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Abstract

This study investigated the effect of ownership structure on the dividend policy of the financial firms listed on
Amman Stock Exchange (ASE) for the period 2014-2016. The results indicated a positive relationship between
dividend and institutional, managerial, and foreign ownership, and negative relationship between dividend and
ownership concentration. The result also indicated that a large portion of the ownership is in the hand of the
instructions and the board of directors, and the ownership is not highly concentrated.
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1. Introduction

A continuous challenging decision disturbing firms management is to decide the amount of earnings to be
distributed to shareholders as dividend and the amount that should be retained. This is considered challenging
because it represents a trade-off decision between distributing earnings to satisfy shareholders’ needs and retain
earnings to finance growth and expansion. Both managers and shareholders are interested in such decision
because managers consider the dividend as a positive indicator of their performance, and shareholders consider it
as an indicator for their investment worthiness and consequently enables them to take the rational decisions
concerning buying, holding, or selling shares. In this regard, Ehsan et al. (2013) and S&z & Gutiérez (2015)
argued that dividend policy is one of the most important factors of determining the firms’ value.

By reviewing some of the previous related studies (e.g., Erol & Tirtiroglu, 2011; Lace et al., 2013; Al-Nawaiseh,
2013; Al-Qahtani & Ajina, 2017), it is noticed that the word "Dividend" was accompanied by the word "Puzzle".
This accompanying was due to the difficulty of controlling all possible factors that could affect dividend policy,
so some of researchers consider it as a puzzle.

Although the previous studies examined the association between different factors and dividend policy, Erol &
Tirtiroglu (2011) stated that there is still a lot to be done, Al-Nawaiseh (2013) argued that the issues related to
why firms pay dividend is not yet resolved, Lace et al. (2013) concluded that the factors previously investigated
do not fully explain the changes in the dividend payments, Al-Qahtani & Ajina (2017) asserted this when they
concluded that there is no complete understanding of the factors that affect the dividend policy and the manner in
which these factors interact. Among other factors investigated was the ownership structure.

Different types of ownership structures are found in firms (e.g., institutional, managerial, and foreign ownership).
Ehsan et al. (2013) and Kulathunga & Azeez (2016), among others, concluded that these different structures have
a variety of influences over the dividend policy.

Agency cost theory has been utilized in explaining the association between ownership structures and dividend
policy. The agency cost theory highlights the impact of the conflicts of interest between managers and
shareholders, due to the separation between ownership and management, on dividend policy. According to this
theory, dividend can be used as a tool to mitigate this conflict by reducing the amount of free cash flow that
might be expropriated by management (Setia-Atmaja, 2009; Al-Qahtani & Ajina, 2017). Different points of
views existed in the previous studies regarding the effect of each type of ownership on dividend policy (which
will be represented in the next section).

Two main reasons motivated the conduction of this study: first, there are very few studies that investigated the
impact of ownership structure on dividend policy in the emerging markets, compared to the developed markets

65



http://ibr.ccsenet.org International Business Research Vol. 11, No. 6; 2018

(Al-Nawaiseh, 2013; Kulathunga & Azeez, 2016). Second, according to my best knowledge, all of the local
studies (e.g., Warrad et al., 2012; Al-Shubiri et al., 2012; Al-Gharaibeh et al., 2013; Al-Nawaiseh, 2013)
investigated the impact of ownership structure on dividend policy in the industrial and the service sectors, and
none was conducted on the financial sector. So, this study aims to investigate the impact of different ownership
structures (institutional, managerial, foreign and concentration) on dividend policy of the financial firms listed
on Amman Stock Exchange (ASE) for the period 2014-2016.

2. Ownership Structure, Dividend Policy and Hypotheses Development
2.1 Institutional Ownership

Institutional shareholders are characterized by their ability to control the management due to their large size of
investments and their professional approach to manage their investments (Lace et al., 2013), so they become the
leading player in determining dividend policy (Al-Qahtani & Ajina, 2017).

Different points of views were found in the previous studies regarding the association between institutional
ownership and dividend policy. On the one hand, Han et al. (1999) and Al-Najjar & Kilincarslan (2016) revealed
a negative relationship between dividend payout and institutional ownership due to their ability to effectively
monitor the firm’s management, which in turn reduces the agency cost and the need for high dividend payouts.
On the other hand, Farinha (2003) suggested that institutions may influence the firms to pay higher dividend
payouts if they believe that their own direct monitoring efforts are inefficient or too costly.

Accordingly, the first hypothesis could be presented as follows:

H1: Holding all else constant, there is a negative relationship between the institutional ownership and the
dividend.

2.2 Managerial Ownership

Yi-Hua et al. (2010) and Lace et al. (2013) stated that as the managerial ownership (insider ownership) increases
there will be low conflicts of interest between managers and outside shareholders, consequently reducing the
agency costs and the need for high dividend payout. Also, S&z & Gutiérez (2015) and Kulathunga & Azeez
(2016) argued that when a large percentage of the shares is in the hands of insiders, they will have the incentives
to reduce the dividend payout to retain the cash inside the firm to generate private benefits to themselves, such as
enhancement of salaries and bonuses, at the expense of outsiders. On the other hand, Al-Qahtani & Ajina (2017)
believed that the high percentage of managerial ownership leads to an opportunistic behavior among the board of
directors that will result in high dividend levels to control this behavior.

Accordingly, the second hypothesis could be presented as follows:

H2: Holding all else constant, there is a negative relationship between the managerial ownership and the
dividend.

2.3 Foreign Ownership

Chai (2010) found a positive association between foreign ownership and dividend payout level as the foreign
shareholders overweight large and profitable firms with high dividend payout rate. In the same context, Lace et
al. (2013) stated that foreign shareholders prefer investments in the emerging market firms in case of high
dividend opportunity. Le & Le (2017) also stated that foreign shareholders prefer more dividend payments in the
weak corporate governance context because they are disadvantageous in terms of information regarding firms
performance and market changes.

On the contrary, Glen et al. (1995) believed that most shareholders in the industrial countries invest in the stocks
of emerging markets for their long run growth potential they represent, not for the short-term dividend they will
produce, suggesting a negative relationship. Sulong & Nor (2008) stated that foreign shareholders may prefer a
low dividend policy in the case where they can play an active monitoring role to mitigate the potential
managerial opportunism and control the agency costs of free cash flow. Al-Najjar & Kilincarslan (2016) asserted
this by stating that foreign shareholders might be efficient in monitoring the management in emerging markets
due to their experience and because the foreign ownership increases foreign analysts’ interests, which in turn
provide additional monitoring on the managements’ activities, consequently reduce the agency costs and the
need for high dividend payout.

Accordingly, the third hypothesis could be presented as follows:
H3: Holding all else constant, there is a negative relationship between the foreign ownership and the dividend.
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2.4 Ownership Concentration

There is general consensus in the previous studies that large shareholders in firms with concentrated ownership
structures are considered influential in the determination of dividend policy, which in turn may generate private
benefits to them at the expense of the minority shareholders (e.g., S&z & Gutiérez, 2015; Sindhu et al., 2016;
Le & Le, 2017).

Yi-Hua et al. (2010) stated that if the large shareholders fail to realize capital gains from price appreciation of
shares, cash dividend becomes their sole source of income. consequently, they have the motivation to ask for
large dividend. Kulathunga & Azeez (2016) also concluded that firms are forced to distribute more dividends to
decrease the agency cost when they include ownership concentration.

On the other hand, Khan (2006) and Wei et al. (2017) indicated a negative relationship between ownership
concentration and dividend payout. The later justified this by indicating that the large shareholders prefer to
retain cash in the firms to reinvest it in more profitable projects.

Accordingly, the fourth hypothesis could be presented as follows:
H4: Holding all else constant, there is a negative relationship between ownership concentration and the dividend.
3. Literature Review

Han et al. (1999) examined the relationship between institutional ownership and dividend policy. The results
showed a positive correlation between institutional ownership and dividend payout. Khan (2006) investigated the
relationship between ownership structure and dividend for 330 large quoted UK firms. The results indicated a
negative relationship between dividend and ownership concentration. The results also indicated that the ownership
composition affected dividend, where a negative relationship was observed for shareholding by individuals and a
positive relationship observed for shareholding by insurance companies. Sakinc & Gungor (2015) investigated the
impact of ownership structure on dividend for 271 real and banking firms listed on Istanbul Stock Exchange
between 2004-2011. The results indicated that the cash dividend was associated positively with ownership
concentration and negatively with foreign ownership. Kulathunga & Azeez (2016) investigated the association
between ownership structure and dividend policy of listed firms in Colombo Stock Exchange over the period
2006-2014. The results indicated a negative effect of institutional and managerial ownership on dividend, while the
ownership concentration showed a positive effect. Sindhu et al. (2016) analyzed the impact of ownership structure
on dividend payout ratio of 100 non-financial firms listed on Karachi Stock Exchange for the period 2011-2015.
The results indicated that the institutional ownership showed a positive impact on dividend payout ratio, while the
managerial ownership showed a negative one. Mossadak et al. (2016) analyzed the relationship between the
ownership structure and the dividend policy in Morocco. The results indicated a positive impact of ownership
concentration and foreign ownership on dividend, while the institutional ownership did not show any significant
relationship with dividend policy. Al-Qahtani & Ajina (2017) examined the relationship between the ownership
structure and dividend payout policy for 100 firms listed on Saudi Stock Market for the period 2012-2015. The
results indicated a positive relationship between managerial ownership and dividend. Wei et al. (2017) examined
the impact of ownership concentration on dividend payout of Malaysian publicly listed firms for the period
2005-2015. The results indicated that ownership concentration was associated with low dividend payout. Le & Le
(2017) investigated the relationship between the identities and level of shareholdings of the largest shareholders,
and cash dividend policy of 180 firms listed on Vietnam stock exchange markets for the period 2009-2013. The
results indicated that the firms with foreign investors as the largest shareholders had higher dividend payout ratio
than firms with domestic investors as the largest shareholders. The results also indicated that the higher the level of
holdings, by the largest shareholders, is the lower the dividend payout will be.

In the local context, Warrad et al. (2012) examined the association between ownership structure and dividend
policy of the industrial public shareholding firms for the period 2005-2007. The results indicated a positive
relationship between foreign ownership structure and the dividend payout. Al-Shubiri et al. (2012) examined the
association between ownership structure and dividend policy of the industrial firms for the period 2005-2009.
The results indicated a negative relationship between the institutional ownership and dividend per share. The
results also indicated that the higher the ownership of the five largest shareholders, is the higher the dividend per
share will be. Al-Gharaibeh et al. (2013) investigated the effect of ownership structure on the dividend policy for
35 industrial and service firms for the period 2005-2010. The results indicated a positive association between
institutional ownership and dividend, and negative association between managerial ownership and dividend.
Al-Nawaiseh (2013) investigated whether ownership structure affect dividend policy of the industrial firms for
the period 2000-2006. The results indicated a positive association between institutional ownership and dividend,
and negative association between managerial ownership and dividend.
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4. Methodology
4.1 Sample and Data Collection

The study sample consisted of (64) firms, representing all the financial firms listed on ASE for the period
2014-2016. These firms include (15) banks, (20) insurance firms, and (29) financial services firms. Dividend
data and ownership information were collected from the firms’ annual reports and the Security Depository
Center (SDC) online database.

4.2 Measurement of Variables

Following (Al-Shubiri et al., 2012 and Kulathunga & Azeez, 2016), dividend, which represent the dependent
variable, was measured by cash dividend per share and was calculated by dividing the total cash dividend
distributed by the number of shares outstanding. Although dividend could be measured by the dividend yield or
payout ratio, this study used the dividend per share as a measure of dividend policy to overcome the possible
problems associated with the use of the other measures. On the one hand, because dividend yield is measured by
dividing dividend per share by the closing market price per share, this measure is affected by factor (i.e., share
market price) other than the dividend. On the other hand, because the dividend payout ratio is measured by
dividing the total dividend paid by the net income, there is a probability of negative payout ratio if the earnings is
negative (loss) or a probability of an overstated payout ratio if the earnings is low.

Four types of ownership structure represented the independent variables in this study (institutional, managerial,
foreign and concentration). Institutional ownership was measured as the percentage of the shares held by the
institutional shareholders (e.g., mutual funds, pension funds, banks), whether domestic or foreign (Kulathunga &
Azeez, 2016). Managerial ownership was measured as the percentage of the shares directly held by the board of
directors of the firm (Sulong & Nor, 2008). Foreign ownership was measured as the percentage of the shares
held by the foreign shareholders whether individuals or institutional (Chai, 2010; Al-Najjar & Kilincarslan,
2016). Ownership concentration was measured by using the Herfindahl Index (HFI) which is equal to the sum of
the square of the top five shareholders” holding percentages (Yi-Hua et al., 2010; Kulathunga & Azeez, 2016).

5. Results and Discussion

Table 1 presents the descriptive statistics for the ownership structure and dividend for the sample firms during
the study period. As shown, more than half (about 51%) of the ownership is in the hands of institutions, with a
range from (0. 2%) to (100%). Managerial ownership results indicate that about (46%) of the ownership is in the
hands of the board of directors of these firms. These results indicated that the outside individual (minority)
shareholders have a small percentage of ownership.

In the local context, Al-Gharaibeh et al. (2013) found closer percentages of the institutional and managerial
ownership in the industrial and the service firms listed on ASE for the period 2005-2010; they found that about
(52%) of the ownership is in the hands of institutions and about (47%) of the ownership is in the hands of the
board of directors.

The results also indicate that about (28%) of the ownership is in the hands of foreign shareholders, whether
individuals or institutions, (19%) of the ownership is in the hands of the largest five shareholders, whether
individuals or institutions, suggesting that the share ownership in the financial firms is not highly concentrated.

The average cash dividend distributed by the sample firms is about (0.067) per share, with a minimum
distribution of (zero) for the firms that did not distribute any cash dividend during the study period, and a
maximum distributions of (0.455) per share, indicating huge differences between firms in terms of dividend
payments. In the local context, Al-Shubiri et al. (2012) revealed that the average cash dividend distributed by the
industrial firms listed on ASE is about 0.041 per share, for the period 2005-2009.

Table 1. Descriptive Statistics *

Variable (Ownership) Mean SD Min Max
Institutional 0.512 0.281 0.002 1.000
Managerial 0.461 0.244 0.003 0.964
Foreign 0.282 0.272 0.000 0.906
Concentration 0.190 0.192 0.024 0.821
Dividend ** 0.067 0.095 0.000 0.455

* Values rounded to the third decimal.
** Values in US dollars.
Table 2 presents Pearson correlation matrix among the study variables. As shown, the correlation coefficients
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indicate the non-existence of multicollinearity problem between them. Dividend is significantly correlated
positively with institutional, managerial, and foreign ownership, while the ownership concentration shows a
positive but insignificant correlation with dividend. The results also indicated a positive significant correlation
between all types of ownership.

Table 2. Pearson Correlations Matrix

Variable (Ownership) Institutional Managerial Foreign Concentration Dividend
Institutional 1.000
Managerial 0.606 ** 1.000
Foreign 0.515 ** 0.294 * 1.000

. 0.621 ** 0.551 ** 0.629 1.000
Concentration "

0.275* 0.333 1.000

Dividend 0.332 ** *x 0.050

*  Significant at p < 0.05 level
**  Significant at p < 0.01 level

The multivariate regression analysis was performed to empirically test the study hypotheses. The regression
model that was performed and tested is as follows:

Div, = S, + B,Ins, + B,Man, + g,For, +,Con, + ¢,

Where:
Divi - Continuous variable represents the cash dividend per share,
|n3i Continuous variable represents the percentage of institutional ownership,
Mani - Continuous variable represents the percentage of managerial ownership,
Fori Continuous variable represents the percentage of foreign ownership,
Con. Continuous variable represents the percentage of ownership concentration.

1
Table 3 presents the results of multivariate regression analysis. The adjusted R square result indicated that about
(24.8%) of the variance in the dividend is explained by the model, ANOVA results indicated that this model is a
statistical significant predictor of the outcome (p<0.05). The coefficients of the institutional, managerial, and
foreign ownership are positively statistically significant, while the coefficient of the ownership concentration is
negatively statistically significant (p<0.10). Beta results indicated that the ownership concentration followed by
foreign ownership have the strongest contribution in explaining the dividend outcome. Finally, the values of
Tolerance and VIF in the collinearity statistics provide additional support about the non-existence of
multicollinearity problem.

Therefore, these results provide support for rejecting the first three hypotheses and accepting the fourth one,
where the first three hypotheses proposed a negative relationship between the dividend and the institutional
ownership, the managerial ownership, and the foreign ownership, respectively; while the fourth hypothesis
proposed a negative relationship between the dividend and the ownership concentration.

The result regarding the positive relationship between institutional ownership and dividend confirms the results
of Han et al. (1999) study in USA, Al-Gharaibeh et al. (2013) study in Jordan, and Sindhu et al. (2016) study in
Pakistan. The result regarding the positive relationship between managerial ownership and dividend confirms the
results of Al-Qahtani & Ajina (2017) in Saudi Arabia. The result regarding the positive relationship between
foreign ownership and dividend confirms the results of Warrad et al. (2012) study in Jordan, Mossadak et al.
(2016) study in Morocco, and Le & Le (2017) study in Vietnam. The result regarding the negative relationship
between ownership concentration and dividend confirms the results of Khan (2006) study in UK and Wei et al.
(2017) study in Malaysia.
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Table 3. Multivariate Regression Analysis Results

Unstandardized Collinearity
Coefficients Lower  Upper Statistics

B Std. Error  Beta t Sig. Bound Bound Tolerance  VIF
Constant -.023 .025 -943 350 -.072 .026
Institutional .091 .053 270 1714 092 -015 197 480 2.083
Managerial 112 .056 .289 1985 .052 -.001 224 .564 1.774
Foreign 163 .051 468 3.204  .002 .061 .264 .560 1.786
Concentration -.281 .082 -571  -3434 001 -445 -117 432 2.315

Model Summary
R R Square Adjusted R Std. Error of the Estimate

Square
544 .296 .248 .082
ANOVA
F Sig.
6.202 .000
6. Conclusion

This study investigated the effect of ownership structure on the dividend policy of the financial firms listed on
Amman Stock Exchange (ASE) for the period 2014-2016. It particularly investigated the effect of institutional
ownership, managerial ownership, foreign ownership, and ownership concentration on the dividend per share for
a sample of (64) firms representing all financial firms listed on ASE.

The main results revealed by this study indicated a positive relationship between dividend per share and
institutional, managerial, and foreign ownership, and a negative relationship with ownership concentration.
Several possible justifications for these results were found in the previous studies, Farinha (2003) stated that the
institutional shareholders may influence the firms to pay higher dividend if they believe that their own direct
monitoring efforts are inefficient or too costly, Al-Qahtani & Ajina (2017) argued that the high percentage of
managerial ownership leads to an opportunistic behavior among the board of directors that will result in high
levels of dividend to control this behavior, Le & Le (2017) stated that the foreign shareholders prefer more
dividend payments in the weak corporate governance context because they are disadvantageous in terms of
information regarding firms performance and market changes; while Wei et al. (2017) stated that large
shareholders prefer to retain cash in firms to be reinvested in more profitable projects.

The study also revealed secondary results. First, a large portion of the ownership in financial firms is in the
hands of the institutions and the board of directors, confirming the results of Al-Gharaibeh et al. (2013) study
that was conducted on the industrial and service firms listed on ASE. Second, the ownership in financial firms is
not highly concentrated, only (19%) of the ownership is in the hand of the largest five shareholders.

In light of these findings, and in the absence of a comprehensive local study, this study recommend the
conducting of a comprehensive comparative study that will cover all sectors in ASE; in addition, the
investigation of other potential factors (e.g., earnings, liquidity, cash flows, and financial leverage) that may have
an effect on the dividend policy.
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