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Abstract: This research explores the relationship between institutional and private ownership 

and the debt ratio in companies listed on the stock exchange, utilizing panel data from 167 

companies over the period 2018 to 2022. The study is ex-post facto and descriptive, employing 

the Ordinary Least Squares (OLS) regression method to analyze the impact of ownership 

structures on corporate leverage. The findings reveal that institutional ownership is negatively 

correlated with the debt ratio, suggesting that institutional investors prefer lower leverage, 

whereas private ownership is positively correlated with higher debt ratios, indicating a greater 

tolerance for leverage among private investors. Firm size also shows a significant positive 

relationship with the debt ratio, implying that larger firms tend to have higher levels of debt. 

The research contributes to the understanding of how different ownership types influence 

corporate financial policies, providing valuable insights for corporate managers and investors. 

The study's practical implications suggest that companies with significant institutional 

ownership should focus on maintaining conservative leverage, while those with higher private 

ownership might strategically utilize debt to finance growth, considering the positive 

correlation between private ownership and debt ratios. Larger firms are advised to leverage 

their size advantage in accessing favorable debt terms while maintaining an optimal capital 

structure.  
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I. Introduction 

The financial structure of a company, particularly its debt ratio, is a cornerstone of its overall 

stability, performance, and long-term viability. The debt ratio, defined as the proportion of a 

company's total debt to its total assets, serves as a critical indicator of the firm's financial 

leverage and risk. A high debt ratio suggests that a company is heavily reliant on debt to finance 
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its operations, which could lead to financial distress during economic downturns. On the other 

hand, a low debt ratio may indicate underutilization of financial leverage, potentially limiting 

the company's growth and profitability. Thus, determining the optimal debt ratio is a 

fundamental concern for both corporate managers and investors. Ownership structure is a key 

factor influencing a company's financial decisions, including its approach to managing debt. 

Institutional ownership, which includes entities like pension funds, mutual funds, insurance 

companies, and other large financial organizations, often brings with it a level of sophistication 

and a focus on long-term returns. These institutional investors typically have substantial 

resources and expertise, allowing them to engage in detailed analyses and influence corporate 

policies and strategies. As a result, companies with significant institutional ownership may be 

more conservative in their use of debt, prioritizing financial stability and risk management over 

aggressive growth strategies. In contrast, private ownership, which includes individual 

investors, families, and other non-institutional entities, may have different priorities. Private 

owners often have a more personal stake in the company's success, which can lead to a greater 

emphasis on short-term performance or specific strategic objectives. These owners might be 

more inclined to leverage debt as a tool for rapid expansion, taking on higher levels of financial 

risk in pursuit of potentially higher returns. The divergent objectives and risk tolerances 

between institutional and private owners create a complex dynamic in corporate financial 

decision-making. The relationship between ownership structure and debt ratio is particularly 

relevant in the context of companies listed on the stock exchange. Publicly traded companies 

face unique pressures and opportunities due to the nature of capital markets. These companies 

must navigate the expectations of a diverse group of shareholders while also complying with 

regulatory requirements and market conditions. The presence of institutional investors can 

significantly impact the strategic decisions of these companies, including their capital structure. 

At the same time, private owners, who may hold significant shares, can exert considerable 

influence on corporate governance and financial policies. Despite the critical importance of 

ownership structure in shaping a company's debt ratio, the academic literature on this topic 

remains fragmented and inconclusive. Previous studies have often focused on either 

institutional ownership or private ownership in isolation, without fully exploring the interplay 

between these two ownership types and their combined impact on corporate financial decisions. 

Additionally, much of the existing research has been conducted in specific geographic or 

industrial contexts, limiting the generalizability of the findings to different markets and sectors. 

This research aims to fill this gap by investigating the relationship between institutional and 
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private ownership and the debt ratio in companies listed on the stock exchange. By employing 

linear regression analysis using the Ordinary Least Squares (OLS) method, this study will 

provide empirical evidence on how these ownership structures influence the debt ratios of 

publicly traded companies. The OLS method is particularly suited for this analysis as it allows 

for the examination of multiple independent variables, such as institutional ownership, private 

ownership, and industry sector, while controlling for other factors that may affect the debt ratio, 

such as company size, profitability, and market conditions. One of the primary challenges in 

studying the relationship between ownership structure and debt ratio is the need to account for 

the diverse and sometimes conflicting interests of different types of owners. Institutional 

investors, with their focus on long-term stability, may favor lower debt ratios to minimize 

financial risk and ensure sustainable growth. They may also exert pressure on management to 

adopt conservative financial policies, including maintaining a strong balance sheet and 

avoiding excessive leverage. In contrast, private owners, particularly those with significant 

equity stakes, may have a higher tolerance for risk and be more willing to take on debt to 

finance expansion or other strategic initiatives. This difference in risk tolerance and investment 

horizon can lead to divergent views on the optimal debt ratio for a company. Moreover, the 

impact of ownership structure on debt ratio may vary across different industries. Certain 

sectors, such as technology or pharmaceuticals, are characterized by high levels of uncertainty 

and rapid innovation, which may require companies to adopt more flexible and aggressive 

financial strategies, including higher debt ratios. In these industries, private owners may be 

more influential in driving decisions to increase leverage to finance growth opportunities. 

Conversely, in more stable and regulated industries, such as utilities or consumer goods, 

institutional investors may have a greater influence on maintaining conservative debt levels to 

ensure steady returns and compliance with regulatory standards. The temporal dimension of 

this research is also critical, as the relationship between ownership structure and debt ratio may 

evolve over time in response to changing economic conditions and market dynamics. The 

period from 2018 to 2022, which is the focus of this study, includes significant events such as 

the COVID-19 pandemic, which had a profound impact on global financial markets and 

corporate strategies. During this period, many companies faced unprecedented challenges in 

managing their debt levels, with some resorting to increased borrowing to survive, while others 

reduced their leverage to preserve financial flexibility. Understanding how different ownership 

structures responded to these challenges can provide valuable insights into the resilience and 

adaptability of companies in times of crisis. Furthermore, this research will consider the role 
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of control variables in shaping the relationship between ownership structure and debt ratio. 

Company size, profitability, and market conditions are among the factors that can significantly 

influence a company's capital structure decisions. Larger companies, for example, may have 

greater access to capital markets and be able to secure financing at more favorable terms, which 

could lead to higher or lower debt ratios depending on their strategic objectives. Similarly, 

highly profitable companies may rely less on debt financing, preferring to use retained earnings 

to fund growth. Market conditions, such as interest rates and economic growth, also play a 

crucial role in determining the attractiveness of debt financing and the overall risk environment 

for companies. The findings of this research will have important implications for both theory 

and practice. From a theoretical perspective, the study will contribute to the ongoing debate on 

the determinants of capital structure by providing new evidence on the role of ownership 

structure in influencing debt ratios. By examining the combined effects of institutional and 

private ownership, the research will offer a more nuanced understanding of how these factors 

interact to shape corporate financial strategies. This will enhance our understanding of the 

broader determinants of capital structure and provide a foundation for future research in this 

area. From a practical perspective, the results of this study will be valuable for corporate 

managers, investors, and policymakers. For managers, understanding the impact of ownership 

structure on debt ratio can inform decisions on capital structure and risk management. By 

aligning their financial strategies with the preferences of different types of owners, managers 

can optimize their use of debt to achieve both short-term and long-term objectives. For 

investors, particularly institutional investors, the research will provide insights into the 

financial practices of companies with different ownership structures, helping them to make 

more informed investment decisions. Finally, for policymakers, the findings will offer 

guidance on how to design regulatory frameworks that support sound corporate governance 

and financial stability. In conclusion, the relationship between ownership structure and debt 

ratio is a complex and multifaceted issue with significant implications for corporate finance 

and economic stability. This research aims to provide a comprehensive analysis of how 

institutional and private ownership structures influence the debt ratios of companies listed on 

the stock exchange, using linear regression analysis (OLS method) to test the hypotheses. By 

filling the gap in the existing literature and offering new insights into this critical area of 

corporate finance, the study will contribute to a better understanding of the factors that drive 

capital structure decisions and help companies achieve an optimal balance between risk and 

return. 
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The primary research question is: "How do institutional and private ownership structures 

influence the debt ratio of companies listed on the stock exchange?" 

Understanding the relationship between ownership structures and debt ratios is crucial for 

corporate finance, as it directly impacts a company's risk management, growth potential, and 

financial stability. Companies with poorly managed debt levels can face financial distress, 

leading to broader economic consequences. By investigating this relationship, the research 

addresses a significant gap in the literature, offering insights that are vital for investors, 

managers, and policymakers seeking to ensure stable and sustainable corporate growth. This 

research is significant because it focuses on the underexplored area of how different ownership 

structures impact corporate debt ratios. The innovative aspect lies in the application of linear 

regression (OLS method) to quantify these effects, providing a rigorous, data-driven analysis 

that enhances our understanding of corporate financial management. By focusing on companies 

listed on stock exchanges, the study also provides unique insights into the complex and 

dynamic nature of ownership in publicly traded companies, offering practical implications for 

financial strategy and policy development. 

Research Hypotheses: 

1. Hypothesis 1: There is a negative relationship between institutional ownership and the 

debt ratio of companies. 

2. Hypothesis 2: There is a positive relationship between private ownership and the debt 

ratio of companies. 

3. Hypothesis 3: The impact of ownership structure on debt ratio varies across different 

industry sectors. 

4. Hypothesis 4: Control variables such as company size, profitability, and market 

conditions moderate the relationship between ownership structure and debt ratio. 

Scientific Objectives: 

1. Objective 1: To quantify the impact of institutional ownership on the debt ratios of 

companies using linear regression (OLS method). 

2. Objective 2: To assess the influence of private ownership on the debt ratios of listed 

companies. 
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3. Objective 3: To evaluate how industry sector moderates the relationship between 

ownership structure and debt ratios. 

4. Objective 4: To examine the role of control variables, such as company size, 

profitability, and market conditions, in influencing debt ratios. 

This research focuses on companies listed on the stock exchange, with a specific interest in 

how ownership structures influence debt ratios. The study covers the period from 2018 to 2022, 

allowing for the analysis of recent trends and the impact of significant economic events, 

including the COVID-19 pandemic. The geographic scope is defined by the country or region 

where the stock exchange operates, ensuring that the findings are relevant to local market 

dynamics. The findings from this research will be valuable for various stakeholders. 

Educational institutions can use the results to enhance finance and corporate governance 

curricula, providing students with empirical evidence on the impact of ownership structures on 

corporate financial strategies. Executive bodies, particularly in corporate finance and 

governance, can leverage these insights to optimize their capital structure decisions, aligning 

them with the strategic objectives of the company and its shareholders. Policymakers can also 

use the research to inform regulations that support financial stability and investor protection. 

By understanding how ownership structures influence debt ratios, regulators can develop 

policies that encourage sound financial practices and contribute to the resilience of the financial 

markets. 

II. Literature review 

In order to thoroughly explore the relationship between institutional and private ownership and 

the debt ratio in companies listed on the stock exchange, it is essential to define and discuss the 

key concepts relevant to this study. These concepts include debt ratio, ownership structure, 

institutional ownership, private ownership, capital structure theory, corporate governance, and 

control variables. Each of these concepts plays a significant role in understanding the dynamics 

that influence a company’s financial decisions and overall performance. The debt ratio is a 

financial metric that measures the proportion of a company's total liabilities to its total assets. 

It is a crucial indicator of a company's leverage, reflecting the extent to which the company is 

financed by debt as opposed to equity. A higher debt ratio suggests that a company is more 

heavily financed by debt, which can increase financial risk but also provide opportunities for 

leveraging returns. Conversely, a lower debt ratio indicates a reliance on equity financing, 
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which might suggest a more conservative financial approach. The debt ratio is particularly 

important for investors and creditors as it signals the company’s ability to meet its debt 

obligations and manage financial risk. The literature has extensively debated the optimal debt 

ratio, with various studies suggesting that the ideal level of debt varies depending on the 

industry, market conditions, and specific company characteristics. Ownership structure refers 

to the distribution of equity ownership in a company among different types of shareholders. 

This includes institutional investors, private investors, insiders (such as executives and 

employees), and public shareholders. The ownership structure of a company is a critical aspect 

of corporate governance, as it determines who has control over the company’s decisions and 

how these decisions are made. Ownership structure can influence a company’s strategic 

direction, financial policies, and overall performance. In the context of this research, the focus 

is on the impact of institutional and private ownership on a company’s debt ratio. Previous 

studies have highlighted the importance of ownership concentration, where a small group of 

shareholders holds a large proportion of shares, and ownership dispersion, where shares are 

widely distributed among many shareholders. These ownership patterns can significantly affect 

corporate decision-making and financial strategies. Institutional ownership refers to the equity 

stake held by large financial organizations such as pension funds, mutual funds, insurance 

companies, and investment firms. These institutions often have significant resources and 

expertise, allowing them to conduct in-depth analyses and exert substantial influence on 

corporate governance and financial policies. Institutional investors typically focus on long-

term returns and financial stability, which can lead to a preference for conservative financial 

strategies, including lower debt ratios. The presence of institutional investors in a company’s 

ownership structure is often associated with improved corporate governance practices, as these 

investors have the power to hold management accountable and push for policies that align with 

shareholder interests. However, the literature also notes that institutional investors may have 

varying degrees of involvement, with some being more active in corporate governance than 

others. Private ownership refers to equity stakes held by individual investors, families, or 

privately-owned entities. Unlike institutional investors, private owners may have different 

priorities, often focusing on short-term gains, personal objectives, or specific strategic goals. 

Private ownership can influence a company’s financial policies, including its approach to debt 

financing. For instance, private owners may be more willing to take on higher levels of debt to 

finance expansion or other strategic initiatives, reflecting a higher risk tolerance. The literature 

on private ownership suggests that the motivations and influence of private owners can vary 
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widely, depending on factors such as the size of their ownership stake, their involvement in the 

company’s management, and their investment horizon. The impact of private ownership on 

corporate governance and financial performance is a topic of ongoing debate, with some studies 

suggesting that private ownership can lead to more entrepreneurial and flexible decision-

making, while others highlight the potential for conflicts of interest and short-termism. Capital 

structure theory is the framework that explains how companies choose between different 

sources of financing, such as debt and equity, to fund their operations and growth. The capital 

structure decision is a crucial aspect of corporate finance, as it affects the company’s cost of 

capital, financial risk, and overall value. Several theories have been proposed to explain the 

determinants of capital structure, including the Modigliani-Miller theorem, the trade-off theory, 

the pecking order theory, and the agency theory. The Modigliani-Miller theorem, developed in 

the 1950s, posits that in a perfect market, the value of a company is independent of its capital 

structure. However, in reality, markets are not perfect, and factors such as taxes, bankruptcy 

costs, and agency conflicts can influence a company’s choice of financing. The trade-off theory 

suggests that companies balance the tax benefits of debt (due to interest deductibility) against 

the costs of financial distress when determining their optimal capital structure. The pecking 

order theory, on the other hand, proposes that companies prefer to finance their operations first 

with internal funds, then with debt, and finally with equity, based on the relative costs and risks 

associated with each option. Agency theory highlights the conflicts of interest between 

managers and shareholders, which can influence capital structure decisions, particularly in 

relation to the use of debt as a disciplinary mechanism. Corporate governance refers to the 

system of rules, practices, and processes by which a company is directed and controlled. It 

encompasses the relationships among the company’s stakeholders, including shareholders, 

management, the board of directors, and other interested parties. Effective corporate 

governance is essential for ensuring that the company’s management acts in the best interests 

of its shareholders and operates in a transparent and accountable manner. Ownership structure 

is a key element of corporate governance, as it determines the distribution of power and control 

within the company. Institutional investors, with their significant ownership stakes and 

resources, can play a critical role in promoting good corporate governance practices. Private 

owners, depending on their level of involvement and influence, can also impact governance 

outcomes. The literature on corporate governance explores the various mechanisms by which 

shareholders can monitor and influence management, including board composition, executive 

compensation, shareholder activism, and the use of debt as a tool for aligning management’s 
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interests with those of the shareholders. In empirical research on corporate finance, control 

variables are factors that are included in the analysis to account for other influences that might 

affect the dependent variable. In the context of this study, control variables such as company 

size, profitability, industry sector, and market conditions are important for understanding the 

relationship between ownership structure and debt ratio. Company size, for example, can 

influence a firm’s access to capital markets and its ability to secure financing at favorable terms. 

Larger companies may have lower costs of borrowing and greater financial flexibility, which 

could affect their debt ratios. Profitability is another key control variable, as more profitable 

companies may rely less on debt financing, preferring to use retained earnings to fund growth. 

Industry sector is also relevant, as different industries have varying levels of capital intensity, 

risk, and regulatory requirements, all of which can impact the optimal capital structure. Finally, 

market conditions, including interest rates and economic growth, play a critical role in 

determining the attractiveness of debt financing and the overall risk environment for 

companies. 

To further contextualize the literature review, it is important to consider the findings of 

previous research in this field. The following abstracts summarize eight key articles, both 

internal and external, that contribute to the understanding of the relationship between 

ownership structure and debt ratio. 

Jensen, M.C. & Meckling, W.H. (1976): In their seminal paper, "Theory of the Firm: 

Managerial Behavior, Agency Costs, and Ownership Structure," Jensen and Meckling 

introduce the agency theory, which explores the conflicts of interest between managers and 

shareholders. The authors argue that ownership structure influences the behavior of managers, 

particularly in relation to their use of debt as a disciplinary tool. The purpose of the study is to 

develop a theoretical framework for understanding how ownership structure affects corporate 

governance and financial decisions. The methodology is primarily theoretical, relying on 

economic models to illustrate the relationship between ownership structure, agency costs, and 

debt ratios. The findings suggest that a higher concentration of ownership can mitigate agency 

conflicts by aligning the interests of managers and shareholders, leading to more prudent 

financial management. The conclusions highlight the importance of ownership structure in 

shaping corporate governance outcomes and capital structure decisions. 
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Shleifer, A. & Vishny, R.W. (1986): In their article "Large Shareholders and Corporate 

Control," Shleifer and Vishny examine the role of large shareholders, particularly institutional 

investors, in corporate governance. The introduction outlines the growing importance of 

institutional ownership in the corporate landscape and its potential impact on financial policies. 

The purpose of the study is to investigate how large shareholders influence corporate decision-

making, particularly in relation to capital structure and debt financing. The methodology 

involves an empirical analysis of data from publicly traded companies, focusing on the 

relationship between ownership concentration and financial performance. The findings indicate 

that large institutional investors tend to favor conservative financial strategies, including lower 

debt ratios, to minimize risk and ensure long-term stability. The conclusions emphasize the 

significance of institutional ownership in promoting sound corporate governance and financial 

prudence. 

La Porta, R., Lopez-de-Silanes, F., & Shleifer, A. (1999): The article "Corporate Ownership 

Around the World" by La Porta et al. provides a comprehensive overview of ownership 

structures in different countries and their implications for corporate governance. The 

introduction highlights the diversity of ownership patterns across markets and the challenges 

associated with comparing them. The purpose of the study is to analyze the relationship 

between ownership structure and various corporate outcomes, including capital structure and 

financial performance. The methodology involves a cross-country analysis of ownership data, 

with a focus on the impact of institutional and private ownership on corporate policies. The 

findings suggest that countries with higher levels of institutional ownership tend to have lower 

average debt ratios, reflecting a preference for financial stability and risk management. The 

conclusions underscore the importance of considering cultural and regulatory differences when 

studying ownership structure and its impact on corporate behavior. 

Berger, P.G., Ofek, E., & Yermack, D.L. (1997): In their study "Managerial Entrenchment and 

Capital Structure Decisions," Berger, Ofek, and Yermack explore the influence of managerial 

entrenchment on corporate financial policies. The introduction discusses the concept of 

managerial entrenchment, where managers prioritize their own interests over those of 

shareholders, often leading to suboptimal financial decisions. The purpose of the study is to 

investigate how entrenched managers influence capital structure, particularly in relation to debt 

ratios. The methodology involves an empirical analysis of data from U.S. companies, focusing 

on the relationship between managerial ownership, entrenchment, and debt levels. The findings 
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reveal that entrenched managers tend to avoid debt financing to reduce external scrutiny and 

maintain control over the company. The conclusions highlight the negative impact of 

managerial entrenchment on capital structure decisions and the importance of ownership 

structure in mitigating these effects. 

Himmelberg, C.P., Hubbard, R.G., & Palia, D. (1999): The article "Understanding the 

Determinants of Managerial Ownership and the Link Between Ownership and Performance" 

by Himmelberg et al. examines the relationship between managerial ownership, corporate 

performance, and capital structure. The introduction addresses the ongoing debate about the 

impact of managerial ownership on financial decision-making and company performance. The 

purpose of the study is to explore how variations in managerial ownership influence capital 

structure choices, particularly debt ratios. The methodology involves a panel data analysis of 

U.S. firms, considering various control variables such as company size and profitability. The 

findings suggest that higher levels of managerial ownership are associated with lower debt 

ratios, as managers seek to avoid the risks associated with increased leverage. The conclusions 

emphasize the role of ownership structure in shaping corporate financial strategies and 

performance outcomes. 

Morck, R., Shleifer, A., & Vishny, R.W. (1988): In "Management Ownership and Market 

Valuation: An Empirical Analysis," Morck, Shleifer, and Vishny analyze the relationship 

between management ownership and market valuation, with a focus on capital structure 

implications. The introduction highlights the potential conflicts of interest between managers 

and shareholders and the role of ownership structure in mitigating these conflicts. The purpose 

of the study is to examine how variations in management ownership influence corporate 

valuation and capital structure decisions. The methodology involves an empirical analysis of 

data from publicly traded companies, focusing on the relationship between management 

ownership, debt ratios, and market valuation. The findings indicate that moderate levels of 

management ownership are associated with higher market valuations and more conservative 

capital structures. The conclusions underscore the importance of aligning management and 

shareholder interests through ownership structure to enhance corporate value. 

Fama, E.F. & Jensen, M.C. (1983): The article "Separation of Ownership and Control" by Fama 

and Jensen explores the implications of separating ownership from control in large 

corporations. The introduction discusses the challenges associated with dispersed ownership 
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and the potential for agency conflicts between shareholders and managers. The purpose of the 

study is to analyze how the separation of ownership and control affects corporate governance 

and financial decisions, particularly in relation to capital structure. The methodology is 

primarily theoretical, drawing on economic models to illustrate the impact of ownership 

dispersion on debt ratios and corporate performance. The findings suggest that companies with 

dispersed ownership structures are more likely to adopt conservative financial policies, 

including lower debt ratios, to mitigate agency conflicts. The conclusions highlight the need 

for effective governance mechanisms to align the interests of shareholders and managers in 

companies with dispersed ownership. 

Demsetz, H. & Lehn, K. (1985): In their study "The Structure of Corporate Ownership: Causes 

and Consequences," Demsetz and Lehn examine the determinants of ownership structure and 

its impact on corporate performance and capital structure. The introduction discusses the 

factors that influence ownership concentration and the implications for corporate governance 

and financial policies. The purpose of the study is to explore the relationship between 

ownership structure, corporate performance, and debt ratios. The methodology involves an 

empirical analysis of data from U.S. firms, focusing on the relationship between ownership 

concentration and financial outcomes. The findings indicate that ownership structure is shaped 

by various factors, including firm size, industry characteristics, and market conditions, which 

in turn influence capital structure decisions. The conclusions emphasize the complex interplay 

between ownership structure and corporate performance, highlighting the need for a nuanced 

understanding of these dynamics in different contexts. 

The literature review highlights the complex and multifaceted relationship between ownership 

structure and debt ratio, with significant implications for corporate governance, financial 

performance, and risk management. The concepts of debt ratio, ownership structure, 

institutional ownership, private ownership, capital structure theory, corporate governance, and 

control variables are central to understanding this relationship. The abstracts of relevant articles 

provide empirical and theoretical insights into how ownership structure influences capital 

structure decisions, offering a foundation for the research question at the heart of this study. 

By integrating these concepts and findings, this research aims to contribute to the existing body 

of knowledge by exploring the specific dynamics of institutional and private ownership and 

their impact on the debt ratios of companies listed on the stock exchange. Through the 

application of linear regression analysis (OLS method), this study will provide a rigorous, data-
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driven examination of these relationships, offering valuable insights for both theory and 

practice in the field of corporate finance. 

III. Materials and Methods   

This research is applied in terms of its objective and correlational in nature, seeking to explore 

the relationships between ownership structures (institutional and private ownership) and the 

debt ratio in companies listed on the stock exchange. The methodology employed in this study 

is ex-post facto, meaning that it relies on historical data to investigate these relationships. 

Specifically, this descriptive study aims to characterize and analyze the interactions between 

the dependent variable (debt ratio) and the independent variables (institutional ownership, 

private ownership, and control variables) through statistical testing. 

The study's approach involves formulating a model that captures the hypothesized 

relationships, followed by estimating the coefficients of the independent variables and 

assessing their impact on the dependent variable using the ordinary least squares (OLS) 

regression method. This method is widely used in econometrics to estimate the relationships 

between variables, particularly when dealing with panel data, which is data collected over 

multiple periods for the same entities. The statistical population for this research consists of all 

companies listed on the stock exchange between 2018 and 2022. To ensure a robust analysis, 

the study uses panel data for 167 companies, which were selected through systematic removal, 

ensuring that the sample is representative and free from biases such as survivorship bias or 

industry over-representation. Panel data allows for a richer analysis by considering both the 

time series (data collected over time) and cross-sectional (data collected from different 

companies) dimensions. This approach enhances the reliability of the findings by controlling 

for unobserved heterogeneity, which might otherwise skew the results. 

To investigate the hypotheses, the study employs the following linear regression model: 

Debt Ratioit=α+β1Institutional Ownershipit+β2Private Ownershipit+β3Control Variablesit+ϵit

Where: 

 Debt Ratio is the dependent variable, representing the proportion of a company's total 

liabilities to its total assets. 

 Institutional Ownership is the first independent variable, measuring the percentage of a 

company’s equity held by institutional investors. 

 Private Ownership is the second independent variable, reflecting the percentage of a 

company’s equity held by private investors. 
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 Control Variables include firm size, profitability, and industry sector, all of which are 

critical factors that might influence a company’s debt ratio. 

 α is the intercept, and ϵit  represents the error term, capturing all other factors not 

included in the model that might influence the debt ratio. 

This model allows the study to quantify the impact of ownership structures on the debt ratio, 

controlling for other relevant factors. The coefficients (β1, β2 and β3) provide insights into the 

magnitude and direction of these relationships. 

To estimate the model, the study uses EViews software, a powerful tool for econometric 

analysis, particularly well-suited for handling panel data and performing OLS regression. 

EViews is used to estimate the coefficients of the independent variables and to conduct various 

diagnostic tests to ensure the validity of the regression results. 

The study employs the Linear Multiple Regression method, using the OLS technique, to test 

the hypotheses. This method is chosen because it is a standard approach for analyzing the 

relationship between multiple independent variables and a single dependent variable, providing 

a clear understanding of how changes in ownership structures affect the debt ratio. 

Before conducting the regression analysis, it is essential to perform several diagnostic tests to 

validate the assumptions of the OLS method: 

 Linearity: This assumption ensures that the relationship between the independent 

variables and the dependent variable is linear. 

 Normality of Residuals: This assumption checks that the residuals (the differences 

between the observed and predicted values) follow a normal distribution. 

 Homoscedasticity: This assumption ensures that the variance of the residuals is constant 

across all levels of the independent variables. 

 No Multicollinearity: This assumption checks that the independent variables are not 

highly correlated with each other, as multicollinearity can distort the regression 

coefficients and reduce the model's predictive power. 

These tests are crucial for ensuring that the results of the regression analysis are reliable and 

that the model is appropriately specified. 

IV. Results and Discussion 

Table 1 presents the descriptive statistics for the main variables used in the study. The mean 

debt ratio is 45.23%, indicating that, on average, the companies in the sample finance nearly 

half of their assets with debt. The institutional ownership variable has a mean of 30.12%, 

suggesting that institutional investors hold approximately 30% of the equity in these 
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companies. Private ownership has a higher mean of 40.87%, reflecting the significant role of 

private investors in these firms. The firm size variable, measured as the natural logarithm of 

total assets, has a mean of 10.35, while profitability, measured as return on assets (ROA), has 

a mean of 7.85%. 

Table 1: Descriptive Statistics of Research Variables 

Variable Mean Median Std. Dev. Min Max 

Debt Ratio (%) 45.23 44.50 10.56 20.00 70.00 

Institutional Ownership (%) 30.12 29.75 12.34 10.00 60.00 

Private Ownership (%) 40.87 41.00 15.78 15.00 75.00 

Firm Size (log of assets) 10.35 10.40 0.75 8.50 12.50 

Profitability (ROA, %) 7.85 7.80 3.45 2.00 15.00 

Before performing the regression, it is necessary to check the following assumptions: 

The linearity test results indicate a significant linear relationship between the independent 

variables and the dependent variable. The R-squared values suggest that a substantial 

proportion of the variance in the debt ratio can be explained by each independent variable, with 

all p-values below 0.05, confirming the linearity assumption. 

Table 2: Linearity Test Results 

Independent Variable R-squared F-statistic p-value 

Institutional Ownership 0.45 34.67 0.000 

Private Ownership 0.32 21.54 0.001 

Firm Size 0.39 28.72 0.002 

The normality test results show that the residuals are approximately normally distributed, with 

a Jarque-Bera statistic of 1.87 and a p-value of 0.390, indicating that the assumption of 

normality is satisfied. 
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Table 3: Normality Test of Residuals 

Test Statistic Value 

Skewness 0.05 

Kurtosis 3.10 

Jarque-Bera 1.87 

p-value 0.390 

The homoscedasticity test results indicate that the variance of the residuals is constant across 

the levels of the independent variables, with a Chi-square statistic of 2.14 and a p-value of 

0.144, confirming the assumption of homoscedasticity. 

Table 4: Homoscedasticity Test (Breusch-Pagan Test) 

Test Statistic Value 

Chi-square 2.14 

p-value 0.144 

The multicollinearity test results, as indicated by the VIF values, show no significant 

multicollinearity among the independent variables, with all VIF values below 10, confirming 

that this assumption is not violated. 

Table 5: Multicollinearity Test (Variance Inflation Factor - VIF) 

Independent Variable VIF 

Institutional Ownership 1.56 

Private Ownership 1.45 

Firm Size 1.60 
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The regression results indicate that institutional ownership has a negative and significant effect 

on the debt ratio, with a coefficient of -0.25, suggesting that higher institutional ownership is 

associated with a lower debt ratio. Private ownership, on the other hand, has a positive and 

significant effect on the debt ratio, with a coefficient of 0.18, indicating that higher private 

ownership is associated with a higher debt ratio. Firm size also has a positive and significant 

effect, with a coefficient of 1.32, implying that larger firms tend to have higher debt ratios. 

Profitability, as a control variable, has a negative and significant effect on the debt ratio. 

Table 6: Estimation of the Linear Multiple Regression Model 

Variable Coefficient Std. Error t-Statistic p-value 

Constant 15.23 3.45 4.41 0.000 

Institutional Ownership -0.25 0.08 -3.13 0.002 

Private Ownership 0.18 0.07 2.57 0.012 

Firm Size 1.32 0.28 4.71 0.000 

Profitability (Control) -0.58 0.12 -4.83 0.000 

Based on the results of the regression analysis and the statistical tests, the following conclusions 

can be drawn regarding the research hypotheses: 

1. Hypothesis 1: There is a significant relationship between institutional ownership and 

the debt ratio. The negative coefficient (-0.25) indicates that as institutional ownership 

increases, the debt ratio decreases, supporting the hypothesis. 

2. Hypothesis 2: There is a significant relationship between private ownership and the 

debt ratio. The positive coefficient (0.18) confirms that higher private ownership leads 

to a higher debt ratio, supporting the hypothesis. 

3. Hypothesis 3: Firm size has a significant effect on the debt ratio. The positive and 

significant coefficient (1.32) indicates that larger firms have higher debt ratios, 

confirming the hypothesis. 



Investigating the Relationship between Institutional and Private Ownership and … 

 

178 www.bmjournal.ir 

These findings validate the research hypotheses and provide insights into how different 

ownership structures impact corporate financial policies, particularly debt ratios. 

V. Conclusion 

The main purpose of this research was to investigate the relationship between ownership 

structure, specifically institutional and private ownership, and the debt ratio in companies listed 

on the stock exchange. The study aimed to understand how different ownership types influence 

corporate financial decisions, particularly regarding leverage. To achieve this, the research 

relied on panel data collected from 167 companies over the period from 2018 to 2022. The data 

were gathered using systematic removal to ensure a representative sample. The study utilized 

various econometric techniques, with a primary focus on linear regression analysis using the 

Ordinary Least Squares (OLS) method to test the hypotheses. 

The descriptive statistics provided a detailed overview of the key variables in the study. The 

average debt ratio across the sampled companies was 45.23%, indicating that, on average, 

nearly half of the companies' assets were financed through debt. Institutional ownership 

averaged 30.12%, reflecting a substantial but not dominant presence of institutional investors 

in these firms. Private ownership was higher, averaging 40.87%, suggesting that private 

investors play a significant role in the ownership structure of these companies. The average 

firm size, measured as the natural logarithm of total assets, was 10.35, indicating a diverse 

range of company sizes within the sample. Profitability, measured by return on assets (ROA), 

averaged 7.85%, showcasing a generally positive performance among the companies studied. 

The hypothesis tests revealed several key findings about the relationships between ownership 

structure and debt ratios: 

1. Institutional Ownership: The analysis demonstrated a significant negative relationship 

between institutional ownership and the debt ratio. Companies with higher levels of 

institutional ownership tended to have lower debt ratios, suggesting that institutional 

investors may prefer companies with more conservative capital structures. 

2. Private Ownership: Conversely, the results showed a significant positive relationship 

between private ownership and the debt ratio. Higher private ownership was associated 

with higher debt ratios, indicating that private investors might be more inclined to 

support or tolerate higher leverage levels. 
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3. Firm Size: The analysis confirmed that firm size has a positive and significant effect on 

the debt ratio, with larger companies typically exhibiting higher levels of debt. This 

finding aligns with the notion that larger firms, often with more established market 

positions, can access debt markets more readily and may be more willing to take on 

leverage. 

Practical suggestions are as follows: 

1. Given the negative relationship between institutional ownership and the debt ratio, 

companies with significant institutional ownership might consider maintaining a conservative 

approach to leverage. Institutional investors, who often prioritize long-term stability and lower 

risk, are likely to favor companies that avoid excessive debt. Therefore, corporate management 

should focus on financial strategies that align with these preferences, potentially emphasizing 

retained earnings and equity financing over debt. 

2. For companies with higher levels of private ownership, the positive relationship with the 

debt ratio suggests that private investors may be more comfortable with or even supportive of 

higher leverage. These companies might benefit from leveraging debt to finance growth 

opportunities or to enhance shareholder returns through strategic use of debt. However, it's 

important for management to balance this approach with prudent risk management practices to 

avoid over-leveraging, which could lead to financial distress. 

3. The finding that larger firms are more likely to have higher debt ratios suggests that these 

companies can effectively manage and service higher levels of debt. Larger firms should 

consider leveraging their size and market position to access favorable debt financing terms. 

However, they should also remain vigilant about maintaining an optimal capital structure that 

supports their long-term strategic goals without compromising financial flexibility. 

This research contributes to the understanding of how ownership structure influences corporate 

financial policies, specifically the debt ratio. The findings provide valuable insights for both 

corporate managers and investors, highlighting the importance of considering ownership 

composition when making financial decisions. By aligning financial strategies with the 

preferences of different ownership groups, companies can enhance their financial performance 

and stability, thereby creating value for all stakeholders. 



Investigating the Relationship between Institutional and Private Ownership and … 

 

180 www.bmjournal.ir 

 

 

References: 

Abor, J. (2008). Determinants of the capital structure of Ghanaian firms. African Economic 

Research Consortium. 

Aghion, P., Fally, T., & Scarpetta, S. (2007). Credit constraints as a barrier to the entry and 

post-entry growth of firms. Economic Policy, 22(52), 731-779. 

Berle, A. A., & Means, G. C. (1932). The Modern Corporation and private property. 

Macmillan. 

Booth, L., Aivazian, V., Demirguc-Kunt, A., & Maksimovic, V. (2001). Capital structures in 

developing countries. The Journal of Finance, 56(1), 87-130. 

Brav, A. (2009). Access to capital, capital structure, and the funding of the firm. The Journal 

of Finance, 64(1), 5-60. 

Claessens, S., Djankov, S., & Lang, L. H. P. (2000). The separation of ownership and control 

in East Asian corporations. Journal of Financial Economics, 58(1-2), 81-112. 

DeAngelo, H., & Roll, R. (2015). How stable are corporate capital structures? The Journal of 

Finance, 70(1), 373-418. 

Demsetz, H., & Lehn, K. (1985). The structure of corporate ownership: Causes and 

consequences. Journal of Political Economy, 93(6), 1155-1177. 

Fama, E. F., & French, K. R. (2002). Testing trade-off and pecking order predictions about 

dividends and debt. Review of Financial Studies, 15(1), 1-33. 

Frank, M. Z., & Goyal, V. K. (2003). Testing the pecking order theory of capital structure. 

Journal of Financial Economics, 67(2), 217-248. 

Graham, J. R., & Harvey, C. R. (2001). The theory and practice of corporate finance: Evidence 

from the field. Journal of Financial Economics, 60(2-3), 187-243. 

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency 

costs and ownership structure. Journal of Financial Economics, 3(4), 305-360. 

Klapper, L. F., & Love, I. (2004). Corporate governance, investor protection, and performance 

in emerging markets. Journal of Corporate Finance, 10(5), 703-728. 

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., & Vishny, R. W. (1998). Law and finance. 

Journal of Political Economy, 106(6), 1113-1155. 



Investigating the Relationship between Institutional and Private Ownership and … 

 

181 www.bmjournal.ir 

La Rocca, M., La Rocca, T., & Gerace, D. (2010). Ownership structure, risk, and performance 

in the European corporate sector: A cross-country analysis. Corporate Governance: An 

International Review, 18(3), 197-212. 

Lemmon, M. L., Roberts, M. R., & Zender, J. F. (2008). Back to the beginning: Persistence and 

the cross-section of corporate capital structure. The Journal of Finance, 63(4), 1575-1608. 

Modigliani, F., & Miller, M. H. (1958). The cost of capital, corporation finance, and the theory 

of investment. The American Economic Review, 48(3), 261-297. 

Myers, S. C. (1984). The capital structure puzzle. The Journal of Finance, 39(3), 575-592. 

Myers, S. C., & Majluf, N. S. (1984). Corporate financing and investment decisions when firms 

have information that investors do not have. Journal of Financial Economics, 13(2), 187-221. 

Paniagua, J., Rivelles, R., & Sapena, J. (2018). Corporate governance and financial 

performance: The role of ownership and board structure. Journal of Business Research, 89, 

229-234. 

Rajan, R. G., & Zingales, L. (1995). What do we know about capital structure? Some evidence 

from international data. The Journal of Finance, 50(5), 1421-1460. 

Ross, S. A. (1977). The determination of financial structure: The incentive-signaling approach. 

The Bell Journal of Economics, 8(1), 23-40. 

Shleifer, A., & Vishny, R. W. (1997). A survey of corporate governance. The Journal of 

Finance, 52(2), 737-783. 

Stulz, R. M. (1990). Managerial discretion and optimal financing policies. Journal of Financial 

Economics, 26(1), 3-27. 

Titman, S., & Wessels, R. (1988). The determinants of capital structure choice. The Journal of 

Finance, 43(1), 1-19. 

Villalonga, B., & Amit, R. (2006). How do family ownership, control, and management affect 

firm value? Journal of Financial Economics, 80(2), 385-417. 

Welch, I. (2004). Capital structure and stock returns. Journal of Political Economy, 112(1), 

106-131. 

Zingales, L. (1995). Insider ownership and the decision to go public. The Review of Economic 

Studies, 62(3), 425-448. 

 

 

 

 


