (2017), Mandaci and Gumus (2010)
and Ruan, et al., (2011), and differs from Fazlzadeh, et al.,
(2011), showing no significant effect of concentration own-
ership on the performance of Iranian companies.

DISCUSSION

The study returned several results and recommendations, the
most important of which are:

Positive effects of institutional ownership structure can be
found on the Tobin’s Q indicator, in reference to the invest-
ing institutions for a large percentage of company shares,
putting them in a more powerful position in comparison to
minor shareholders and provides them with the rights to
more efficiently participate in supervising and controlling
management behaviors and decisions. This results in de-
creased agency costs and activates the various mechanisms
of governance such as increasing the amount of institutional
investors’ members on the directors’ board and the audit
committee that leads to increases in their independence and
also increases the effectiveness of company performance.

In addition, institutional investors are able to gain internal
and external information about the company invested in it
which in turn has positive effects on improving the financial
performance of companies.

There is no significant effect of government ownership upon
the Tobin’s Q indicator, particularly when the percentage of
government ownership in Jordanian commercial banks is
low. The descriptive statistics in table (2) show that the per-
centage of government ownership of Jordanian commercial
banks is (0.01) and is the lowest financial structure percent-
age of Jordanian commercial banks .

There is no significant effect of foreign ownership upon the
Tobin’s Q indicator, meaning that there is no foreign owner-
ship role in activating governance mechanisms in Jordanian
commercial banks. This indicates that these investments, or
part of them, are aimed at speculating and obtaining capital
gain in the short term. This is especially true for the middle
east region’s conditions over the previous five years, which
have caused a decline in share prices contributing to the en-
couragement of foreign investors to purchase them when the
market improves, and which is not intended for medium-and
long-term investment .

Managerial ownership indicates that management board
members own company shares, which shows significant
negative effects on the Tobin’s Q indicator as the high per-
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centage of managerial ownership leads to a guarantee of the
stability of managers’ positions which pushes them to act in
their own interests instead of seeking to increase company
value. Also, as the management may exaggerate bonuses and
additional benefits, even at the expense of external share-
holder interests, the effect of conflicts of interest between
them and other owners leading to negative effects on compa-
ny financial performance.

Concentration ownership has positively affected Tobin’s Q
indicator, particularly when concentration ownership intends
to improve company governance in light of increasing the
ownership percentage during the period and the continuation
of the preservation of its shares. This provides greater moti-
vation to deepen its understanding of the business nature of
companies and increases its ability to monitor the company
business and follow up on companies implementing their
strategies and goals.

CONCLUSION

Based on the results of the study, the researcher concludes
that the financial market securities commission shall develop
policies and legislation encouraging managers to disclose
financial structure ratios of Jordanian companies to encour-
age the investment of major investors in these companies
which positively affects financial performance. Besides, the
audit committee shall activate its role in Jordanian compa-
nies by monitoring ownership percentages of companies,
especially the managerial ownership which is aimed at acti-
vating its positive role and enhancing company financial
performance .

Additionally, it is necessary to improve procedures and poli-
cies which attract and encourage non-Jordanian investors to
invest in Jordanian companies, which will exert positive ef-
fects upon company activity in the long term. This is particu-
larly true if real investments are to achieve returns, rather
than speculation. Finally, researchers should be encouraged
to expand their research on the effects of financial structure
in other areas, in addition to implementing this research
which relies on other financial performance indicators to
enhance the study results .
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