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Abstract: This study evaluates the influence of capital structure (CS) on the financial performance (FP) of listed companies on the Amman Stock 
Exchange (ASE). An empirical model based on panel data obtained from 112 Jordanian listed companies between 2005 and 2017 is used to test 
correlation between CS and corporate performance to determine the statistical significance of the relationship. The research findings show that the 
accounting performance measure that best explains the connection between CS and FP for all the companies listed on ASE is Return on Assets (ROA). 
From this model, a conclusion can be reached that firm size and asset growth have a significant positive impact on ROA while short-term and total debt 
levels have a significant negative impact on ROA for all the corporations listed on ASE. The proxies for CS have the same effects on ROE, in which case 
the effect of total debt is not statistically significant. Moreover, total debt has a statistically significant impact on EPS and Tobin’s Q for all the sectors. 
Therefore, the research concludes that CS impacts on FP significantly.  
 
Keywords: Capital Structure and Firm Performance 

———————————————————— 

 

1 Introduction 
Capital structure defines the mix of debt, equity, and hybrid 
funding that a corporation/company for financing its 
activities. CP is a crucial element of the fiscal situation of a 
firm because it has a significant influence on future cash 
flows. Additionally, the debt or equity proportion in a firm’s 
CS has a considerable impact on strategic decision making, 
especially as far as capital expenditure is concerned. 
Capital expenditure restrictions are particularly detrimental 
to firms operating in highly competitive industries that rely 
on innovation to create a sustainable competitive 
advantage over their peers (O'Brien, 2003). In this case, the 
exploitation of strategic opportunities might be hampered by 
insufficient financial slack imposed by stringent capital 
budgets. According to Nirajin & Priya (2013), CS also plays 
a fundamental role in the determination of the risk factor of 
a business entity. As such, it influences the ability of the 
company to raise additional capital and negotiate favorable 
credit terms with suppliers, which ultimately affects the 
bottom line. On the other hand, financial performance is a 
term widely used to refer to the monetary situation of a firm. 
Because capital structure (CS) influences both shareholder 
risk and return, research in this field is justified by the need 
to identify an ideal debt and equity mix to minimize risk and 
maximize profitability. Financial performance (FP) can be 
evaluated either from the accounting perspective or the 
market viewpoint (Masa'deh, Tayeh, Jarrah, & Tarhini, 
2015; Baker & Martin, 2011). The metrics used to gauge 
financial performance are a crucial part of determining the 
areas of interest in a firm’s financial reports. Measures such 
as the ROAs, the return on capital invested, ROE, and net 
profits all fall under the accounting measures of financial 
firm performance (Brealey, 2001).  
 
 
 
 
 
 
 
 
 
 
 

The market measure most commonly used is the average 
market to book value ratio also referred to as Tobin’s Q. 
Further, CS is depicted by the ratio between debt and 
equity. Debt is further categorized as either short- or long-
term and the ratio between these two categories is also 
pivotal to capital structure. Even though there has been a 
significant rise in studies addressing the relationship 
between CS and FP in developing countries, most of them 
have overlooked country-specific characteristics such as 
the prevalence of Islamic banking, prevailing interest rates, 
and political stability. While the principles of Islamic Finance 
are not imposed strictly on Jordanian firms, their impact on 
CS, particularly with respect to debt, cannot be ignored. 
Nonetheless, the bulk of literature on Islamic Finance has 
only focused on its impact on financial institutions, there are 
very few studies that have proposed a robust empirical 
model to evaluate the impact of Islamic finance on sharia 
compliant institutions. The aim of this paper is to set the 
stage for further research on the Impact of Islamic finance 
on non-financial institutions. This will be achieved by 
making comparisons between the results obtained for 
Jordanian firms and the results obtained from previous 
studies for both developing and developed countries. 
 

2 Literature Review 
Earliest theories on CS by authors such as 1958’s 
Modigliani and Miller’s research suggest the that the 
structure was irrelevant to firm value based on what a 
number of authors would later consider as unrealistic 
assumptions. In a bid to apply more realistic conditions to 
the issue of CS, several theories have come out of the 
woodwork including the agency theory, the signaling theory, 
bankruptcy theory, trade-off theory, and pecking order 
theory. Notwithstanding, financial managers are still faced 
with the challenge of determining whether these theories 
and empirical models are applicable in the real world.  
Either way, CS is a critical part of corporate decision-
making because the commitments made in the capital 
sourcing process more often than not determine the future 
actions of a firm’s management either directly or indirectly 
(Ross, Westerfield, & Jordan, 2010). In light of this, there 
are numerous studies into the effect of CS on financial 
performance, which have yielded mixed results.  According 
to Abeywardhana (2016), a notable negative relationship 
exists between financial performance and both the liquidity 
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and leverage of a firm. The author further outlines size, 
which is positively connected to CS, as a more important 
determinant of profitability. Ultimately, Abeywardhana 
concludes that capital has a major influence on the 
profitability of SMEs in the UK. Based on results from 
previous studies conducted on firms operating within the 
manufacturing sector in the UK, the effect of CS was found 
to be dependent on the sector in which a company 
operates. It was particularly observed that firm size had an 
influence on a firm’s profitability in the manufacturing sector 
but not the service sector (Goddard & Wilson, 1996; 
Goddard & Wilson, 2006; Goddard, Tavakoli, & Wilson, 
2005). This disparity was attributed to industry-specific 
factors such as barriers to entry. Another research study 
based on empirical evidence from financial sector firms in 
Indonesia showed that high leverage had a positive 
influence on the insurance and banking subsectors of the 
financial sector (Saputra, Achsani & Anggraeni, 2015). This 
was in contrast to the securities and funding subsectors 
which showed a strong negative relationship with CS. The 
negative correlation between debt and financial 
performance aligns with the Pecking Order Theory with the 
exception of the financial markets where the business 
model is heavily dependent on being able to borrow and 
loan money at different rates (Al-Mutairi & Naser, 2015). 
This higher tolerance to debt in the banking industry was 
also found in the Nigerian banking industry as studied by 
Abubakar (2015), although his study was focused on the 
ROE measure of FP, which he found to have no notable 
correlation with a firm’s debt ratio. In Jordan, Taani (2013) 
found a positive connection between the FP of banks and 
the total debt using the net profit, return on invested capital, 
and net interest margin as the financial performance 
proxies. From the foregoing, it is evident that the sector 
within which a firm operates has a bearing on the impact of 
CS on FP. The proxy used for financial performance in a 
study also informs the findings of the study. This is evident 
in a study by Chadha & Sharma (2015) which showed there 
to be no significant relationship between CS and the ROI 
and Tobin’s Q of a firm. The same study indicated that 
there was a strong negative correlation between the CS 
and ROI. Additionally, a study on Jordanian firms found 
there to be a negative relationship between leverage and a 
firm’s accounting measures of financial performance while 
also showing a strong positive relationship between the 
short-term debt to total assets (STDTA) and Tobin’s Q 
(Zeitun & Tian, 2014). This finding is consistent with Myers 
(1977) assertion that firms with high STDTA  ratios were 
bound to have higher growth rates and generally high FP 
than their more long-term leveraged counterparts. Varying 
results were also found among different financial 
performance measures in the Nigerian banking sector 
(Abubakar, 2015). According to Iavorskyi (2013), the 
location of a firm has a significant bearing on the influence 
of CS on its FP. This is because external factors such as 
the country’s growth rate also influence capital structure 
decisions. Iavorskyi argues that the tying up of future cash 
flow into fixed payments to service debt may be costlier for 
developing-country-based firms due to the higher 
opportunity cost of being unable to take advantage of future 
high return opportunities. The length of the repayment 
terms of the debt also plays a critical role in the effect that 
leverage has on FP. According to Myers (1977), companies 

with high STDTA ratios exhibit higher growth rates and 
better performance than those whose majority of debt is 
long term. This, according to Iavvorskyi (2013), is due to the 
flexibility afforded to firms to pursue opportunities as they 
arise by short term repayment of debt. Another factor to be 
considered in assessing the influence of CS on FP is the 
interest rate regime in a country. Developing nations tend to 
have higher interest rates that are much more susceptible 
to sudden change (Abdoh, Yusuf, Zulkifli, Bulot, & Ibrahim, 
2016). Mursalim, Mallisa, & Kusuma (2017) found there to 
be a significantly high correlation between CS and FP in 
Thailand, Malaysia, and Indonesia. Other similar studies 
such as that conducted by Abubakar (2015) in Nigeria and 
Zeitun &Tian (2014) in Jordan suggest this to be a pattern 
among developing nations. (Zeitun & Tian, 2007) also cite 
another potential issue with CS and FP in developing 
nations by exploring the effect of regional conflict, which is 
mostly a preserve of the developing world, on firm financial 
performance. The Gulf crisis had a negative impact on 
corporate performance. These factors suggest that capital 
structure decisions could also depend on the firm’s external 
environment rather than solely internal factors. The 
significance of past studies takes precedence over financial 
theory for this study. This is because there are far too many 
assumptions required for financial theory predictions to hold 
true in the real world. For instance, the need for corporate 
control in the markets for the free cash flow theory to hold 
true is a significant step away from reality in most 
developing nations (Iavorskyi, 2013). Additionally, the trade-
off theory as a predictor of firm activity and performance in 
developing nations is made impractical by the many 
external elements that affect the CS decisions as opposed 
to the benefit of the firm which is what this theory relies on 
(Zeituni & Tian, 2014).  
 

3 Methodology 
 
3.1 Sample Selection and Data 
The data-set for this study was obtained from financial 
statements of the192 companies listed on the ASE from 
2005 to 2017. Banking (15 companies) and Insurance (21 
companies) companies from the financial sector were 
eliminated from the research because they are subject to 
special reporting requirements, which make their financial 
statements significantly different from those of the other 
companies. While it would have been possible to use other 
variables to act as proxies for the variables of interest form 
these two groups, the literature review also revealed that 
their relationship with financial performance was 
significantly different from those of other companies. 
Nonetheless, to determine the holistic effect of the variables 
of interest on financial performance, real estate (33 
companies) and diversified finance companies (31 
companies), which fall under the Financial sector were also 
included in the analysis. Companies that were included in 
the final dataset had to meet two criteria 1) To eliminate 
missing values from the final analysis companies had to 
have all the values for the variables of interest throughout 
the period (from 2005 to 2017). 2) All the values for total 
assets and market capitalization had to be greater than 1 
throughout the period (no zero values). Companies 
included in the analysis are summarized in table 1 below. 
To eliminate zero values in the growth variable, the year 
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2005 was also omitted from the final dataset. Finally, 
because companies from both the real estate and 
diversified financial services subsectors only contained data 

from 2008, separate regression models were conducted to 
include these two subsectors with data ranging from 2009 
to 2017.  

 
Table 1: Sample Selection 

Sector Total Eliminated Selected 

Financial Sector       

Banks 15 15 0 

Insurance 21 21 0 

Real Estate 33 9 24 

Diversified Financial Services 31 7 24 

Service Sector       

Commercial Services 9 3 6 

Educational Services 6 0 6 

Healthcare Services 4 2 2 

Hotels and Tourism 9 2 7 

Media 1 0 1 

Technology & Communication 2 1 1 

Utilities & Energy 5 2 3 

Transportation 10 5 5 

Industrial Sector       

Pharmaceutical and Medical 4 2 2 

Chemical 7 2 5 

Food and Beverages 9 1 8 

Tobacco & Cigarettes 2 0 2 

Mining & Extraction Industries 10 2 8 

Engineering and Construction 8 4 4 

Electrical Industries 3 1 2 

Textiles Leathers & Clothing 3 1 2 

Total 192 80 112 

 
3.2 Hypothesis Testing 

 
3.2.1 Capital Structure (CS) and Accounting 

Measures (ROA, ROE and EPS) 
Several studies have established a significant relationship 
between CS and the accounting measures of FP (i.e. ROE, 
ROA, and EPS). Separate research studies conducted by 
Khatoon & Hossain (2017) and Abeywardhana (2015) 
identified that short-term debt impacts all the accounting 
measures positively while long-term debt impacts the same 
measures except ROE negatively. Contrarily, consistent 
with Modigliani and Miller’s theorem, Phillips & Sipahioglu 
(2013) find no significant relationship between the 
proportion of debt in CS and FP of quoted UK organizations 

with hotel interest. Taani (2013) also concludes that despite 
having a significant influence on other performance 
measures, total debt does not have a significant impact on 
ROE for companies in the Jordan Banking industry. 
Similarly, based on empirical evidence from a sample of 
non-financial, listed Egyptian companies, Ebaid (2009) 
argues that the CS decisions mostly have a weak-to-no 
impact on a corporate performance. Nonetheless, the 
author acknowledges that the STBTA and total debt and 
total assets ratio impact ROA (as a measure of firm 
performance) negatively. An empirical analysis for the 
evaluation of the impact of CS on companies in the 
Indonesian financial industry revealed that long term debt to 
total assets has an insignificant positive effect on ROA 



INTERNATIONAL JOURNAL OF SCIENTIFIC & TECHNOLOGY RESEARCH VOLUME 8, ISSUE 10, OCTOBER 2019       ISSN 2277-8616 

367 
IJSTR©2019 
www.ijstr.org 

(Saputra, Achsani, & Anggraeni, 2015). Nonetheless, the 
ratio has a significant negative effect on ROA for firms in 
the insurance subsector. Moreover, total debt to assets has 
a significant negative impact while growth has a significant 
positive for firms in the entire sector. Saputra, Achsani, & 
Anggraeni (2015) also observed that long term debt (LTD) 
to total assets has an insignificant negative effect on ROE, 
while total debt to assets has an insignificant positive effect. 
Both ratios, however, impact firms in the insurance 
subsector significantly while total debts to assets has a 
significant positive impact for firms in the banking sub-
sector and significant negative impact for firms in the 
securities subsector. Another empirical study focusing on 
the consumer and industrial sectors in Malaysia used 
various models to illustrate that STD and total debt have a 
significant influence on ROA while ROE has a significant 
relationship with all the levels of debt (Ahmad, Abdullah, & 
Roslan, 2012). Finally, in a study that sought to establish 
the correlation between CS and the FP of listed companies 
in Bahrain Bourse, Gharaibeh (2015) concluded that the 
ratio of total liabilities to total assets has a significant 
positive impact on ROE, but not ROA and EPS.  Despite 
the mixed results on the relationship between CS and FP, 
the following hypothesis are based on the most majority of 
findings from previous research studies. 
 
H1: CS has a significant influence on ROA 
H2: CS has a significant influence on ROE 
H3: CS has a significant influence on EPS 
 

3.2.2 CS and Market Measures (Tobin’s Q) 
In a bid to evaluate the impact of debt policy on the FP of 
SMEs in South Africa and Ghana, Abor (2007) established 
that STD to capital ratio has a significant positive impact on 
Tobin’s Q, while LTD to capital ratio has significant negative 
relationship. Another study conducted by Zeitun & Tian 
(2007) to establish the connection between CS and FP in 
Jordanian corporations revealed that the ratio of STDTA 
has a significant positive impact on Tobin’s Q. These 
results suggest that capital structure has a significant 
impact on Tobin’s Q hence the hypothesis below.  
 
H4: CS has a significant influence on Tobin’s Q 
 
3.3 Variables 

ROE, Earnings per Share (EPS), ROA, and Tobin’s Q 
constitute the dependent variables, which are a proxy for 
FP. On the other end of the spectrum, independent 
variables include STD to total assets, LTD to total assets, 
and total debt (TD) to total assets. Finally, firm size (Size) 
which is the natural log (Ln) of the total assets and the 
annual change in total assets (Growth) are the control 
variables.  
 
3.4 Regression Model Specification  
The leverage and a firm’s performance relationship was 
tested by the following regression equations. Because the 
data set contains both cross-section data and time series 
data, these equations will be computed using panel data 
regression analysis. This regression model is based on 
previous research studies by various authors.  

 
                                                                                                    ( ) 
                                                                                      ( ) 
                                                                                          ( )  
                                                                                       ( )  

 
Where:  
it = firm i in year t, 
     =  ROE for firm i in year t (Fit) 

      = ROA for Fit 

    = Tobin’s Q for Fit  

      = Earnings per share for Fit  

      = STD to total assets for Fit 
       = LTD to total assets for Fit  

      = total debt to total asset for Fit  

        = natural logarithm of total assets for Fit 

        = changes in total asset  

     = error term  

 
This model will evaluate the correlation between the FM 
and CS. Three different regression models will be used to 
evaluate the relationship between CS and FP: 

1) Pooled Ordinary Least Squares Model (OLS)  
2) Fixed Effect Model (FE)  
3) Generalized Least Squared (Random Effects) 

Model (GLS) 
 
Applying the Breusch-Pagan LM and the Hausman tests 
will enable the selection of the select the most appropriate 
model for the analysis. Because most studies are inclined 
toward the FE model, the Hausman test will first be applied 
for the determination of the better model between FE and 

the random effects (RE) model. If the RE model is 
determined to be the better model, then the Breusch-Pagan 
LM test will be used to determine between the RE model 
and the pooled OLS model.  
 
The following hypothesis will be used for the two tests 

a) Hausman test 
   
                            (              )       (   ) 
                        (   ) 

b) Breusch-Pagan LM test 
                                         (   ) 
   
                             (              )       (   ) 
3.5 Descriptive Statistics 
The companies are broadly categorized into three sectors, 
industrial, services and finance. It is worth noting that even 
though the financial sector is characterized by unique 
reporting requirements, at least 50% of the firms listed on 
the Amman stock exchange are categorised under this 
sector. For this reason, it would not be prudent to ignore the 
impact of this sector on the regression model based solely 
on the selection criteria. Consequently, the analysis 
involves two different panels, one panel containing only 
industrial and service sector firms, which satisfy the 
selection criteria for the entire period (i.e. 2005 to 2017) and 
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another panel that includes firms from all the three sectors 
satisfying the selection criteria from 2008 to 2017. Table 2 
summarizes the descriptive statistics for the first panel, 
which includes industrial and service sector firms. A total of 
64 companies were selected from the industrial and service 
sectors. From this sample it is evident that majority of the 
firms in these two sectors have exhibited a positive Return 
on Assets for the period under investigation. Moreover, 
most of them meet their financial obligations using STD as 
opposed to LTD. Specifically, an average of 25% of total 
assets is financed by STD compared to 7% which is 
financed by LTD. In fact, some companies did not record 
any long-term debt throughout the period. This can be 
attributed to firms’ preference of STD over LTD in Islamic 

countries as a result of the prohibition of Riba in Islamic 
Finance. The descriptive statistics for all the sectors 
illustrated in table 2 include a total of 112 firms. The 
addition of financial sector firms to the previous sample had 
a negative impact on ROA, which declined from an average 
of 4.5 to average of 1.4. Earnings per share however 
increased significantly from 0.17 to 0.78. Surprisingly, 
average size and average long-term debt did not change 
much between the two groups. Nonetheless, there was a 
decline in the average percentage of total assets financed 
by STD by about 5%. This suggests that firms from the 
financial sector employ less short-term debt in their capital 
structure.

 
Table 2: Descriptive Statistics for Industrial and Service Sectors 

Variable Observations Mean Standard Deviation Minimum Maximum 

ID 768 n/a 18.48499 1 64 

ROA 768 4.507174 8.676393 -58.67 43.94 

ROE 768 -40.12525 1246.791 -34544.15 57.21 

EPS 768 0.1707031 0.4392325 -1.08 3.74 

Q 768 0.9745814 0.8308509 0.0291029 11.47762 

LTD 768 0.0769659 0.1265877 0 0.730458 

Size 768 17.38019 1.30905 13.9991 21.3103 

Growth 768 0.0946557 1.371456 -0.4213808 37.55621 

TD 768 0.3317222 0.2123369 0.0039982 0.9981571 

STD 768 0.2547562 0.1648883 0.0039982 0.9981571 

 
Table 3: Descriptive Statistics for All Sectors 

Variable Observations Mean Standard Deviation Minimum Maximum 

ID 1008 n/a 32.34638 1 112 

ROA 1008 1.366944 17.55645 -483.28 38.67 

ROE 1008 -37.52054 1098.969 -34544.15 50.85 

Q 1008 0.7869435 0.7813086 0 11.47762 

EPS 1008 0.0918353 0.3489105 -1.08 3.6 

LTD 1008 0.0795641 0.1462967 0 0.967501 

Size 1008 17.10313 1.367704 11.82809 21.3103 

Growth 1008 0.0126583 0.2049248 -0.8128567 2.327591 

TD 1008 0.2833073 0.2229199 0.00092 0.9981571 

STD 1008 0.2037433 0.1667443 0 0.9981571 

 
Table 4: Means for Individual Sectors 

Variable Financial Service Industrial 

Number of Companies 48 31 33 

ROA -2.344421 5.777984 3.313384 

ROE -40.12525 8.348737 -85.66141 

EPS 0.1707031 0.1923925 0.1503283 

Q 0.9745814 1.123539 0.8346513 

LTD 0.0793739 0.0971953 0.0579626 
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Size 16.67246 17.5966 17.1769 

Growth -0.0045525 0.1608656 0.0324585 

TD 0.2117312 0.32685 0.3362991 

STD 0.1323573 0.2296547 0.2783365 

 
Table 4 reveals that the service sector exhibited a better 
performance compared to both the industrial and financial 
sector for the period under investigation. Specifically, it was 
characterized by higher average ROA, ROE, EPS and 
Tobin’s Q compared to the other sectors. Even though the 
industrial sector exhibited a higher ROA compared to the 
financial sector, it had the lowest average ROE, EPS and 
Q. The service sector also had the highest average growth 
rate (16.1%) followed by the industrial sector (3.2%). In 
contrast, he financial sector recorded a negative growth 
rate. Apart from being associated with the highest 
performance, the service sector also had the highest 
percentage of total assets financed by LTD.  
 

3.6 Correlation Analysis  
From the correlation matrix, it is evident that the ratio 
between TD to total assets is strongly correlated with the 
ratio between STD and total assets and the ratio between 
LTD and total assets. As such, either STD or LTD is bound 
to be omitted from the regression model due to collinearity. 
The matrix also reveals that all the performance measures 
are negatively correlated with STD and TD expect for EPS 
which has a very weak positive correlation with TD. On the 
other hand, all the accounting performance measures are 
positively correlated with size and growth. Tobin’s Q, 
however, has a weak positive correlation with growth and a 
weak negative correlation with firm size. 

Table 5: Correlation Matrix for All sectors 

 
EPS ROA ROE Q Size Growth STD LTD TD 

         
 

EPS 1 
       

 

ROA 0.3913 1 
      

 

ROE 0.0839 0.2085 1 
     

 

Q 0.3889 0.0429 -0.0123 1 
    

 

Size 0.3312 0.2108 0.035 -0.0265 1 
   

 

Growth 0.2131 0.2366 0.0666 0.0035 0.1083 1 
  

 

STD -0.0384 -0.1496 -0.1682 -0.1022 0.1594 0.066 1 
 

 

LTD 0.0445 -0.0065 0.0195 -0.2089 0.3785 0.1387 0.01 1  

TD 0.0005 -0.1162 -0.113 -0.2136 0.3677 0.1403 0.7546 0.6637 1 

 

4 Regression Results 
 

Table 6: Regression Results for ROE 
                                                        

Variables OLS FE GLS Pred. Sign 

Panel A: Industrial and Service Sectors 

LTD 0 (omitted) 
4211.014*** 

(0.000) 
1486.642*** 

(0.002) 
+ 

Size 
36.81013 
(0.306) 

337.4291** 
(0.040) 

37.58199 
(0.311) 

+ 

Growth 
4.481428 
(0.890) 

2.089948 
(0.950) 

4.49686 
(0.890) 

+ 

TD 
161.7411 
(0.663) 

-3966.668*** 
(0.000) 

-1319.38*** 
(0.000) 

- 

STD 
-1439.276*** 

(0.002) 
0 (omitted) 0 (omitted) - 

Constant 
-367.3052 

0.551 
-4913.179* 

(0.082) 
-370.4864 

(0.560) 
 

    0.0294    

             0.0243    

Hausman test (  ) 
 

 
27.93 

(0.0000) 
  

Breusch-Pagan LM test ( ̿ ) 
 

  
0.08 

(0.3880) 
 

Panel B: All Sectors 
LTD 0 (omitted) 0 (omitted)  1134.637*** (0.000) + 

Size 48.68062* (0.075) 
399.8595** 

(0.016) 
49.20118* (0.077) + 
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Growth   395.505** (0.019) 
349.9271* 

(0.057) 
395.7927** (0.019) + 

TD -89.19088*** (0.725) 
   -59.76302 

(0.934) 
-1222.6*** (0.000) - 

STD 
   -1114.271*** 

(0.000) 
-4187.27*** (0.000) 0 (omitted) - 

Constant -622.8245 (0.172) 
-6010.741** 

(0.032) 
-627.9298 (0.176)  

    0.0375    

             0.0337    

Hausman test (  ) 
 

   14.30 (0.0025)   

Breusch-Pagan LM test ( ̿ )   
0.01  

(0.4590) 
 

 
The Hausman test shows that the FE regression is the most 
appropriate model to describe the relationship between CS 
and FP for both models. Based on this model, STD to total 
assets is omitted from panel A while LTD to total assets is 
omitted from panel B due to collinearity. The model for the 
first panel, which includes the industrial and service sectors 
reveals that LTD to total assets and company size have a 
significant positive impact on ROE. Moreover, TD to assets 
has significant negative impact while company growth has 
an insignificant positive impact on ROE. This suggest that 
Jordanian companies should employ more LTD to finance 
their operations. Even though STD is omitted from the 
model, the fact that TD has a negative impact on return on 
assets suggests that the short-term component of total debt 
is responsible for the negative relationship. Based on Panel 
B which includes companies from all the sectors, it can be 
concluded that CS impacts ROE significantly because all 
the coefficients except the coefficient for TD are significant 
at the 10% significance level. The equations below 
summarize the relationship between CS and FP for the two 
panels 
 
Panel A: Industrial and Service Sectors 
                                                

                                   
Panel B: All sectors 
                                               

                                  
 

These findings align with the results obtained from a 2012 
study by Ahmad, Abdullah, & Roslan on consumer and 
industrial sectors in Malaysia. A previous study of 167 
Jordanian corporations (1989-2003) corroborates that the 
relationship between STD to total assets and ROE is 
negative. The same study however illustrates that ROE and 
LTD have a negative relationship. Additionally, the above 
results contradict evidence from listed cement companies in 
Bangladesh, which demonstrated that STD impacts ROA, 
ROE and EPS positively in a significant manner, and 
highlights the significance of the negative effect LTD has on 
ROA and EPS (Khatoon & Hossain, 2017; Amin & Jamil, 
2015). Evidence from the Indonesian financial industry and 
companies listed on the Bahrain Bourse also refutes the 
positive relationship between LTD and ROE (Saputra, 
Achsani, & Anggraeni, 2015; Uremadu & Onyekachi, 2018). 
Nonetheless, the mixed results can be explained by the 
variation between the influence of CS on FP for sharia 
compliant and non-sharia compliant companies. Shahara & 
Shahara, (2015), illustrated that STD and LTD have a 
negative impact on both ROA and ROE for non-sharia 
compliant companies while they have a positive impact on 
the two financial ratios for sharia compliant companies. 
Cheema, Mahboob, Farooq, & Yousaf (2017) also showed 
that the relationship between STD ratio and FP measured 
by both ROA and ROE is positive for Sharia-compliant 
organizations and negative for non-sharia compliant 
institutions of the Pakistan Stock Exchange. From the 
foregoing, it can be asserted that CS has a great impact on 
ROE.  

 
Table 7: Regression Results for ROA 

                                                        
Variables OLS FE GLS Pred. Sign 

Panel A: Industrial and Service Sectors 
LTD 0 (omitted) 6.900508 (0.183) 2.76283 (0.514) - 

Size 2.160036*** (0.000) 
4.368217*** 

(0.000) 
2.72543*** (0.000) + 

Growth 0.0920947 (0.658) 
0.2031517 

(0.240) 
0.1986714 (0.252) + 

TD -16.51352*** (0.000) 
 -30.26322*** 

(0.000) 
-22.92419*** (0.000) - 

STD 
  2.6978  
(0.364) 

0 (omitted) 0 (omitted) - 

Constant 
-28.25276*** 

(0.000) 
-61.92462*** 

(0.000) 
-35.48831*** 

(0.000) 
 

    0.1750    

             0.1707    

Hausman test (  ) 
 

 
18.64  

(0.0009) 
  

Breusch-Pagan LM test ( ̿ ) 
 

  480.61 (0.0000)  

Panel B: All Sectors 
LTD 0 (omitted) 0 (omitted)  11.34526* (0.077) - 
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Size 3.47775 *** (0.000) 
18.54053*** 

(0.000) 
4.250341*** (0.000) + 

Growth 20.59536*** (0.000) 
15.84902*** 

(0.000) 
19.9404*** (0.000) + 

TD -16.83885*** (0.000) 
  -42.69548*** 

(0.000) 
-31.88423*** (0.000) - 

STD 
  -4.983826 

(0.297) 
-33.22795**** 

(0.003) 
0 (omitted) - 

Constant 
-52.58819*** 

(0.000) 
-297.069*** 

(0.000) 
-63.44926** 

(0.047) 
 

    0.1459    

             0.1425    

Hausman test (  ) 
 

 40.66 (0.0000)   

Breusch-Pagan LM test ( ̿ ) 
 

  70.36 (0.0000)  

 
For the industrial and service sectors, only size and TD 
have a statistically significant relationship with ROA. 
Applying the FE regression model, STD is omitted from 
panel A while LTD is omitted from panel B due to 
collinearity. Like ROE, firm size and TD impact ROA 
positively and negatively respectively. Even though the 
coefficients for LTD and growth are not statistically 
significant, their effect on ROA is similar to that on ROE. 
When all the sectors are considered, all the coefficients are 
statistically significant under the FE model. Size and growth 
have a positive impact on ROA, while TD and STD are 
inversely proportional.  This relationship is summarized by 
the equations below 
 
Panel A: Industrial and Service Sectors 
                                                 

                                    

 
Panel B: All Sectors 
                                                

                                    
 
While these findings are supported by a number of 
empirical studies (Vătavua, 2015; Ahmad & Mohsin, 2016) 
other authors have presented findings that suggest 
otherwise. The positive relationship between LTD and ROA 
and the negative impact of both TD and STD on ROA are 
disputed by several research studies (Abeywardhana, 
2015; Uremadu & Onyekachi, 2018). The discrepancy in 
findings can however be explained by the prevalence of 
sharia-compliant institutions on the ASE. The results outline 
that CS has a significant influence on ROA. 

 
Table 8: Regression Results for Q 

                                                      
Variables OLS FE GLS Pred. Sign 

Panel A: Industrial and Service Sectors 

LTD 0 (omitted) -0.5586621 (0.237) 
-0.1803949 

(0.657) 
- 

Size 0.1368815*** (0.000) 
-0.3512843*** 

(0.000) 
-0.005825 

(0.897) 
- 

Growth 0.0032763 (0.871) 
0.0154439 

(0.327) 
0.011873 
(0.456) 

+ 

TD -1.701672*** (0.000) 
 -1.12893*** 

(0.000) 
-1.354035*** (0.000) - 

STD 
  0.289098 

(0.316) 
0 (omitted) 0 (omitted) - 

Constant 
-0.9139225** 

(0.017) 
-7.495998*** 

(0.000) 
1.537745** 

(0.047) 
 

    0.1531    

             0.1487    

Hausman test (  ) 
 

 
29.65  

(0.0000) 
  

Breusch-Pagan LM test ( ̿ ) 
 

  706.28 (0.0000)  

Panel B: All Sectors 

LTD 0 (omitted) 0 (omitted) 
-0.3449173 

(0.293) 
- 

Size 
0.0456271** 

(0.018) 
0.1313279 

(0.129) 
0.0543869 

(0.130) 
- 

Growth 0.1377311 (0.244) 
-0.242816** 

(0.012) 
-0.1674553* 

 (0.070) 
+ 

TD -1.297972**** (0.000) 
-0.8395196** 

(0.026) 
-0.7198908*** (0.001) - 

STD 0.7594163*** (0.001) 
-0.0616805 

(0.887) 
0 (omitted) - 

Constant 
0.2178333 

(0.497) 
-1.205693 

(0.411) 
0.0902706 

(0.881) 
 

    0.0605    
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             0.0568    

Hausman test (  ) 
 

 nul   

Breusch-Pagan LM test ( ̿ ) 
 

  
838.83 

(0.0000) 
 

  
The FE model is again determined to be the best model to 
explain the correlation between Tobin’s Q and CS. Tobin’s 
Q only has a statistically significant connection with Size 
and TD under panel A and a statistically significant 
relationship with TD and Growth under panel B. Unlike the 
first two accounting measures, growth has negative impact 
on Tobin’s Q. These relationships are summarized by 
equations below 
 
Panel A: Industrial and service sectors 
                                                

                                  
Panel B: All sectors  

                                              
                                    

 
Even though several studies have leveraged market 
measures to evaluate the interconnection between CS and 
FP, there are relatively fewer studies that have incorporated 
Tobin’s Q in their empirical models compared to ROA and 
ROE. Nonetheless, the results are more consistent. The 
findings obtained by Zeitun & Tian (2007) corroborate the 
regression results for Tobin’s Q. The fact that TD has a 
statistically significant relationship with Tobin’s Q is 
evidence that CS has statistically signifant influence on the 
latter.  

 
Table 9:Regression Results for EPS 

                                                        
Variables OLS FE GLS Pred. Sign 

Panel A: Industrial and Service Sectors 

LTD 0 (omitted) 0.0216835 (0.926) 
0.0772219 

(0.703) 
+ 

Size 0.1452145*** (0.000) 
0.1649956*** 

(0.000) 
0.1583717*** (0.000) + 

Growth 0.0025095 (0.810) 
0.0068014 

(0.381) 
0.00648  
(0.403) 

+ 

TD -0.3645549*** (0.002) 
  -0.9108372*** 

(0.000) 
-0.7857964*** (0.000) + 

STD -0.1334446 (0.370) 0 (omitted) 0 (omitted) - 

Constant -2.198463*** (0.000) 
-2.39712*** 

(0.000) 
-2.327718*** 

(0.000) 
 

    0.1926    

             0.1884    

Hausman test (  ) 
 

 
6.30  

(0.1777) 
  

Breusch-Pagan LM test ( ̿ ) 
 

  970.87 (0.0000)  

Panel B: All Sectors 

LTD 0 (omitted) 0 (omitted) 
0.1825639 

(0.166) 
+ 

Size 0.0954193*** (0.000) 
0.0162788 

(0.605) 
0.0822726*** (0.000) + 

Growth 0.3352723*** (0.000) 
0.2330796*** 

(0.000) 
0.216842*** 

(0.000) 
+ 

TD -0.293989*** (0.000) 
-0.382892*** 

(0.005) 
-0.5103837*** (0.000) + 

STD 0.0641498 (0.495) 
-0.2592275 

(0.101) 
0 (omitted) - 

Constant -1.474159*** (0.000) 
-0.0282419 

(0.958) 
-1.187959*** 

(0.000) 
 

    0.1646    

             0.1612    

Hausman test (  ) 
 

 
5.51  

(0.1381) 
  

Breusch-Pagan LM test ( ̿ ) 
 

  
1363.87 
(0.0000) 

 

 
Unlike the first three proxies, the fixed-effects model is 
disqualified by Hausman test. Consequently, the random-
effects model is utilized in this case. STD is eliminated from 
both models due to collinearity. EPS only has a statistically 
significant relationship with Size and TD for panel A. 
Consistent with the correlation matrix, TD has a negative 
impact on EPS while size has a positive impact. Under 
panel B, size and growth have a statistically significant 
positive effect on EPS, while TD has a statistically 

significant negative impact. LTD has an insignificant 
positive relationship in both models. The above results are 
summarized by the equations below.  
 
Panel A: Industrial and service sectors 
                                               

                                    
 
 



INTERNATIONAL JOURNAL OF SCIENTIFIC & TECHNOLOGY RESEARCH VOLUME 8, ISSUE 10, OCTOBER 2019       ISSN 2277-8616 

373 
IJSTR©2019 
www.ijstr.org 

Panel B: All sectors  
                                              

                                    
  
Gharaibeh (2015) also concludes that there is a negative 
relationship between TD and EPS while Khatoon & Hossain 

(2017) and Siddik, Kabiraj, & Joghee (2017) contend that a 
negative relationship exists between LTD and EPS positive 
relationship between TD and EPS. Despite the mixed 
result, a conclusion can be reached that the relationship 
between CS and EPS is statistically significant. 

 
Table 10: Fixed Effect Regression Results for Individual Sectors 

Performance  Capital Structure Financial Sector Service Industrial 

ROA 

LTD 0 (omitted) 0 (omitted) 
7.50568 
(0.334) 

Size 
30.91047*** 

(0.000) 
 

3.484904 *** 
(0.000) 

2.389244 
(0.107) 

Growth 
16.97033*** 

(0.000) 
 

0.0918139 (0.508) 
15.07388*** 

(0.000) 

TD 
-74.60424*** 

(0.001) 
 

-11.77807 ** 
(0.033) 

-37.28981*** 
(0.000) 

STD 
-40.07233 

(0.119) 
 

0.9037487 (0.879) 0 (omitted) 

Constant 
-496.5209*** 

(0.000) 
 

-51.91713*** 
(0.001) 

-26.11021 
(0.300) 

ROE 

LTD 0 (omitted) 0 (omitted) 
7987.515*** 

(0.000) 

Size 
338.8211*** 

(0.000) 
5.704501*** 

(0.000) 
719.379* 
(0.051) 

Growth 
111.164** 

(0.013) 
0.1409184 

(0.503) 
717.7334 
(0.131) 

TD 
-715.2281*** 

(0.001) 
-20.86341** 

(0.013) 
-5990.733*** 

(0.000) 

STD 
-509.9416** 

(0.043) 
4.429299 
(0.623) 

0 (omitted) 

Constant 
-5443.47*** 

(0.000) 
-86.25176*** 

(0.000) 
-10913.96* 

(0.082) 

EPS 

LTD 0 (omitted) 0 (omitted) 
-0.1116076 

(0.767) 

Size 
0.0123305 

(0.535) 
0.1309446*** 

(0.000) 
0.0840076 

(0.243) 

Growth 
0.0848508*** 

(0.000) 
0.0011357 

(0.835) 
0.663669*** 

(0.000) 

TD 
-0.1055799 

(0.279) 
-0.6659744*** 

(0.002) 
-1.006168*** 

(0.000) 

STD 
-0.0631024 

(0.585) 
0.0372504 

(0.874) 
0 (omitted) 

Constant 
-0.1821263 

(0.580) 
-1.902851*** 

(0.002) 
-0.9693614 

(0.428) 

Q 

LTD 0 (omitted) 0 (omitted) 
-.2281723 

(0.686) 

Size 
0.0664471 

(0.599) 
-0.597404*** 

(0.000) 
-.0714089 

(0.507) 

Growth 
-0.418075*** 

(0.001) 
0.0106294 

(0.548) 
.5534323*** 

(0.000) 

TD 
-0.0708181 

(0.909) 
-1.663135** 

(0.019) 
-1.346144*** 

(0.000) 

STD 
-0.4996561 

(0.497) 
0.6669658 

(0.379) 
0 (omitted) 

Constant 
-0.3808526 

(0.856) 
12.02453 
(0.000) 

2.509204 
(0.171) 

 
The above results outline a negative correlation between 
total debts all the financial performance proxies for all 
sectors. This relationship is statistically significant across all 
sectors for ROE and ROA and only statistically significant 
for the industrial and service sectors for EPS and Tobin’s Q. 
These results underscore the significance of CS on FP.  
 

5 Conclusion 
The accounting performance measure that best explains 
the relationship between CS and FP for all the companies 
listed on ASE is ROA. This is because it yields statistically 
significant results for all the coefficients when all the sectors 
are factored into the regression model. From this model, 
firm size and asset growth have a significant positive 
influence on ROA while the levels of STD and TD have a 
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significant negative impact on ROA for all the firms listed on 
the Stock Exchange. The proxies for CS have the same 
effects on ROE, in which case the effect of total debt is not 
statistically significant. Only TD shows a statistically 
significant impact on EPS and Tobin’s Q for all the sectors, 
and also has a statistically significant negative impact on 
ROE and ROA for all the sectors. Further, it only has a 
statistically significant influence on Tobin’s Q and EPS for 
the service and industrial sectors. A comparison of the 
results obtained from this analysis and the findings of 
previous research studies from both developed and 
emerging markets reveals a that company’s country of 
origin has a significant bearing on the influence of CS on its 
FP. The fact that a vast majority of Jordanians are Muslim 
therefore plays a critical role in CS decisions. In light of this, 
the impact of CS on FP in Jordan depends on whether a 
company is sharia-compliant or non-sharia compliant. The 
above findings are hinged on the assumption that most 
Jordanian firms are sharia compliant, which explains the 
disparity with previous research studies. On the bottom line, 
CS has a substantial influence on Jordanian corporations’ 
financial performance.  
 

6 Limitations and Recommendations 
The empirical model adopted for this research evaluates 
the impact of CS on FP by incorporating all the proxies for 
CS in the same multiple regression model. The analysis 
would have been more effective if each proxy was 
evaluated in isolation to address the challenge of 
collinearity. This method would also enable a researcher to 
determine the proxy that has the most significant impact on 
financial performance. The coefficients of determination for 
the pooled OLS models also reveal that less than 20% and 
as little as 6% of the variation in FP is explained by CS. As 
such, the analysis would benefit from more robust models 
that incorporate most of the factors that influence economic 
performance. In this regard, while financial managers 
should acknowledge the influence of CS on FP, they should 
also be cognizant of other internal and external factors that 
influence business performance.  
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