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1. INTRODUCTION 
 
In recent decades, there has been a growing interest 
among scholars and academia worldwide in 
researching the financing behavior of family 
businesses, leading to the development of various 
avenues of study. Paradoxically, the literature on 
the determinants of financing policy in the firm, 
whether family-owned or non-family-owned, is still 
inconclusive (Quiddi & Habba, 2021a). 

Family businesses, as highlighted by Moussa 
and Elgiziry (2019) and Abouzaid (2014), constitute 
a significant portion, accounting for up to 80% of all 
businesses, employing 70% of the workforce, and 
contributing to 80% of the region’s gross domestic 
product (GDP) (outside oil sector). This substantial 
presence positions family businesses to potentially 

serve as a driving force for regional development, as 
recognized by Basco et al. (2021), particularly within 
an environment that is gaining geopolitical and 
economic attention, as stated by World Economic 
Forum (WEF, 2018). 

If the significance of context in family business 
research cannot be overstated (Krueger et al., 2021), 
few research efforts have been dedicated to 
the study of family businesses in the specific 
context of the Arab world (Basly, 2017). In addition, 
insufficient emphasis has been placed on large listed 
family businesses. The uniqueness of this category 
of firms is reflected in the fact that they oscillate 
between the pressure of the familiness and the need 
to professionalize management to cope with 
the business expansion (Berrada et al., 2021; 
Bañegil Palacios et al., 2013). Moreover, the distinctive 
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feature of listed family firms is the presence of 
a considerable number of small investors, who are 
typically passive and not involved in strategic 
decision-making. This dynamic gives rise to specific 
and significant concerns, as highlighted by Frisenna 
and Rizzotti (2020). In particular, minority 
shareholders may be exposed to the risk of wealth 
expropriation. In the pursuit of long-term family 
control, the controlling family’s inclination to 
prioritize the maximization of their own interests 
over those of the firm or minority shareholders can 
influence corporate decision-making (Morck & 
Yeung, 2003). 

This paper aims to examine the case of large 
listed family businesses and compares them with 
large non-family businesses. This approach allows 
us to explore whether there is an alignment 
of behavior between these two categories of 
companies. Family businesses often undergo 
significant transformations as they grow and 
transition towards becoming publicly listed entities. 
This transition often involves a professionalization 
of the management (Sonfield & Lussier, 2008) and 
the adoption of corporate governance structures and 
practices that are more commonly associated with 
non-family businesses. 

By comparing the financing behavior and 
financial decisions of large listed family businesses 
with their non-family counterparts, we aim to assess 
whether this professionalization process leads to 
a convergence of behavior in terms of capital 
structure choices. We seek to determine if family 
businesses, upon their expansion and entry into 
the stock market, exhibit financial behavior that 
aligns more closely with that of non-family 
businesses. In other words, is there a convergence of 
financing behavior among large listed family firms 
and large listed non-family firms? 

This paper has then two main contributions. 
Theoretically, it will contribute to the literature on 
the financing behavior of family firms while 
verifying the similarities and/or differences between 
large listed family firms and their non-family 
counterparts. From a managerial perspective, this 
paper highlights the peculiarities of financing 
choices within large listed family firms, thus 
enabling the various stakeholders (members of 
the controlling family, creditors, financial market 
actors, etc.) to optimize the capital structure of this 
category of firms and to finance their activity at 
the lowest cost. 

To achieve our research objective, the paper 
is organized as follows. Section 2 provides 
a comprehensive review of the literature on 
financing and capital structure and rationalizes 
the hypotheses. Section 3 identifies the methodology. 
Section 4 presents findings while Section 5 discusses 
them. Then, the last Section 6 concludes the paper 
with future directions of research. 
 
2. LITERATURE REVIEW AND HYPOTHESES 
RATIONALE 
 
2.1. Financing policy in the classical finance 
 
The theoretical underpinnings of the financing 
policy are found in the seminal work of Modigliani 
and Miller (1958) arguing that, in perfect markets, 
the capital structure of a firm does not have 

an impact on its value since the latter has no impact 
on the cash flows generated. Based on these 
theoretical conditions, according to Modigliani and 
Miller (1958), the value of a firm with leverage is 
equivalent to the value of the same firm without 
leverage. Decision-makers can thus freely select 
the capital structure. 

However, the idea of perfect markets is 
a drastic simplification of reality. This led to 
a revision of the model by introducing taxation as 
an imperfection of capital markets and admitting 
that debt enjoys a tax advantage due to the tax 
deductibility of interest payments (Modigliani & 
Miller, 1963). Consequently, the cost of capital is no 
longer the same for an indebted and non-indebted 
firm and debt may act as a tax shield. 

Nevertheless, one of the shortcomings of 
the adjusted Modigliani and Miller (1963) model is 
the failure to consider the heightened risk of 
bankruptcy (Baxter, 1967). It fails to recognize how 
the increased costs associated with financial distress 
can offset the potential advantages of leverage. 
Therefore, it becomes crucial to thoroughly evaluate 
both the advantages and drawbacks of debt to 
accurately gauge its overall influence on firm value. 

This sets the stage for a discussion on 
the trade-off theory, which combines research on 
taxes (Modigliani & Miller, 1963), the costs of 
financial distress and bankruptcy (Warner, 1977), 
and agency literature (Jensen & Meckling, 1976). 
Accordingly, firms are expected to strive for 
an optimal capital structure that strikes a balance 
between the tax advantages of debt (i.e., tax shields 
on debt), the costs associated with financial distress, 
and agency costs. In line with this perspective, Kraus 
and Litzenberger (1973) argued that the capital 
structure should consider a trade-off between the tax 
advantages of debt and the increased likelihood of 
financial distress caused by higher debt levels. 

Contrary to trade-off theory, Myers and Majluf 
(1984) argue that firms do not have a preference for 
maintaining a specific level of debt (optimal target 
ratio) and adhere to a hierarchy of financing sources. 
Considering that financing decisions are influenced 
by the degree of information asymmetry, as suggested 
by Donaldson (1961), firms opt for a capital structure 
that can minimize such information asymmetry. 
Consequently, they prioritize internal financing over 
external financing, with a preference for retained 
earnings over debt and debt over new equity. 
 
2.2. Financing policy in family businesses 
 
In the specific case of family businesses, the reasons 
for the existence of the family and those of 
the business are fundamentally different. The main 
purpose of the family is the preservation of its 
members’ culture, while the business is committed 
to the achievement of financial and economic results 
(Stafford et al., 1999). In addition to financial 
performance, family businesses strive for continuity 
and expansion (Brenes et al., 2011). This needs 
for sustainability and continuity rhymes with 
the long-term orientation that is favored by two 
characteristics in the case of family businesses. Two 
key factors contribute to the distinct characteristics 
of family businesses. Firstly, the capacity of family 
owners to exercise autonomous decision-making, 
and secondly, the connection with the succeeding 
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generation, as indicated by Delmas and Gergaud 
(2014). Expanding on this notion, Clinton et al. 
(2018) argue that the ability to make independent 
decisions is associated with the ownership 
and management of family firms by family 
members, enabling them to make unilateral choices 
more effectively than non-family firms, which 
typically have more dispersed ownership structures 
(Carney, 2005). 

Consequently, family businesses may orient 
their financing choices towards the modality that 
ensures the survival of the family business. For 
example, they may tend to avoid debt financing due 
to the perceived increase in the risk of bankruptcy 
and the potential threat it poses to financial security 
and long-term profitability (Arregle et al. 2007). 
In the same vein, they may prefer to retain a high 
percentage of the profits made for reinvestment, 
thus solidifying the capital structure. 

In addition, the attitude of family businesses 
towards risk may affect their choice of financing 
sources. Debt, for example, may be minimized or 
avoided because of its financial risks that are 
associated with an increased likelihood of financial 
distress and bankruptcy. That said, family 
businesses may adopt a more risk-averse approach 
compared to non-family businesses as a means to 
steer clear of financial distress. Within a family 
business, financial distress generates costs that 
affect both financial and socioemotional wealth. 
As a result, financial distress and bankruptcy are 
more damaging for a family business than for a non-
family shareholder (Kempers et al., 2019). 

This risk aversion is reflected in a more 
conservative financing policy, less debt, and more 
liquidity (Anderson & Reeb, 2003). According to 
Fama and Jensen (1983), when the family is involved 
in management, the decision-making process tends 
to become less efficient due to its risk aversion. 
Moreover, family members may base financial 
decisions are primarily driven by considerations of 
how they may impact family control, rather than 
through a comprehensive evaluation of the advantages 
and disadvantages of each capital structure choice 
(Croci et al., 2011). 

In addition to dual goals, long-term orientation, 
and risk aversion; socioemotional wealth is also 
a distinguishing feature of the family business that 
affects its financing choices. Brenes et al (2011) 
argued that succession (as a dimension of socio-
emotional wealth) is one of the primary concerns of 
family businesses. Thus, they may display a more 
conservative behavior, preferring to minimize 
external financing even at the cost of missing out on 
growth opportunities. This cautious approach is 
driven by the desire to safeguard family control and 
protect the wealth of future generations (López-
Gracia & Sánchez-Andújar, 2007; Blanco-Mazagatos 
et al., 2007). 

Empirically, most authors have found a more 
conservative financing policy among family firms 
(Vieira, 2014). In addition, family firms seem to be 
influenced by the issues typically considered in 
the pecking order theory (Zata Poutziouris, 2001). 
In the specific case of large family firms operating 
in the Arab world, studies conducted by Berrada 
et al. (2021) and Alghamdi (2016) have shown that 
family firms, even large ones, tend to prioritize 

the use of internal funds and incur less debt, 
compared to large non-family firms. This gives rise 
to the following research hypothesis: 

H1: Ceteris paribus, large listed family firms are 
less indebted than their non-family counterparts in 
the Arab world. 
 
2.3. Capital structure determinants 
 
The study of the financing behavior peculiarities in 
large listed family firms calls for testing the effect of 
some firm-level factors, mainly profitability, 
liquidity, tax shields, the tangibility of assets, 
growth, business risk, and firm age. 

According to the trade-off theory, profitable 
firms experience a relatively low cost of financial 
distress, enhancing the value of the tax shield (Frank 
& Goyal, 2009). In this respect, the most profitable 
firms are supposed to incur more debt (Fama & 
French, 2002). This leads to the assumption of 
a positive association between profitability and debt. 
Conversely, according to the pecking order theory, 
there exists an inverse association where profitable 
firms prioritize the use of retained earnings to 
finance their current or future projects, potentially 
resulting in lower levels of debt. In the context of 
family businesses operating in the Arab world, prior 
research has demonstrated a negative correlation 
between the debt ratio and profitability. This finding 
aligns with the pecking order theory (Berrada 
et al., 2021; Vieira, 2014; Al-Nsour & Jresat, 2018). 
Thus, the following hypothesis is formulated: 

H2a: Profitability is negatively associated with 
the debt ratio in large listed family firms of the Arab 
world. 

In addition, liquidity is also a factor whose 
effect on the capital structure has been tested by 
previous studies on family businesses. Some of these 
studies have found a negative relationship between 
liquidity and debt ratio (Gottardo & Moisello, 2014; 
Croci et al., 2011; Anderson & Reeb, 2003). Firms 
characterized by high liquidity possess greater 
internal funds, leading to a tendency to rely less on 
debt financing (Khémiri & Noubbigh, 2018). Öztekin 
and Flannery (2012) and de Jong et al. (2008) 
consider that in the presence of information 
asymmetry, accumulated cash and other liquid 
assets function as internal means of funding. 

H2b: Liquidity is negatively associated with 
the debt ratio in large listed family firms of the Arab 
world. 

The trade-off theory argued that a positive 
association exists between income tax and the debt 
ratio, as firms may opt for debt financing to 
capitalize on tax savings, especially in circumstances 
where the tax rate is high (López-Gracia & Sogorb-
Mira, 2008; Fama & French, 2002; Bradley et al., 1984; 
DeAngelo & Masulis, 1980; Modigliani & Miller, 1963). 

H2c: Income tax is positively associated with 
the debt ratio in large listed family firms of the Arab 
world. 

In addition, non-debt tax shields can affect 
the debt ratio. This refers to the depreciation 
expense that provides tax savings (Khémiri & 
Noubbigh, 2018; Chen, 2004). An increased level of 
depreciation expense leads to a decrease in taxable 
income, which acts as a deterrent for firms to rely 
heavily on debt for tax shields. Accordingly, 
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the trade-off theory predicts a negative correlation 
between non-debt tax shields and the debt ratio 
(Bradley et al., 1984; de Jong et al., 2008). 

H2d: Non-debt tax shields are negatively 
associated with the debt ratio in large listed family 
firms of the Arab world. 

The financing behavior of a firm can also be 
affected by the type of assets it holds. Evidence on 
the determinants of capital structure argues that 
the tangibility of a firm’s assets is positively related 
to the debt ratio due to the use of these assets as 
collateral (Hovakimian et al., 2001; Yang et al., 2010). 
Lenders feel secure with the collateral provided and 
facilitate access to debt (Rajan & Zingales, 1995). 
In this vein, tangible assets can serve as collateral, 
preserve the interest of creditors, and mitigate agency 
problems (Carbó-Valverde et al., 2011). A positive 
effect of tangibility on the debt ratio is therefore 
supposed. 

H2e: Asset tangibility is positively associated 
with the debt ratio in large listed family firms of 
the Arab world. 

Another determinant of the capital structure 
could be related to growth. Broadly, firms with high 
growth have high financing needs. According to 
the pecking order theory, when internal financing is 
exhausted, firms prefer debt to finance growth. 
Consequently, when firms experience significant 
growth and find their internal funds insufficient to 
support their expansion, they tend to increase their 
debt levels. As a result, a positive relationship is 
predicted between growth and debt in such 
situations. In the particular case of family 
businesses, the purpose of preserving family control 
reduces its range of financial resources and affects 
the firm behavior toward growth prospects (Romano 
et al., 2001). The owner-manager of a family 
business may prefer to forego growth in order to 
preserve control of the business and not cause 
management issues for the subsequent generation 
(Le Breton-Miller & Miller, 2006). 

H2f: Growth is negatively associated with the debt 
ratio in large listed family firms of the Arab world. 

Similarly, business risk can affect the financing 
policy. Firms facing higher levels of risk are more 
likely to encounter financial distress and incur greater 
costs associated with bankruptcy. Consequently, it is 
recommended that high-risk firms maintain lower 
levels of debt (Jensen et al., 1992). It is argued that 
family members struggle with risk management. 
Consequently, they prefer to avoid taking action (Poza 
& Daugherty, 2020). In this respect, high-risk family 
businesses are supposed to avoid additional risks 
that may be caused by debt (Oktavina et al., 2018). 

H2g: The business risk is negatively associated 
with the debt ratio in large listed family firms of 
the Arab world. 

Finally, firm age can be positively related to 
indebtedness (Abor, 2008). In the case of the family 

firm, age is a proxy of reputation (Berrada et al., 2020; 
Diamond, 1989), which reduces potential transaction 
costs in family firms and allows easy access to debt 
(López-Gracia & Sánchez-Andújar, 2007). We, therefore, 
predict a positive association. 

H2h: Firm age is positively associated with the debt 
ratio in large listed family firms of the Arab world. 

 
3. METHODOLOGY 
 
3.1. Sampling and data 
 
This study aims to investigate the determinants of 
the financing policy in large listed family businesses 
operating in the Arab world by using a comparative 
analysis. Secondary panel data for the period 
between 2013 and 2019 was retrieved from 
the Orbis database, provided by Bureau Van Dijk. 
By definition, our sample includes firms active 
during the study period and operating in the Arab 
world and excludes financial companies due to their 
specific regulation 

In order to define family firms, Astrachan and 
Kolenko (1994) distinguished between listed and 
unlisted family firms. Thus, a listed firm is 
considered family-owned if the family owns more 
than 10% of shares, whereas in unlisted firms this 
percentage rises to 50%. In this vein, Charlo 
et al. (2016) argued that a listed family business is 
a firm where family members own at least 25% of 
shares. This is because listed companies typically 
have a significant number of shareholders, leading 
to a situation where the largest shareholder (or 
group of shareholders) commonly holds less 
than 50% of the voting rights. Despite this, their 
ownership stake is often sufficient to exert 
substantial influence over critical decisions within 
the firm. In this respect, we consider a firm to be 
family-owned if one or more members of the same 
family hold more than 25% of the shares, participate 
in the governance bodies, and are actively involved 
in management. 

After applying the sampling criteria, the final 
set includes 103 large listed family firms. The control 
sample of large listed non-family firms is of the same 
size and is selected based on the sector of activity. 
 
3.2. Variables 
 
The selection of variables (dependent, independent) 
is primarily guided by the findings of prior empirical 
research on the determinants of capital structure in 
family firms, but also by the availability and relevance 
of data. The dependent variable is the debt ratio. 
The independent variables are defined in Table 1. 

The model to be tested (in both categories of 
firms) is as follows below. 

 
 
 
 
 
 
 
 
 



Corporate Governance and Organizational Behavior Review / Volume 8, Issue 1, 2024 

 
12 

Table 1. Variables definition 
 

 Variable Formula Rationalization 
Dependent variable Debt ratio DEBT Total debt total assets Rajan and Zingales (1995) 

Independent variables 

Return on assets ROA 
Company’s earnings before interest, taxes, 
depreciation, and amortization 
(EBITDA)/Total assets 

Berrada et al. (2021), 
Rajan and Zingales (1995) 

Return on equity ROE Net income to shareholders’ equity Stickney et al. (2007) 

Liquidity ratio LIQ Liquid assets/Current liabilities 
Deesomsak et al. (2004), 

Eriotis et al. (2007) 

Income taxes TAX Income taxes on profit 
Handoo and Sharma (2014), 

Belkhir et al. (2016) 
Non-debt tax 
shields 

NDTS Total depreciation/Total assets 
Titman and Wessels (1988), 
Vieira (2014), Roida (2020) 

Tangibility ratio TANG Tangible fixed assets/Total assets 
de Jong et al. (2008), 
Antoniou et al. (2008) 

Growth  GRO Sales variation Köksal and Orman (2015) 

Business risk RISK 𝜎 EBIT/Sales 
Oktavina et al. (2018), 

Vieira (2014) 

Firm age AGE Natural logarithm of the number of years 
Quiddi and Habba (2021b), 

Ramalho et al. (2018) 

 
𝐷𝐸𝐵𝑇௧ = 𝛽 + 𝛽ଵ𝑅𝑂𝐴௧ + 𝛽ଶ𝑅𝑂𝐸௧ + 𝛽ଷ𝐿𝐼𝑄௧ + 𝛽ସ𝑇𝐴𝑋௧ + 𝛽ହ𝑁𝐷𝑇𝑆௧ + 𝛽𝑇𝐴𝑁𝐺௧ + 𝛽𝐺𝑅𝑂௧ + 𝛽଼𝑅𝐼𝑆𝐾௧ 

+𝛽ଽ𝐴𝐺𝐸௧ + 𝜀௧ 
(1) 

 
where, β1…β9 — coefficient of independent variables, 
𝜀௧ — error term for firm i at year t. 

Regression tests on panel data were conducted 
while choosing the appropriate specification method. 
 
3.3. Data analysis 
 
The data analysis involved a first descriptive step 
that compares the debt ratio of the two categories of 
firms. Then, regression tests on panel data were 
conducted while choosing the appropriate 
specification method according to Hausman test 
results. According to Hsiao (2022), panel data 
regression offers several advantages, such as high 
reliability regardless of sample size, increased 
degrees of freedom, reduction of variable bias 
effects even with unbalanced panel data, and 
enabling more sophisticated analysis compared to 
time series analysis. Additionally, it allows for 

greater flexibility in modeling behavioral differences 
among individuals within a group. 
 
4. FINDINGS 
 
The purpose of this paper is to test a model to 
identify similarities and/or differences between 
large listed family firms and their non-family 
counterparts. Table 2 summarises the descriptive 
statistics for variables of the model for each sub-
sample. The statistics concern the mean, standard 
deviation, minimum and maximum. 

In summary, differences between the sub-sample 
of large listed family firms and their non-family 
counterparts concern all measures studied over 
the period (2013–2019). In addition, descriptive 
statistics show that large listed family firms are, on 
average, more indebted than large listed non-family 
firms (0.14 versus 0.06). This refutes hypothesis H1. 

 
Table 2. Descriptive statistics 

 
Variable Sample Obs. Mean Standard deviation Min Max 

DEBT 
FF 721 0.1406078 0.2457199 -0.6760409 1.340614 

NFF 721 0.0650073 0.2986171 -0.9617665 0.8733046 

ROA 
FF 721 3.941276 10.13184 -97.7 75.69 

NFF 721 4.938918 11.65785 -60.51 62.32 

ROE 
FF 707 11.44187 59.27609 -734.24 591.087 

NFF 714 19.41741 81.3448 -412.39 983.736 

LIQ 
FF 720 1.673889 2.97039 0.02 57.84 

NFF 720 2.898444 7.113983 0.06 92.69 

TAX 
FF 654 -3373.664 9746.187 -83252 22852 

NFF 600 -3726.335 10276.09 -90051 6953 

NDTS 
FF 708 0.2435872 0.9728058 0 18.66667 

NFF 706 0.1847863 0.3306539 0 2.866573 

TANG 
FF 721 0.3450157 0.2590374 0 0.9612304 

NFF 721 0.3339039 0.2447137 0 0.9773172 

GRO 
FF 701 0.7001407 17.01252 -0.8940321 450.359 

NFF 696 0.0441017 0.657549 -4.766129 9.971541 

RISK 
FF 721 349.1082 208.0958 1 709 

NFF 721 355.0291 208.2292 1 715 

AGE 
FF 721 1.417355 0.3102687 0 1.934498 

NFF 721 1.421761 0.2837248 0.30103 1.995635 
Note: FF — family firms, NFF — non-family firms. 
 

In a second step, we checked whether 
the financing policy is explained in the same way, by 
the same factors in large listed family firms and 
their non-family counterparts while introducing 
the temporal and individual dynamics of the variables 

(panel data). To ensure that the regression premises 
are not violated, the correlation matrix and 
the measure of multicollinearity known as 
the variance inflation factor (VIF) were checked 
before proceeding with the analysis. There are no 
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issues of multicollinearity among the variables in 
either the sub-sample of large listed family firms 

(Table 3) or the sub-sample of large listed non-family 
firms (Table 4). 

 
Table 3. Correlation matrix and VIF (sample of large listed family firms) 

 
 ROA ROE LIQ TAX NDTS TANG GRO RISK AGE VIF 
ROA 1         1.14 
ROE 0.326*** 1        1.17 
LIQ 0.0321 -0.0154 1       1.07 
TAX -0.101* -0.0129 0.0884* 1      1.09 
NDTS 0.0146 0.0320 -0.00403 0.0479 1     1.09 
TANG -0.00398 0.0651 -0.0409 -0.0134 -0.19*** 1    1.08 
GRO 0.00852 0.00622 -0.0225 0.0127 -0.00875 0.0197 1   1.01 
RISK -0.0703 -0.16*** 0.198*** 0.255*** 0.131** 0.0912* 0.0532 1  1.20 
AGE 0.0159 -0.0692 -0.127** 0.0499 -0.16*** 0.0794* 0.0197 -0.083* 1 1.07 
Mean of VIF 1.10 

Note: * p < 0.05, ** p < 0.01, *** p < 0.001. 
 

Table 4. Correlation matrix and VIF (sample of large listed non-family firms) 
  

ROA ROE LIQ TAX NDTS TANG GRO RISK AGE VIF 
ROA 1         1.09 
ROE 0.113** 1        1.06 
LIQ 0.0381 0.0168 1       1.06 
TAX -0.19*** -0.0311 0.0773 1      1.17 
NDTS 0.0385 -0.0569 0.0326 0.0788 1     1.17 
TANG -0.0703 0.0726 -0.16*** -0.14*** -0.35*** 1    1.22 
GRO 0.130** 0.0446 -0.0727 -0.00421 0.0882* -0.0796 1   1.04 
RISK -0.00234 -0.14*** 0.146*** 0.240*** 0.135** -0.099* 0.0123 1  1.12 
AGE 0.0535 -0.114** -0.0168 -0.17*** -0.00030 -0.0694 -0.046 -0.012 1 1.06 
Mean of VIF 1.10 

Note: * p < 0.05, ** p < 0.01, *** p < 0.001. 
 

The regression results are summarized in 
Table 5. The F-statistics show that the model 
is highly significant for both sub-samples 
(p-value = 0.0000). However, further analysis is 
needed to test the individual effects of 
the observations in order to have a better 
specification. For this purpose, the Hausman test 
(Hausman, 1978) was conducted to choose between 
the fixed and random effects models. For both sub-
samples, the fixed effects model is better suited for 
the analysis. 

When analyzing the regression results, only one 
similarity can be identified between the two groups. 
This variable is the tangibility of assets (TANG) and 

shows a significant positive association with 
the debt ratio. On the other hand, a proxy for 
profitability (ROA) is negatively related to the debt 
ratio with more significance in the case of large 
listed family firms. The liquidity (LIQ) variable shows 
a negative effect on debt ratio, but only in the case 
of large listed non-family firms. 

Another major differences between the two 
categories of firms are the positive effect of 
non-debt tax shields (NDTS), the positive effect of 
growth (GRO), the negative effect of business risk 
(RISK), and the inverse effect of firm age (AGE) in 
the sub-sample of large listed family firms. 

 
Table 5. Regression tests results 

 

Variable 
Large listed family firms Large listed non-family firms 

Debt ratio 

ROA 
-0.00368*** -0.00142* 

(-3.97) (-2.12) 

ROE 
-0.000128 -0.0000545 

(-1.49) (-0.95) 

LIQ 
-0.00170 -0.0136*** 
(-0.85) (-6.03) 

TAX 
0.00000102 -0.000000468 

(1.10) (-0.31) 

NDTS 
0.0241*** -0.0366 

(3.38) (-1.61) 

TANG 
0.438*** 0.314*** 

(5.50) (5.02) 

GRO 
0.000550* -0.00942 

(2.00) (-1.06) 

RISK 
-0.000231** 0.00000699 

(-2.92) (0.08) 

AGE 
-0.0856** -0.0518 

(-2.83) (-0.53) 

_cons 
0.201*** 0.0694 

(3.31) (0.46) 
N 619 581 
R² 0.1300 0.1638 
Hausman test 0.000 0.000 
F-statistic 8.45*** 10.34*** 

Note: * p < 0.05, ** p < 0.01, *** p < 0.001. 
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To ensure the robustness of our findings, we 
conducted additional tests by replacing independent 
variables of the initial Model 1 with other measures 
and proxies. Model 2 was thus tested by replacing 
the liquidity ratio (LIQ) with the current ratio, which 
is determined by dividing current assets by current 
liabilities. Model 3 concerns changing the variable 
(GRO) by opting for the ratio of intangible assets as 
a proxy for measuring growth prospects. The results 
of the three models are almost similar (Table 6) 
arguing for the robustness of the initial model. 
 

Table 6. Robustness checks 
 

Variable 
Sub-sample: Large listed family businesses 

Model 1 Model 2 Model 3 
Debt ratio 

ROA 
-0.00368*** -0.00368*** -0.00371*** 

(-3.97) (-3.96) (-4.03) 

ROE 
-0.000128 -0.000128 -0.000141 

(-1.49) (-1.49) (-1.64) 

LIQ 
-0.00170 -0.000841 -0.00165 
(-0.85) (-0.67) (-0.83) 

TAX 
0.00000102 0.00000102 0.000000737 

(1.10) (1.10) (0.91) 

NDTS 
0.0241*** 0.0241*** 0.0276*** 

(3.38) (3.39) (3.76) 

TANG 
0.438*** 0.441*** 0.426*** 

(5.50) (5.55) (5.49) 

GRO 
0.000550* 0.000552* 0.212 

(2.00) (2.01) (1.87) 

RISK 
-0.000231** -0.000228** -0.000217** 

(-2.92) (-2.89) (-2.77) 

AGE 
-0.0856** -0.0857** -0.0967** 

(-2.83) (-2.83) (-3.22) 

_cons 
0.201*** 0.198** 0.206*** 

(3.31) (3.28) (3.46) 
N 619 619 631 
R² 0.1300 0.1295 0.1288 

Note: * p < 0.05, ** p < 0.01, *** p < 0.001. 
 
5. DISCUSSION 
 
Descriptive findings show that large listed family 
businesses are more indebted than large listed non-
family counterparts. This can be explained by 
the desire of family firms to maintain family control. 
The latter is an integral part of socio-emotional 
wealth (Berrone et al., 2012; Gómez-Mejía et al., 2007) 
and may condition the firm’s capital structure. This 
result has been corroborated by previous studies on 
capital structure in large family firms (Croci 
et al., 2011; Thiele & Wendt, 2017; Gottardo & 
Moisello, 2014) arguing that family businesses have 
a strong preference for debt, a source of financing 
non-dilutive for control. 

By reference to regression results, the financing 
behavior of large listed firms in the Arab world 
reveals both similarities and differences in 
the two sub-samples (family firms and non-family 
counterparts). 

First, profitability (ROA) shows a highly 
significant and negative correlation with debt ratio 
in the case of large listed family firms. This result 
aligns with prior research findings on the debt of 
large family firms, including some works in the Arab 
world (Berrada et al., 2020, 2021; Agustini & 
Budiyanto, 2015; Rajan & Zingales, 1995; Booth et 
al., 2001). 

Concerning large listed non-family firms, 
profitability (ROA) shows a negative association with 
debt ratio but at a low level of significance. This 
implies that profitable firms use less debt. This is 

explained by the fact that these firms use their 
profits to finance their activities instead of incurring 
debt, which is in line with the pecking order theory 
of Myers (1977) and Myers and Majluf (1984). 

In addition, the liquidity ratio is negatively 
related to debt in the case of non-family firms. This 
implies that these firms need less debt when they 
have sufficient liquid resources (Comino-Jurado 
et al., 2021). The more liquid and profitable the firm 
is, the less it relies on debt. It can therefore opt for 
other financial resources such as internal funds. 
This argument is in line with the pecking order 
theory and shows that both categories of firms 
(family and non-family firms) prefer to finance their 
activity by using available resources and retained 
earnings. 

The preference for internal funds in both 
categories of firms (manifested in the profitability 
and liquidity results in the two samples, respectively) 
may reveal contextual specificities of the field of 
investigation. Generally, capital markets in developing 
countries, which is the case for the majority of 
the Arab world countries, have a limited range of 
financial instruments, as well as many constraints 
on financing decisions (Ismail, 2017; Hamid & 
Singh, 1992; Tong & Green, 2005). This being 
the case, firms operating in these countries, whether 
family or non-family-owned, prefer internal financing, 
which affects the debt ratio. 

Growth is another determinant of indebtedness, 
but only among large listed family businesses. 
As a matter o fact, family firms with high growth 
opportunities are more likely to deplete their 
internal funds and seek additional funds notably 
debt in order to safeguard family control, a key 
dimension of socio-emotional wealth. This result 
supports the pecking order theory argument and is 
aligned with the findings of some empirical works in 
developing markets (Firnanti, 2011; Naur & Nafi, 2017). 
In contrast, this result is not consistent with 
the arguments of the trade-off theory supporting 
a negative association between growth opportunities 
and the debt ratio. According to this theory, firms 
with high growth opportunities find it difficult to 
incur debt because of the potential costs of financial 
distress that are deemed higher for firms with 
growth prospects (Myers, 1977). 

Indeed, the exhaustion of internal financing 
will force the family business to resort to external 
financing. Concerned about maintaining family 
control, the family business prefers not to resort to 
issuing shares since it will engage external 
shareholders (Habbershon & Williams, 1999). 
As a result, the family will have to take on the risk 
associated with using debt to meet its growth needs 
(Matthews et al., 1994) instead of incurring the risk 
of losing family control. 

In addition, findings show that the tangibility 
ratio is another common determinant of financing 
policy for both types of firms. It is positively 
associated with the debt ratio in large listed family 
firms and their non-family counterparts. Firms with 
tangible assets may have more accessibility to debt, 
as it is easier for the lender to assess the value of 
this type of asset, especially in the presence of 
asymmetric information (Ramalho & da Silva, 2009). 
In this vein, previous works such as Rajan and 
Zingales (1995), Chen (2004), and Hovakimian 
et al. (2004) have pointed out that the level of 
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tangible assets held by a firm is inversely related to 
its bankruptcy costs. One explanation for this is that 
firms with tangible assets can use them as collateral 
(Cortez & Susanto, 2012). A higher level of tangible 
assets should consequently result in an increased 
debt capacity. 

Many studies support the positive relationship 
between tangibility and debt ratio, such as Baker and 
Wurgler (2002) and Sharma and Paul (2015). Moreover, 
ElBannan (2017) argues that large firms that have 
good collateral and tangible assets, are efficient in 
the use and management of these assets, and thus 
can easily access debt financing. 

For large family firms, the results show three 
other variables that have a significant effect on their 
capital structure. First, non-debt tax shields are 
positively associated with the debt ratio of this 
category of firms. This positive effect concludes that 
non-debt tax shields are not considered substitutes 
for the tax shields of debt. However, as 
Ozkan (2001) argued, non-debt tax shields can be 
a proxy for the tangibility of the firm’s assets. 
Higher levels of depreciation may reveal that 
the firm has more tangible assets (Barclay & 
Smith, 1995), which extends collaterals, inspires 
confidence and trust, and facilitates access to debt. 
This argument supports the result of the variable 
(TANG). 

As for business risk, it is negatively associated 
with debt ratio only in the case of large listed family 
firms, while it has no significant effect on the large 
listed non-family firm. This aligns with the findings 
of Oktavina et al. (2018) showing that risk has 
a significant and negative effect on capital structure. 
This reveals that high-risk firms tend to avoid debt 
financing, compared to firms with a low level of risk. 
This argument is relevant for the case of the family 
firm which, having priority for the preservation of 
family control and inheritance, may be more risk-
averse and tend to engage less in high-risk activities 
(Vaknin, 2010; Ntoung, 2020). Mobilizing a signal 
theory argument, this negative effect of the risk level 
on debt ratio may also be due to the credit 
monitoring of lenders (notably banks) (Schmid 2013). 
A high-risk family business sends negative signals to 
the banking market. This hinders access to debt and 
thus explains the negative correlation. 

Surprisingly, the age of the firm is negatively 
related to the debt ratio in the specific case of 
the large listed family firm. This result is not 
consistent with the family firm reputation 
hypothesis according to which a family firm, over 
the years, builds up a reputation among creditors, 
which allows it to easily access the financial market 
and incur more debt (Diamond, 1989). 

Alternatively, the negative effect of age 
supports the idea of family firms’ preference for 
hierarchical financing. Older firms may use less debt 
because they may have accumulated internal funds 
over time (Comino-Jurado et al., 2021). Second, this 
result can be explained by the change in family 
generations. After the succession process takes 
place in a family business, the behavior of family 
members from subsequent generations can vary due 
to the dispersal of ownership and management 
(García-Ramos et al., 2017). Moreover, over time, 
the level of family members’ involvement in 
the family firm may decrease. Several researchers 
have highlighted that family businesses tend to 

exhibit a higher degree of risk aversion following 
succession and that subsequent generations are 
more concerned with preserving the family legacy 
and socio-emotional wealth, resulting in less reliance 
on debt (Molly et al., 2012). 
 
6. CONCLUSION 
 
The aim of this study was to compare the debt levels 
and the financing policy determinants between large 
listed family firms and large listed non-family 
counterparts operating in the Arab world for 
the period (2013–2019). Ultimately, the financing 
policy of large listed family firms is different from 
that of their non-family counterparts in the region. 
The high level of indebtedness of large listed family 
firms is explained by the preference of this category 
of firms to preserve family control by preferring to 
use debt if internal financing has been exhausted. 
Given that the sample covers large family firms, it 
should be noted that financing needs become 
more important following a size effect. Thus, 
internal financing alone will not be sufficient to 
finance the growth of large listed family firms. 

A second key result is the validity of 
the pecking order theory for both types of firms. 
While the determinants of financing policy differ 
between family and non-family firms, the findings 
showed that the conclusions of the pecking order 
theory are broadly consistent even if the firms are 
large and even if they are listed on the stock 
exchange. This highlights the specificity of the field 
of investigation and the countries of the Arab world. 
Well, the inclination of firms towards internal 
financing in this region is due to the asymmetry of 
information on corporate diligence (Ismail, 2017) 
and the lack of laws protecting creditors (for debt) 
and investors (for equity issuance) (Amico, 2014). 

A third result worth highlighting is related to 
the “family firm bias” that is still present even if 
the family firm grows in size and takes the step 
toward listing. The result related to age highlights 
the inter-generational heterogeneity and the cautious 
attitude that prevails within the family business 
that, when it accumulates many years of existence, 
tries to perpetuate a whole system of values and 
a socio-emotional heritage. The result relating to 
the level of risk is also revealing as it not only 
corroborates the prudential attitude of family 
businesses but also appeals to the notion of 
perceived risk and the mistrust of creditors towards 
this category of business when it signals 
an increased level of risk.  

Financing policy is one of the crucial decisions 
to be made as it affects shareholder wealth and firm 
value. Studying its determinants is therefore of great 
interest to all stakeholders. This paper provides 
insights to be taken into account in future research 
on the financial decisions of large listed family firms 
in a developing, specific, and little-explored region 
such as the Arab world. 

However, some limitations should be noted. 
We have examined a restricted set of variables in our 
analysis. Other measures can be included in future 
research, especially macroeconomic variables. Also, 
we acknowledge the importance of considering some 
control variables related to governance, firm size, 
and cash holdings in future research to gain a more 
comprehensive understanding of the factors 
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influencing capital structure decisions. In addition, 
our study neglected the effect of the sector of 
activity. It might be interesting to focus on each 
sector separately over a long study period and to 
analyze the financing policy of firms in different 
economic conditions. It will also be interesting to 
explore the financing policy of large listed family 
businesses by comparing it to a sample of large 
unlisted family businesses to further identify 
the peculiarities of this category of business. 

Furthermore, it may be relevant to address 
the influence of wealthy individuals or royal families 
on family-owned businesses in the Arab world and 
their impact on debt levels as an additional source 
of financing. By including these perspectives as 
future research directions, we aim to address the gaps 
identified in our study and contribute to a more 
comprehensive understanding of the capital structure 
of large listed family firms in the Arab world. 
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