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Abstract: - This paper examines how the ownership concentration affects banks’ profitability and
dividend policy in Jordan. All banks listed on the Amman Exchange were selected (16 banks) over
the period 2010 to 2019. Ownership concentration was defined as the percentage of ownership that
equals or exceeds 5%, while profitability was defined by return on equity; dividend policy was
defined by the pay-out ratio.

Simple regression was utilized to examine the effect; the result revealed that ownership
concentration has a positive significant impact on profitability, which means that banks with higher
ownership concentration have better profitability, this result justified by the view of the power that
controlling shareholders can greatly use to require management to make decisions that improve the
performance.

The finding showed a negative significant impact on dividend policy, which indicates that the
existence of large shareholders can reduce agency conflicts; and maximize the wealth of the
company.

It is recommended that related parties especially investors should take the concentration of
ownership as an important factor to take their investment decisions, whether related to purchasing
banks’ shares for various purposes, or expectations of potential dividends.
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1. Introduction position and build strong buffers to absorb
additional losses. Besides, profitability is

The banking sector in Jordan appears to play i " :
considered a vital tool to judge management's

a critical role in the economy; this is evident ) g ;
when looking at the statistics related to the effectiveness and efficiency in the use of
assets of licensed banks, which was reached resources. o o

USD 71.82 billion at the end of 2018 [7]. On the other hand, dividend policy is a
Profitability is an important aspect and goal controversial issue, due to dlsagreements.on
that organizations in general and banks have many aspects, for example: should a portion

tried to achieve to support their financial of the profits be distributed to the
shareholders, or should dividends reserve to
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finance expansion and growth? Therefore,
dividend policy is considered one of the key
decisions taken by managers.

The Concentration of ownership describes
the large number of shares owned by a
controlling owner who holds at least 5% of a
company’s shares and hence may practice
control on managerial decisions. Two
conflicts between shareholders and managers
have been identified and considered, they
found to be related to the main agency
problem; the first one arises because
managers do not receive the whole profit
generated from their efforts in managing the
resources of the company, although the fact
that they bear the whole costs resulting from
their activities, while the second one is the
danger of seizure by the overwhelming
investor to the detriment of minority investors

study on Chinese companies, they found a
positive association  between firm
performance and institutional ownership,
while the Ownership concentration and state
ownership did not affect firm performance.
on the other hand, a study of (Abazi-Alili,
2013) [1] which was applied to private
companies in Macedonia, confirmed a
positive relationship between ownership
concentration and profitability, Ozel &
Uadiale (2017) [28] found also a positive
association between ownership concentration
and return on assets, the same results were
presented by Gugong et al. (2014) [17] and
Huang (2020) [19] who found a positive
relationship between ownership
concentration and Chinese bank profitability,
and the relationship was negatively
moderated by bank size.

[20]. the study of (Meca, - Ballesta 2011) [15]
This paper examines whether ownership found that the main ownership structure
structure, ~ measured by  ownership mechanism that affects the value of the
concentration, affects proﬁtability and company is ownership concentration, the

dividend policy, using all the listed banks in
Jordan throughout 2010 to 2019, and explores
the possible association between ownership
structure and banks’ profitability and
dividend policy over the period of 2010 —
2019.

2. Literature Review

2.1. Relationship between ownership
concentration and performance
Many empirical studies have been performed

results indicate that the ownership
concentration is positively associated with the
value of the company.

The Studies of (Shan a& Gong, (2017) [31]
Chatterjee & Bhattacharjee (2020) [11] also
concluded a positive relationship between
ownership concentration the performance.

2.2. Relationship between ownership
concentration and dividends

: . Concerning the relationship  between
to analyze the relationship between . . .
. . . ownership structure and dividends payout, it
ownership concentration and financial ) . .
. is essential to mention that management
performance, the studies reached

contradictory findings. The study of Pervan,
et.al (2012) [29], which was conducted in
Croatia in the period 2003-2010, concluded
that there is a negative association between
the concentration of ownership and
performance. While Nikoli¢, Babi¢ & Eri¢

incorporation faces three types of decisions.
One of them is the type of assets the firm
needs to acquire, the other is about how to
finance these assets, and the third is
concerned with the portion of the earned
profits that it should distribute (Malkawi et

(2013) [26] found that there is no significant al, 2:)1?) [23].th Typ 1ca11};, n;anii}%ers
effect of ownership concentration on the concentrate - ofl © mpact 0 ese
profitability of 146 companies in Serbia. distributions on the price of the stock, and

how the stable dividends affect the

Zhang & Kyaw (2017) [35] applied their
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satisfaction of investors, who prefer bonds
that pay regular and stable interest payments.
Hence, managers determine the portion of
earned income that they should retain to
reinvest in the business to maximize
shareholders’ wealth.

From another perspective, dividends are
considered the source of information that
helps investors make assessments about the
extent of success the firm has in its
operations, rather than reported earnings.
However, there are three main approaches to
dividends: The first approach dictates that a
large number of dividends will enhance the
value of the corporation (bird in the hand). In
contrast, another approach dictates that high
dividends will diminish the corporation’s
value (the tax preference), and the third
approach considers that dividends should be
irrelevant to the corporation’s value (dividend
irrelevance; Milbourn et al., 2006 [25]).
Fama and Jensen (1983) [14] stated that
dispersion of ownership, which aims to
separate the decision-making function and the
risk-bearing function in large companies, will
make efficiency benefits exceeds the agency
costs.

Previous studies have considered two main
aspects of how ownership concentration
affects dividends  payout: positive
relationship and negative relationship. In
Jordan, Al-Shubiri et al. (2011) [6], found a
significant inverse relationship between
ownership concentration and dividend per
share. The study also found a positive
relationship between ownership of the five
largest shareholders and the size of the
dividend payment.

A study by (Al Malkawi et al., 2013) [24] that
focused on companies listed in the financial
sector in Saudi Arabia (2005 to 2011)
concluded that that ownership structure and
investment opportunities did not affect
dividend policy.

A study by Arshad et al. (2013) [5]
investigated companies listed in the Karachi
stock exchange (2007 - 2011) (information,
communication, and transportation sectors)
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revealed a potential correlation between the
type of capital structure and dividend payout
and decisions.

Kulathunga and Azeez (2016) [21] found
that there is a positive association between
concentrated corporate capital and dividend
policy. a study by Reyna (2017) [27] that
looked at Mexican banks stated that
concentration of ownership in families
negatively affects dividends. Another study
by Farrukh et.al (2017) [33] dictates that
dividend policy has a significant correlation
with firms’ performance measured by return
on equity.

Gonzalez et.al (2017) [16] found that there is
a significant and inverse correlation between
a corporate capital that consists of controlling
shareholders and dividends payout. Another
study by Arora, (2019) [4] found that there is
a positive and significant relationship
between corporate capital structure and
dividends payout, in other words, if the
capital of a firm consists of a controlling
group and owners who possess a large
number of the company’s stocks, then this
type of capital has an inverse effect on the
dividend policy.

considering the studies that have been
reviewed whether those that deal with the
impact of ownership structure on
performance or those that talked about the
impact of ownership structure on dividends,
and in light of the different results, this study
is unique in that it will determine the impact
of concentration of ownership on profits as
well as on the dividends policy of the listed
banks in Jordan, and during a relatively long
period (2010-2019).

2.3. Study hypotheses

As such, the following hypotheses were
formulated to achieve that purpose.

HO1: There is no significant effect of
ownership concentration on the profitability
of all listed banks in Amman Stock Exchange
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HO02: There is no significant effect of
ownership concentration on dividends policy
of all listed banks on the Amman Stock
Exchange.

3. Data and Methods

3.1. Data Collection and Sample

This study is a descriptive, analytical study.
Data related to this study are extracted from
the financial statements from2010 to 2019 of
all listed banks on Amman Stock Exchange.

3.2.2 Independent variable

The research sample covers all Banks listed
on Amman Stock Exchange which are 16
banks (Jordan depository center, 2020 [30]).

3.2 selection of Variables

3.2.1. Dependent variable

The first variable is the profitability that was
measured by Return on equity "ROE” [34].
The second variable is the dividend policy
that was measured by the Payout [32], [18].

Ownership concentration means the percentage of those who own 5% or more to total ownership

((101, [8], [9])

The following table, clarifies the measures of study’s variables:
Table (1) the definitions and measures of variables

Variable Measurement Method
Dependent | Payout ratio Dividends per share/Earning per share
Variable
Independen | Profitability Return on Equity= Net Income/average owners’ equity
t Variable
Independen Ownership of those with 5% or more/total ownership
t Variable Ownership
concentration

3.3 Statistical Methods

To examine the effect of ownership
concentration on profitability and dividends
policy, statistical methods such as regression
and correlation were used. Statistical Package
for Social Science (SPSS) was used in
analyzing data for (16) listed banks for the
period (2010-2019).
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4. Results

The paper first examined the relationship
between ownership concentration and bank’s
profitability, and tested the first hypotheses,
then it examined the relationship between
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ownership concentration and dividends
policy and tested the second hypotheses.

4.1. The statistical results of the first Hypotheses

HO1: There is no significant effect of ownership concentration on a bank’s profitability.
Tables (2,3) below shows the result of statistical analysis:

Table (2): Empirical work

Hypothesis R R Square
1 0.892(a) 0.795
Sum of )
Model Df Mean Square | F Sig.
Squares
Regression 0.167 1 16.7 50.366 0.00 (a)
Residual 0.43 158 0.003
Total 0.210 159

a Predictors: ownership concentration
b dividend policy

Table (3): Analysis of Regression Coefficient

Unstandardized Standardized .
Model i ) T Sig.
Coefficients Coefficients

B Slope Std. Error | Beta

(Constant) -4.574 0.672 -6.803 0.00

IND 0.554 0.078 0.892 7.097 0.00
The value of (f) is significant at 0=5%, an increase in profitability; however, it is not
therefore the null hypothesis is rejected, this easy to explain the effect of the ownership
refers that ownership concentration has a concentration variable through factor (B) of
significant effect on profitability, table 2 and (0.554). The explanation of this effect is
table 3 show that the predictor variable easier when the parameter is calculated after
(ownership concentration) helps in the taking into consideration Z-Score for both
prediction of profitability with a B-coefficient dependent and independent variables. The
of (0.554) at the same time the value of (T and case is equal to the value of the correlation
sig-) also indicates that ownership coefficient between the two variables, which
concentration generates a significant positive is Beta. It is used to predict the standard value
impact on profitability, the equation for of the dependent variable by the independent
prediction of profitability would be as the values of the independent variable. The value
following: of Beta is 0.892. This means that the increase
Profitability = -4.574+0.554 x Ownership of the independent variable (ownership

concentration) by one unit will increase
profitability by 0.892.

The outcome of this paper is agreed with

concentration

This equation shows that an increase in
ownership concentration is accompanied by
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numerous articles, which dictates that there is
a positive relationship between ownership
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concentration and profitability ([28], [17],
[1D).

4.2The statistical results of second Hypotheses
HO02: There is no significant effect of bank’s ownership concentration on Dividend’s policy.

Tables (4,5) below shows the result of statistical analysis:

Table (4): Model Summary

Hypothesis R R Square
2 0.410(a) 0.168
Model Sum of Squares | Df Mean Square | F Sig.
Regression 18235.468 1 18235.468 31.845 0.00 (a)
Residual 90474.968 158 572.626
Total 108710.436 159
a Predictors: ownership concentration
b dividend policy
Table (5): Analysis of Regression Coefficient(a)
Unstandardized Standardized .
Model ] ) T Sig
Coefficients Coefficients
B Std. Error | Beta
1 (Constant) | 84.182 6.312 13.337 0.00
IND -0.567 0.100 -0.410 -5.643 0.00
a dividend policy

The value of (f) is significant at a=5%,
therefore the null hypothesis is rejected, this
leads to a conclusion that ownership
concentration has a significant impact on the
Dividends policy, statistical analyses show
that the predictor variable (ownership
concentration) assigns to forecasting of
Dividends policy with a B-coefficient of (-
0.567) in addition to values of T statistics and
sig- which indicates that ownership
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concentration generates a significant negative
impact on dividends policy, The equation for
prediction of dividends policy would be as
follow:

Dividends policy =
Ownership concentration

84.182-0.567 x

This equation shows that a decrease in
ownership concentration is accompanied by
an increase in dividends payout; however, it
is not easy to explain the effect of the
ownership concentration variable through
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factor (B) of (0.567-). The explanation of this
effect is easier when the parameter is
calculated after the calculation of Z-Score for
both dependent and independent variables.
the value of the correlation coefficient
between the two variables is equal, which is
Beta. It is used to predict the standard value
of the dependent variable by the independent
values . The value of Beta is 0.410. This
means that the decrease of the independent
variable (ownership concentration) by one
unit will increase the dividend payout by

5. Discussion
5.1 The first hypothesis:

The researchers finding of the first hypothesis
that an increase in ownership concentration is
accompanied by an increase in profitability;
researchers justified the first hypothesis
result, as the ownership concentration
increases, it is expected that the owners of the
large shares will exercise some form of
control on the management, which may
enhance the performance of the bank, this
result is consistent with several studies
mentioned in the above section (Results).

6 Conclusion and

Recommendations

This paper has investigated the impact of the
corporate capital structure measured by
ownership concentration on profitability and
dividends policy of recorded Jordanian banks
over the period (2010-2019). It demonstrated
a significant positive impact of ownership
concentration on profitability, which means
that banks with a high ownership
concentration have better profitability, and
this may be because of the active monitoring
of shareholders with a high percentage of
ownership on the management of the bank,
which may lead management to make
decisions that are reflected positively on
owner’ equity, thus improving profitability.
The study also found an inverse impact of
ownership concentration on the Dividends
policy, which implies that expansion of
ownership concentration prompts to decline
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0.410.

The study found an inverse relationship
between ownership concentration and
Dividends policy, and this agrees with study
[21] and study [27], and can be justified by
agency theory, which suggests that the
existence of ownership concentration may
reduce agency conflicts, and maximize the
wealth of the company.

5.2 The second hypothesis

The researchers concluded that an increase in
ownership concentration is accompanied by a
decrease in dividends payout; the result of the
second hypothesis may be justified by the
desire of the major shareholders who control
the decisions in the bank, including the
decisions of retaining profits or distributing
them, to maximize the value of the company,
this result is consistent with several studies
mentioned in the above section (Results).

dividends payout and vice versa, which
means that the existence of big ownerships
may reduce agency conflicts and maximize
the wealth of the bank.

According to previous conclusions, it is
recommended that related parties such as
investors, financial analysts should take the
concentration of ownership as an important
factor to take their different decisions,
whether related to purchasing banks’ shares
for various purposes, or expectations of
potential dividends. Furthermore, it is
recommended to encourage concentrated
bank ownership to take benefits from control
benefits and improve banks' profitability, and
to conduct future research to examine the
impact of institutional ownership and foreign
ownership and governmental ownership on
both, bank profitability and dividends payout
in developing countries.
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