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 Background: Considering the fact that institutional owners directly and through 

monitoring can affect the financial performance of companies, this issue raises the 
question whether institutional ownership can have impact on the firm financial 

performance, by considering a hidden variable, such as financial leverage or not? 

Objective: this study aims to examine the impact of ownership structure on the 
financial performance of listed companies in Tehran Stock Exchange with respect to the 

mediating impact of capital structure over the period 2001 to 2011 by applying 

Multivariate regression analysis. Results: The results indicate a partial mediating. 

Conclusion: Investors may make better quality decisions by considering new hidden 

variables (e.g financial leverage) and its direct and indirect impact on the financial 

performance in their decision models. 
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INTRODUCTION 

 

 Economic development, globalization, and the Industrial Revolution brought the big companies into 

existence. To survive and then compete, such companies oblige to sell shares for financing. The market value of 

the companies and the influential factors are the ones that investors must pay attention when deciding to buy 

more shares. On the other hand, capital structure and return on equity are issues that have attracted the most 

attention in the field of financial management. One of the main tasks of financial managers in companies is to 

determine the best combination of financial resources or in other words capital structure. Decisions regarding 

capital structure must be in line with the increase of the company value. To maximize the value of the company; 

there must be a decision about the best investments, their compositions and how to finance them [1]. 

 Several factors impact the financial performance of companies. One of the most significant factors affecting 

financial performance is ownership structure and capital structure. The impact of the ownership structure and 

capital structure on financial performance of the companies are one of the most interesting research areas. 

Research on the relationship between ownership structure and capital structure shows the significant relationship 

between these two variables will lead to reduction agency costs. In regards to the mentioned researches, this 

question poses whether institutional owners can affect the financial performance only directly and through 

monitoring or they can also affect company performance by considering a hidden variable, such as the financial 

leverage.  

 In the recent studies only simple relationship between institutional ownership and financial performance are 

examined. Therefore, investors should only have the option of using the results of the above relationship, and 

consider the impact of each of these factors separately on the financial performance. Since the hidden variable 

(the capital structure) has an important impact on financial performance of the companies, investors and 

creditors may consider companies’ debt ratios in their portfolio and decision models. Consequently, as the 

undeniable impact of debt on financial performance of the companies, shareholders, other users and totally on 

the economy and also the absence of research in this area (mediating capital structure); this research seeks to fill 
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this gap and study the impact of ownership structure on financial performance of the companies with respect to 

the impact of the mediating of capital structure.  

 Therefore, the subject of this study will open a new insight for the researchers and academists  .This also 

causes financial analysts, stock brokers, investment companies and shareholders to not rely on just the simple 

relationship between ownership structure and financial performance with respect to the results of previous 

researches, and consider leverage (capital structure) as a hidden variable influencing the financial performance 

of the companies. This will increase the quality of investors and other stakeholders’ decision making. Since 

determination of the optimum structure by the management will have a large impact on management 

performance; consequently, managers can improve the company performance by considering the optimum 

capital structure. Therefore, managers can benefit from the findings of the research to improve the management 

performance and the company performance. If no research in this area carried out, the investors and business 

executives and decision makers may utilize the previous results. Such event would lead to a lack of appropriate 

and optimum decision-making and jeopardize investments.  With regards to all the facts mentioned above, this 

research needs to be conducted. 

 

Background: 

 In financial Literature and contexts, the relationship between ownership structure and firm performance has 

considered by many researchers, however no agreement has established about the nature of this relationship [2]. 

There are different approaches to examine the relationship between ownership structure and firm performance. 

Some researchers assume ownership structure as exogenous and others assumes as endogenous. Ownership 

structure is exogenous When is considered as an important factor in determining performance of the company 

(effective ownership structure). It is endogenously when it is determined by the specific aspects of the company 

including its performance (affected ownership structure). Myeong [3] Elyasiani and Jingyi [4] in a study on the 

stability of institutional ownership and firm performance found that stakeholders have a positive relationship 

with firm performance. Tsai and Gu [5] also in a research on the relationship between institutional ownership 

and performance of Chinese companies from 1999 to 2003 found that institutional ownership has a positive 

effect on firm performance. Davis [6] and McConnell and Servaes [7] in England reach similar results in this 

field. That means there is a direct relationship between institutional ownership and financial performance.  

  To maximize the value of the company; usage of financial asset, earning return and proportional risk is 

necessary. The basic element of the company governance debate is to get sure of the correct application of the 

governance rule of shareholders in managing the company and also to maximize the firm value. Therefore, one 

of the important issues to achieve this goal is to have knowledge of capital structure and ownership structure in 

order to formulate the needful strategies to reduce the agency cost. Researches in this field are briefly presented 

below.  

 Najjar and Taylor [8] in a study examined the relationship between ownership structure and capital 

structure of some listed companies in the Jordan Stock Exchange. Their results showed that the capital structure 

and institutional investors are related negatively and significant. Chaganti and Damanpour [9], Bathala and 

others [10], in a research examined the relationship between ownership structure and capital structure and found 

out there is a significant negative relationship between ownership structure and capital structure. Tong and Ning 

[11], claim that the company's high leverage ratio is a negative sign and indicates the financial problems in the 

future. Thus, institutional investors prefer companies with a lower leverage ratio. In Regards to the impact of 

capital structure on the performance there are some contradictions.  

 The findings reported in the researches by Abor [12], Abid [13], and Abor and Biekpe [14] and Zeitun and 

Tian, [15] on the capital structure and performance in developing countries show a negative and significant 

relationship between the capital structure and the performance, but the findings reported in the researches by 

Taub [16], Nerlove [17], Baker [18], Peterson and Rajan [19] Hadlok and  Jemson [20] show that there is a 

positive relationship between debt and profitability. Therefore Companies prefer to finance trough debt. Rajan 

Zynglas in 1998 confirmed this theory. Taub, Nerlove, Baker, Peterson and Rajan, Hadlok and Jemson show 

that there is a positive relationship between debt and profitability and companies prefer to finance via debt. 

Rajan and Zynglas also confirmed this theory in 1998. With regarding to capital structure and its impact on the 

relationship between ownership structure and financial performance of the company, it is crucial to investors 

pay attention to the company's debt ratio by. This paper examines the impact of ownership structure on financial 

performance with respect to the impact of the mediating capital structure. 

 

Research hypotheses: 

H1: There is a significant positive relationship between ownership structure and Tobin’s Q  

H2: There is a significant negative relationship between ownership structure and capital structure. 

H3: There is a significant negative relationship between capital structure and Tobin’s Q  

H4: Capital structure explains the relationship between ownership structure and Tobin’s Q. 
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Research Methodology: 

 The current research from the results point of view will be functional for the researchers. The examined 

population is listed companies in Tehran Stock Exchange, which were active in the stock market since the 

beginning of 2001 until 2011. The data of 60 companies were available. Data gathered by using a software 

database Rahavard-e-Novin 3 and also through direct outcomes of the financial statements. To test the 

hypotheses, the Excel and Stata 13 and E-Views 8 hypothesis were applied. 

 In this research Matthew and Taylor model has used to explain the presence of mediating model. According 

to the mentioned model, four steps have used to study mediating model as follow: 

Step 1: In … this step represents the relationship between ownership structure (the independent variables) and 

Tobin’s Q (the dependent variable). This relationship is known as the path (c).  The significant relationship 

between the ownership structure (the independent variables) and financial performance (the dependent variable) 

caused the other steps of the model. 

Step 2: This step examines the relationship between ownership structure (the independent variable) and capital 

structure (the mediating variable), this relationship is known as path (a).  

Step 3: This step demonstrate the relationship between capital structure (the mediating variable) and Tobin’s Q 

(the dependent variable) that Known as the path b.  

Step 4: Finally, the relationship between structure (the independent variable) and Tobin’s q (the dependent 

variable) is known as the path c’. 

 To have meditating relationship, the first three steps (path c, a, b) should be significant. Then, to describe 

the full or partial mediating relationship, path (c’) should be examined. If the path (c’) is significant, there is a 

partial mediating relationship. If the path (c’) is not significant, there is a full mediating relationship. 

Based on the mentioned model the three estimated regression are as fallow: 

Model 1: QTOBIN= α+β1Crh +β2Age + β3Ln(Size)+ β4Ast+ β5Liquity + ε 

Model 2: LEVERAGE = α+ β1Crh+ β2Age+ β3Ln (Size)+ β4Ast + β5Liquity + ε 

Model 3: QTOBIN= α+ β1Crh +β2Leverage+ β3Age+ β4Ln (Size)+ β5Ast + β6Liquity+ ε 

AGE :( Firm Age) = the number of years that the company has elapsed,   

LnSIZE: (size) = natural logarithm of assets, 

Ast: (the asset structure) = tangible fixed assets / total assets, [21] 

Liquity ratio:(liquidity ratio) = current assets / current liabilities, [22] 

INST: (percentage of institutional ownership) = the number of shares held by institutional investors / total 

number of issued shares of the company,  

LEVERAGE: (financial leverage) = total debt divided by total Assets [23] 

 

Descriptive analysis: 

 According to the descriptive analysis in Table 1 the highest standard deviation (SD) is belong to 

institutional ownership variable and the lowest standard deviation (SD) is belong to assets structure variable. On 

average institutional investors owned 42.12% shares of the sample companies. Most of them are active (33.54 

%). However, on average, a small percentage of ownership (8.58 %) is belonged the passive institutional 

owners. 
 

Table 1: The Results of Descriptive Test. 

Observation max min SD Mean Symbol Variables 

660 1.02 0.76 1.30 1.45 TOBIN’S Q TOBIN’S Q 

660 98.8 0 33.54 42.12 INST Institutional ownership 

660 0.79 0.11 0.31 0.55 Leverage Financial Leverage 

660 14 10.68 0.67 11.92 LnSize Logsize 

660 0.89 0.1 0.18 0.23 Lgp Asset structure 

660 44 1 10.15 16.88 Age Company age 

660 2.66 0.2 0.44 1.13 Liquity Liquidity 

 

Stationary test: 

 First of all the stationary of the independent variables, dependent variables and control project were 

examined.  The parameters related to the variables in a time period should be in the same regression model of 

time series. To determine the stationary of the variables, Levin, Lin, Sh. (2002) test is applied. As the P-value of 

all variables is less than 5%, as is shown in Table 2, it concludes that all variables are stationary during the study 

period. 

 After the stationary test, to check the normality Shayprvylk test is applied. Based on the results, the P-value 

of all variables are more than 5%, which indicates normality. To check multicollinearity problem variance 

inflation factor test is applied. According to the results of Variance inflation factor there is no multicollinearity 

problem. 
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Table 2: The Results of Stationary Test. 
Results Statistic- t P-Value Symbols Variables 

It is stationary -7.33 0.000 TOBIN’S Q TOBIN’S Q 

It is stationary -55.55 0.000 INST Institutional Ownership 

It is stationary -6.35 0.000 Leverage Financial Leverage 

It is stationary -6.58 0.000 Ln Size Log size 

It is stationary -10.20 0.000 Lgp Asset structure 

It is stationary -7.46 0.000 Age Company age 

It is stationary -5.48 0.000 Liquidity Liquidity 

 

Panel Data Analysis: 

 To find out which of the Pool or panel model are more appropriate, the Breusch-Pagan test is applied.  

Based on Table 3, random effects model is appropriate for research models.  

 Then, Hausman test is applied to select the fixed effects and random effects models [24]. Table 4 shows the 

Hausman test results. According to Table 4 the P-Value is less than 5%, which represents … fixed effects 

model. Therefore, the results of Breusch-Pagan and Hausman test, the fixed effects model is the most 

appropriate method for estimating parameters and testing hypotheses. 

 
Table 3: The Result of Breusch-Pagan Test. 

Results P-Value chibar-Statistic Assumptions 

Random effects model 0.000 280.47 H1 

Random effects model 0.000 653.65 H2 

Random effects model 0.000 220.73 H3,4 

 

Table 4: The Result of Husman Test. 

Results P-Value chi-square Statistic Assumptions 

Fixed effects model 0.007 15.76 H1 

Fixed effects model 0.000 22.47 H2 

Fixed effects model 0.001 22.29 H3,4 

 

Heteroskedasticity test and serial correlation: 

 In this study Breusch-Pagan test is applied to check Heteroskedasticity. The results are shown in Table 5 for 

all hypotheses. The results showed in Table 5 indicates that with respect to F- value and the significant level, 

that is more than 5%, there is no Heteroskedasticity. Wooldridge test is used to verify the serial correlation in 

research hypotheses. According to the Table 5, the significant level of serial correlation test is greater than 5% 

instead of H2; witch shows there is no Serial correlation between two other research hypotheses. The serial 

correlation test is used to find out any problem in regression model.  To solve the serial correlation problem of 

the second hypothesis, if there is any, the Stata software is used. So the result of tested hypotheses checked after 

resolving serial correlation.  

 
Table 5: The results of Heteroskedasticity test and serial correlation. 

Serial correlation Heteroskedasticity Hypotheses 

 F P-Value  Chi2 P-Value 

 1.06 0.30  1.90 0.35 H1 

 24.54 0.00  1.45 0.31 H2 

 1.63 0.39  1.31 0.48 H3,4 

 

Hypotheses testing: 

 Table 7 shows the results in four models. In the first model, the relationship between control variables 

including, Firm Age (Age), Firm Size (Lnsize), Asset Structure (Lgp), Liquidity (Liquity), without independent 

variable, are examined with Tobin’s Q (dependent variable). The second model is related to testing the first 

hypothesis, as is shown in Table 7. In this model the relationship between the independent variable, institutional 

ownership, and firm age (Age), firm size (Lnsize), Asset Structure (Lgp), liquidity (Liquity) as a control 

variable are examined with Tobin’s Q as dependent variable.  

H1: There is a significant positive relationship between ownership structure and Tobin’s Q  

 The results show the model is significant at the 0.05 level. P-value, indicating the model is significance for 

the tested hypothesis. The R square in this model is 0.0939 that has improved comparing with the first model. 

The level of institutional ownership as independent variable is 0.01, considering the P-value that is 0.04 at 95% 

confidence level; there is a positive and significant relationship between institutional ownership and Tobin’s 

Q.،Therefore, the first hypothesis of this study is accepted. The results are consistence with Al Farooque et al 

[25] findings. The third model is related to the third hypothesis, as seen in Table 7. At this model the 

relationship between the leverage as independent variable (the capital structure), Firm age (Age), firm size 

(Lnsize), asset structure (Lgp), liquidity (Liquity), as a control variable, are examined by Tobin’s Q as the 

dependent variable. 

H3: There is a significant negative relationship between capital structure and Tobin’s Q  
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 The results show the model is significant at the 0.05 level. Based on P-value and F-value model is 

significant and R- square is 0.0993. Financial leverage is significant at the level of 5% and it is in a relationship 

with Tobin’s Q, negatively. Thus, the third hypothesis is accepted. The results of the research are compatible 

with researches of Zaytvn and Tian and Pao [26]. The fourth model is related to the fourth hypothesis as is 

shown in Table 7. At this model, the relationship between ownership structure as the independent variable, 

leverage (capital structure) as the mediating variable and firm age (Age), firm size (Lnsize), asset structure 

(Lgp), liquidity (Liquity) as control variable, are examined by the Tobin’s Q as the dependent variable. 

H4:  Capital structure explains the relationship between ownership structure and Tobin’s Q. 

 The results show the model is significant at the 0.05 level. P-value confirms the model is significance and 

R- square is 0.1028. According to the P-value results shown in Table 7, institutional ownership and leverage 

(capital structure) respectively as the independent and mediating variables have a significant positive and 

negative relationship with Tobin’s Q. Base on the Fourth hypothesis test results, the partial mediating is found. 

That is, institutional ownership both directly and indirectly by considering the company's financial leverage and 

monitor it can lead to improvement of company’s financial performance. The results in Table 6 show testing 

results in four models. In the first model the relationship between control variables including, firm age (Age), 

firm size (Lnsize), the assets structure (Lgp), and liquidity (Liquity) without independent variable, are examined 

with dependent variable, leverage (capital structure). The second model is related to the second hypothesis as 

shown in Table 6. At this model the relationship between the independent variable, institutional ownership and 

firm age (Age), firm size (Lnsize), asset structure (Lgp), liquidity (Liquity) as the control variable to the 

dependent variable, the leverage (capital structure) has studied. 

H2: There is a significant negative relationship between ownership structure and capital structure. 

 The results show the model is significant at the 0.05 level. P-value, indicating the model is. The R square in 

this model is 0.11 that is more than the first model, and indicate that the explanatory power of the second model 

is more.  Considering the significant level of institutional ownership variable and its P-value shown in Table 7 

there is a negative and significant relationship between institutional ownership and capital structure. The results 

are in line with Najar and Taylor and Hassan and others [27] findings. 

 
Table 6: The Results of Second Hypotheses. 

Second Model First Model symbol variable 

P-Value Std. Err Beta Coefficient P-Value Std. Err Beta Coefficient   

0.00 0.05 0.16 0.00 0.05 0.17 AGE Firm Age 

0.64 0.03 0.01 0.93 0.04 0.00 LnSIZE Firm Size 

0.07 0.05 -0.09 0.04 0.04 -0.11 LGP Asset Structure 

0.00 0.03 -0.19 0.00 0.03 -0.21 Liquity Liquidity 

0.00 0.00 -0.00    INST Institutionalownership 

0.00 0.20 -0.79 0.00 0.22 -1.09 CONS Constant 

660 660 Observations 

0.11 0.08 R2 

5.92 9.42 F- Value 

0.000 0.000 Model P- Value 

 
Table 7: The Hypotheses Test Results Based on TOBONS, Q  

Forth Model Third Model Second Model First Model 

Symbol 

 

 

 

Variable 
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0.05 0.07 0.14 0.06 0.07 0.13 0.65 0.04 0.02 0.26 0.10 0.12 AGE Firm Sge 

0.00 0.06 -0.19 0.00 0.06 -.18 0.01 0.03 -0.05 0.00 0.04 -0.17 LnSIZE Firm Size 

0.01 0.03 0.09 0.00 0.04 0.10 0.02 0.02 0.05 0.00 0.03 0.11 LGP Asset Structure 

0.00 0.03 0.14 0.00 0.03 0.15 0.00 0.02 0.05 0.00 0.05 0.14 LIQUITY Liquidity 

0.04 0.00 0.00    0.04 0.00 0.01    INST Institutional Ownership 

0.00 0.00 -0.14 0.00 0.04 -0.13       LEVERAGE Financial Leverage 

0.53 0.23 -0.14 0.87 0.20 0.03 0.68 0.14 0.05 0.83 0.32 0.07 CONS Constant 

660 660 660 660 Observations 

0.1028 0.0993 0.0939 0.0781 R2 

7.10 7.54 9.00 9.93 F-Value 

0.000 0.000 0.000 0.000 Model P-Value 

AGE :( Firm Age) = the number of years that the company has elapsed,   

LnSIZE: (size) = natural logarithm of assets, 

Ast: (the asset structure) = tangible fixed assets / total assets, (Rahimyan and Rezaei., 2010)  

Liquity ratio:(liquidity ratio) = current assets / current liabilities, (Haeri and Azizi., 2012)  

INST: (percentage of institutional ownership) = the number of shares held by institutional investors / total number of issued shares of the company,  

LEVERAGE: (financial leverage) = total debt divided by total Assets, (Nikbakht and, Rahmani, 2008).  

 

Conclusion: 

 This research has tried to make a new challenge about the impact of ownership structure on financial 

performance of companies with respect to mediating impact of capital structure. Based on the results of the first 



411                                                    Mehdizade Farsangi and Taebi Noghondari, 2014 

Advances in Environmental Biology, 8(19) Special 2014, Pages: 406-412 

hypothesis testing, there is a significant relationship between the ownership structure (institutional ownership) 

and financial performance (Tobin’s Q). Analyses of these findings show a significant association between the 

two variables. This result is compatible with the Kara’s monitoring hypothesis, which states that an institutional 

ownership will improve the performance of the company. The second hypothesis test shows a significant 

relationship between the leverage (the capital structure) and ownership structure (institutional ownership) of the 

companies, though the relationship is reversed. Based on the results of this hypothesis, since institutional 

investors play a significant role in transmission of information and has an effect on value of the company, the 

existence of a significant relationship between ownership structure and capital structure reduces the agency cost.  

 Based on these results, companies owned by institutional investors tend to use less leverage. The result of 

third hypotheses test indicates that there is a significant and negative relationship between the leverage (the 

capital structure) and financial performance (Tobin’s Q). According to the results the debt usage in capital 

structure indicates the negative performance of the company. If the company use of debt excessively, the stock 

turnover will reduce which represents the company's performance. The fourth hypothesis test show that the 

leverage (the capital structure) as the mediating variable effects the relationship between the ownership structure 

(the institutional ownership) and financial performance (Tobin’s Q). The results of these tests indicate the 

presence of a partial mediating, and implies that in addition to direct effect of institutional owners on the 

company performance, also they can influence on company financial performance through the hidden variables 

such as financial leverage and debt management; and increase the company profitability and performance by 

reducing the financial leverage (Debt reduction). As a result, investors and creditors may consider companies’ 

debt ratios in their portfolio and decision models.  

 Therefore, the subject of this study will open a new insight for the researchers and academists. Moreover, 

financial analysts and stock brokers, investment companies and shareholders to not rely on just the simple 

relationship between ownership structure and financial performance based on the previous researches, and 

consider the leverage (the capital structure) as a hidden variable affecting company’s financial performance. 

Since determining the optimum structure by the management will have a large impact on management 

performance; consequently, managers can improve the company performance by considering the optimum 

capital structure. Therefore, managers to improve the management performance and the company performance 

can use the findings of this research. Since in this investigation some certain indicators were used as measures of 

firm performance, it is proposed to use other indicators for performance such as economic value added. It should 

be noted, regression equation in this study is estimated for all industries together. Researchers try to assess this 

relationship for different industries in the future. Also, other research may increase the number of years and 

companies to achieve more generalization of the results. The research model may be investigated in other 

financial markets. 
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