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Abstract

The main objective of this study is to investigate the effect of financial flexibility
on capital structure decisions adopted by industrial companies listed in Amman Stock
Exchange for the period 2000-2009. Using Two Stage Simultaneous Equations Model
(2SLS), the study found a linear relationship between proxies of financial flexibility
and the company’s debt ratio, where the higher the size and the higher the growth
opportunities, the less is the company’s concern with financial flexibility and its effect
on funding decisions. The results also revealed that large companies with high growth
opportunities are inclined to use more debt rather than issuing equity. The study also
indicates that large companies have a tendency to increase its dividends payout ratio.
Hence the study’s main conclusion reveals that the relationship between leverage and
financial flexibility proxies (size, retained earnings, dividends) possess a linear
relationship.
Keywords: Financial Flexibility, Capital Structure Decisions, Trade off Theory,
Pecking Order Theory, Amman Stock Exchange.
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ov (Multicolinearityy k! L,V alaw s pde o WSWI Cug
OF LY Jd s @ gbly (bl 0o B gian Ol ¢ clizad) ol sl
USCine 3 gom g pide o 1y ¢(0.80) Lge o s § y Raioi alizll Sl il Gy B)
Jrlae 515 sl ol uS73 oy . (Guajarati, 2003) dkisd) ol ) op Jad) Bl Y
735 VWL VIR Jolas Low 20 1l < VIF o Variance Inflation Factor Lz
el B Y1 AlSin 5 gy o U y s1 WY111.37

ol pde B W 6 2V Olal BN B Ll ¢S UL BlaYL
(Breuch-/Cook Weisherg test) jLw) gubex &3 5.Heteroscedasticity, Ll
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Independent variables Dependent variables (Endogenous)
(Exogenous) Lev Cash
Cons -0.1791 -0.1799*
1.16 (-2.58,
Lev -0.9007
(-0.67)
Div -0.0782* 0.0197
(-2.29) 0.82y
Cash -2.952
-0.39)
RE.DRE- -0.1152*%
-2.07,
RE . DRE* -0.3080*
-3.03)
Size 0.1194* 0.0488*
(3.52) (2.84y
CF/MV. DCFMV- -0.4704*
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(-4.38)
CF/MV. DCFMV+ 0.4605*
2.98,
MB 0.0203 0.2249*
(.16, 2.59)
NwC -0.2840 0.2479*
-1.34y @14y
Fa -0.0325
0.70,
Dep -0.4824
-1.17y
CF/MV -0.0529
(-0.82y
Ce -0.0700
-1.38)
Equation | Observations Parameters R-sq F-stat P
Lev 455 11 0.4378 28.06 0.0000
Cash 455 7 0.2548 18.52 0.0000

Stata 11 w2 e slaeVU iUl slas) e ¢l
Endogenous variables: lev, Cash
Exogenous variables: Div, RE.D*- RE.DR* Size, MB, NWC,
CF/MV. DSFMV- CF/MV. DSFMV+ Fa, CF/MV, Ce, Dep

* ** denote the variables is significant at 1%, 5% level.

PPy SR PN ERINIF R RES T ERNENRERN IR G [ REY

o@)ﬁMJ(LeV)uu\w\)\wQﬁydgaﬁfwlw:usuua}wsﬁj v
C\UT Slag sz pski Bl 52 Ol Hlas) s ddlaie @Ml o waiy ((D1V) Cb,ﬂ\
Bl )3 rn 345 LaST )l s by 38155 A By L Aioiie B9 e ey Jnd § S

.(John and Mathusamy, 2010y , Byoun,2011y .. s

2016 &lg> 10 saall — 464 — Fluall slaid¥l alzs



Lol el Gadatlly jlolilly addleg dsidls 8)10¥1 ulzs
o S e 25 L i B i s L ) OIS0 O s et S
Ol s U BLoYL ¢ oy bsedl als U oMl AlSS 2 T e el
L Sanll jand (AlrlamY b it ALY 5 Rl Sl el Lass
= S M, iz &) S Ol e nnly C\UT 25 Al £ ) Ok
DeAngelo y s ) sty . (Clientele Eftect Theoryy o, T4 ks

Olayj 5 g duzisiie Il dndly 5 g g O shiniy o emed) 0B (and DeAngelo, 2006
S G b r iy Al e sy il Sl ks i OF o ale )]
sy Al ol dee jeis LS A ASae 0 B 613 c3 00 @3y i lazzaYl
GG il ST Legalisazal jlasl Je 0 iy C‘U‘V’ Sy ow Wle B
Sy i N ol o o8l John and Mathusamy, 2010y 4™

e 1ol IV e el & lie 23l BT 0 )

«(Cashy a5l gl s Sy (Levy 2l andl J i oo IS oo Al 8 50y V)
Y ISy il Sls by 345 Y s g Aflas] DY O3 o B oda 0TV
AL Sl 4] clo 5 b o i

2 e (Size) i ,a)) ey (Levy Al i) i oy 85 il 3] s JlexY V)
(SIZ€%) 320l e winy (S12€) 3 o a0 NS E U catnal i
JU Ty IS 3 a5 sl s G Al &Y 13 BMs 55y pus ! o bl
28 B gy iy U «(Size?)y 15,2l o m g (S12€) & ) e 6 ST
PR GEVPETE RPRUE SRV O BN AR AR RPNV SV PETSIU R W
5 A el Sy il Gy M Bale LY B0 5 e o) ol ol iUl el (e
Sl A g0 B 3y ] gl A e (S1Z€7) 380 e 0 Bl
o 345 Y ezl oda OF V| ((Sizey 857,80 w5 (Levy U 2l 1 oy aslam) Y5
DeAngelo and ) a.i,5; Byoun, 2011y wuis )l clos ol amgdl
Al Iy okl B OF ) Ol 0Ll wlo g e (DeAngelo, 2006
ek pe Wle &Sl AU

2016 olg> 10 soall — 465 — Fluall slaid¥l alzs



eSoall wund! Buatlly Jbolilly axddley Soidly 315¥ (uds
o J G el Gy A sa Bh Be 5y ] AW AL B8 clo 5 L
ATV A W £ PR PO PR PER IR DR W UYL PR R N
oW Az e B0 LWl Ll mss Jo 5,08 ST 0SS 8,81 aeliall
i ge gim 35 all oo OF o Ball ods () ol S 25 s 3 pls L (JUI el
Sl e adll Yot BW e 5 SO ol el s s el fed adlasY
a5, AW G sudl o185 0B SISy LA all &k Lass Al ) Gt a5 .5 il
AL Bl 3 ST Ll Se Y ey ekl G Sk L e
el e OS2l 2wl RIS BT e U Bk BDe 5y OB LUL
(P23 A

A oy (Levy 82l AW 2l J1 e IS o Alam) AV OB Al BMe 32y V)
o 115 st = L e g W ) ) gy SISy (RE.DRET) Ll 3 mdt -,
3t = bW s G el e e ST 3 G55 gy pe QUL (RE.DREY
Byoun, 2011y a3 L) clo g ol 5l o 345 Y domgzd) sdn 2w 11 5 L)

SISy ALl 5 it o V) A g ol B g B g0 B 5y ] LT
Ov A b BN S ol A L1 8t - LY g 2 ) B o AL DL
Free Cash y 5 41 4uadl oliad) & ki ae Gin Way 5l =400y 5l des
A i e izl g 2 Y e oy b Aol dass & (Flow Theory
eyl sds (3 drwl s WS bl =Y ey b gl
Ay (Levy 287l AW andl ) o IS u adliam) Y5 o5 Aomgo D 3ymy V)
B> il e B3 5y VIS, (CF/MV. DMy gl clsad
s 5 g y s W (CFMV. DM gl gt sty levy oy aslas
Wﬁg\w\@@:yw\oaofylagﬁmwjxﬁmwwmw i b
AW o2 a2 Lus (Byoun, 2011y a5 1)
ke (Levy Ui as iy (MB) sl Jues oy 051 0F SIS el o gbl - v/
o 5 I el y 345 Y sl aday L ASlax] AYs ©l3 o B sda OF V] i 5

2016 olg> 10 soall — 466 — Fluall slaid¥l alzs



eSoall wund! Buatlly Jbolilly axddley Soidly 315¥ (uds
Ls” «(Lie, 2005y , (John and Mathusamy, 2010y .. IS a5 |
sda i o) ((Agency theory) diS i 4 b o] cho s o)l el we Ll o jlas
oF Jesedl g B3l o) D) Gk e Jsed) e ISl By el dndl
AU Cans ) Wy 2 m MS g il 5 b

Levy &2 W asl i pn JS7 o idle 83le 5 g aul,ll il o gbl LS ¥
v Wl BMe 5 >y STy L (Depy o5y (NWCy Lol JU M, 3lo o
Y5 b cand AL BN o Sy L (Fay anll 257,20 J poly (Levy aU) sl )
A ol ] iy Al
tk b man oY Wsleal) 23 5adl LU als e slexe VL i) dalal

o U5y (Cashy a7 el il st I oy adlas] Y5 3 e &f sy pe V)

Loixd Gl il st ) pmm OF o W ((DIV) 2,31 ol 575 (LEV) 25l 2
25 Bl odny g ) ALY 5 Al o s e o il Y BT 80
DeAngelo and DeAngelo, ) aui)s e iy aaladl olal ) e 2S00 o
«(Lie, 2005y a5 4 (Clark, 2009y w5 clis”y (Byoun, 2011y, (2006
Sl e bad of 5720 B @l Guad dw Sl Of Sluldll ods ol G
A ens B W S Rl ST sed) S 8 il B 0 IS
Ol e oty K 52 ) i) o ) psizd SIS0l OF e o 0L
Of Gm I 2l e 857 ) 2yled Ruid) ods pisined OF Liaf oS0 Bl 3y et
AST el o) Jlea) e gy 8 ol e slazeY)
Sloy (MBy 3 Bl aedl 1) 48 5l tedll a5 ((Size) 87,80 md 2l v
e aslax] BN 13y L se 150 W O e o gbl i (NWCy el JW
R N T 'S ROT TR AP C g NN Caph TRV e N PN TR RN
Ol aidly wmd) Gy a sl BN ey OF Sy ST B deo . Bl 52
Bl 2y Ll cumdkl Oy pn 83UV e 8,200 S8 1S (S ey LYl
IS0 OF (3] 555 K 2 ) Al () &8 ped) Bl B 3 ) o I 0 2 5L

2016 olg> 10 soall — 467 — Fluall slaid¥l alzs



LeSgall bzl Gedatlly jlolilly aiddleg Loidly 3,15¥1 judza
35 o el 37,20 ST S L ST ST WY gaady T sk 8T g8 o b elle )
Bates ) a5 L g ailudl bl ydll o g ais bl JW W0, glal dwdly LT LW

e OF el fold! JWI T (3l 5 sl s )1 o 001 OF (et all, 2006
A e Sy 08T OF S B gl J 5o e 0 S
oy a0 il Lo )l oy Aslas] WY o Al B sy V)

fwdl JU a8 LS aglas] Y5 b cad @MW sde O YY) (CEF/MV)y i
(Cey Yl i ol
Sl Al jlar il jasihe

N A P LI B (WS Ty JE
Lot daw gl OIS 20 Wl claisin b axl , baand 5 Sy s el o820 of
Al ) g 878l o o B OF 05 3yl i il e slexe VU g, 0 200 bl
ogmggsﬁ&;md@@u};émwj‘a,,,),,aej&a;y&a;u\
B e oty Bied Bl w3 o OF o W ST B EVL fsadl ) Lk
eV o) o b o sedl o baalaze Y 15 (38T T A 2 258 5 ciiaioe
bl e YU gl e s Lzl 3 &land 2dls) 5,6 Je Bldl (=0 . els
LlS™ a7, 20l o 87 LSS LW 55,00 ) 20l ol a0l ads ax - Lo Joy g
ey aizd (W ST eV Lm el Wik @ ol el ] Lk OIS
2 Bl el Go b e s oy 5T LT mm Leld ) BLoYL ST 2 s
oV e ) B ) ad s e QUL AW B0 (3 e )y Bl e dasd

s gmy o el s b as el AW Al g L3 Ol 5 cpadlall 2l L
Kb Ul 0K bossle sl o820l OF com Ladlas] AYs @l 2l Bl
VB e 3 WY e 655 Y o LY eda e AL A V) e Y et
OIS, o 58 o 5 Y Ol Bl oSy Riaioiie 45 ke ey o UL
oo By Nag A a2 ke By Jaind PULLy LT o 808 B g0 85800
Al ols b

2016 olg> 10 soall — 468 — Fluall slaid¥l alzs



LeSgall bzl Gedatlly jlolilly aiddleg Loidly 3,15¥1 judza

S G By a5 Vel il il oAb Gt Z LY e a2 Ldy
EOCRNCI 5 3 DN U ECSUPR R (PR W WO ([ SPNEY Cbﬂ‘ ov 3 adl U sl N e
WS s T 55l gf STl & g B i ST U 1) ] ) 8 gl 2L, Y)
G V1L BT BV b e bsadl L) Lghes O LIS 58T 8t 2L, il
.s}a;;\cp)izpm&mw,mﬂ“;upj el Gy Sl B S s,

3 o) el 1) BRSO A e ST o B 8 M) i) oSt LS

Bnh (1t 38 oS SG L B ol OF Y] il ) B 3 Lo o ) AU ) 1
i) OB ds Ll i gl dd S PR SU W o8 ALl maad olsad)
OF Al ety o) andl) M) oS a2l s e 3 b 50 W 0SS 2 0
LSe35 Ao Sl i) clibadly a8 el 45 e e Lo b 5y ALl fuad) s
e Al oda ab ) pre QUL 8RB pe e

AU 2y i) ool p BnSe Be gy Lhodl il o gbl e
v A pe B 5y g bl LS Liglas] Vs @l e M) oda OF Y| S al
doo Ju Biladll deo A 20y et QWL e Laid Al i) o 1y BT R0
S el 4 bad o dll i)
Ol by

By M o e oy BB OF 2 W) otz iyl ] o 5 ) il ¢ 50 3
Koy cl ol bz b 3 sl WS adax 8 8D K3 Y iy gadl 357200 ol ) 35 W
sl (WU G ol 55 e 0508 Reliall OIS adl o 315 LS & 4 M5 5 5
Comzzal LS Jisedl [Sa ol ) 3 3 e AU &y Ll Lalazal B LIS (lagf 5
Lo 315 ST 8Tyl alissaal ) o 30,81 QU G5udl 3 e of aLl
BLAYL sl eV ol o b o sad) o loss W1 n Vot cla o3 3l
S Ln ISy 2L Sl ke O LST 3780 o LS b ells )
AU B0 s uy Josedl a3 a5l dd Gy B O abad QWL

2016 olg> 10 soall — 469 — Fluall slaid¥l alzs



LeSgll sl Gedatlly lolelly aiddley Joidly 31531 ulzes
3l el o J1 g LW ol e 3 8 i) Y1 B (ST 2 o (3 el
Y ke e Leald) il abes e ik
Sl g3

J> L;MJ;LATL;;;;\ Sleo gl o Lan U & 8 Bl s e ol
&y N plseialy & jleza¥) o dl e B3liza¥) e OIS 2 SE S5 o sadl S
22l 3 e U1y V) W T IS L e 1 ails e ay e 50518 20
tk LS 2 Slo el g (o SOU 5y )
2 dsball ol Je el W ol VI dslasyl Okl b 3V
May i) O pllly Josldl bsadl jslias plisianl Gob oo bgedl 52 o2V il )l
Bl Jsf 3 S Ky ALY e slaze¥) e Yt U 85 0 o e
L ) (il o I a2l 81 13) U Olas B e 3 e ) slinall 087,200 e V)

gl Jigadl polias jlastl s ;ST a2 oiles) g ULy il sadl WIS s (3 4

Al o AW B i b e

c?\]\\ doid
Arslan, Ozgur. Florackis, Chrisostomos. Ozkan, Aydin. 2011. "Financial Flexibility,
Corporate Investment and Performance." Available

at:http://ssrn.com/abstract=1234682.

Bancel, F. and Mitto, U.R,. 2004. "Cross-Country Determinants of Capital Structure
Choice: A Survey Of European Firms." Financial Management. 33, 130-132.

Bancel, Frank. Mittoo, Usha, R. 2010. "Financial Flexibility and the Global Financial
Crisis Evidence from France."International journal of managerial finance. 7 (2):
179.216.

Bates, T., Kahle, K. and Stulz R. 2009. "Why Do U.S. Firms Hold So Much More Cash
than They Used To?" The Journal of Finance. LXIV (5), October.

Bolton, P., and X. Feixas. 2000. "Equity, Bonds, and Bank Debt: Capital Structure and
Financial Market Equilibrium under Asymmetric Information." Journal of Political
Economy. 108, 324-351.

Byoun, S. 2011. "Financial Flexibility and Capital Structure Decision." Available at
SSRN: http://ssrn.com/abstract=1108850.

Clark, B .2010."The Impact of Financial Flexibility on Capital Structure Decisions:
Some Empirical Evidence." available at SSRN: http://ssrn.com/ abstract =1108850.
Daniel, Naveen D. Denis, David J. Naveen, Lalitha. 2010. "Sources of Financial
Flexibility: ~ Evidence from  Cash  Flow Shortfalls."  Available at:
http://ssrn.com/abstract=969792.

2016 olg> 10 soall —_— »4707 —— Fluall slaid¥l alzs


http://ssrn.com/abstract=1234682
http://ssrn.com/abstract=1108850
http://ssrn.com/abstract=969792

HaSoml] ! Gecdatlly oLl 418dley elgndly 5yls¥] e

DeAngelo, H. and DeAngelo, L. 2006. "Capital Structure, Payout Policy, and Financial
Flexibility." Marshall School of Business Working Paper. No. FBE: 02-06. available at
SSRN : http://ssrn.com/abstract=916093.

DeAngelo, H, DeAngelo, L and Stulz, René. M. 2007. "Fundamentals, Market Timing
and Seasoned Equity Offerings."National Bureau of Economics Research working
paper 13285.

Denis, David J. Mckeon, Stephen B. 2010. "Debt Financing and Financial Flexibility
Evidence from Pro-active Leverage Increases." Available at:
http://ssrn.com/abstract=1361171.

Diamond, Douglas, W. 1991. "Monitoring and Reputation; The Choice between Bank
Loans and Directly Placed Debt." Journal of Political Economy. 99 (4): 689-721.
Ferrando, Annalisa. Marchica, Maria Teresa. Mura, Roberto. 2013. “Financial
Flexibility = Across The Euro Area And UK”. Available at:
http://ssrn.com/abstract=2246581.

Ferreira, Miguel. A. and Vilela, Antonio S. 2004. "Why Do Firms Hold Cash Evidence
From EMU Countries?" European Financial Management. 10 (2): 295-319.

Gamba, Andrea. Triantis, Alexander j. 2008."The Value of Financial
Flexibility."Journal ~of Finance. 58, 2263-2296, Available at SSRN:
http://ssrn.com/abstract=677086.

Graham, John R. Harvey, Campbell R. 2001. "The Theory and Practice of Corporate
Finance: Evidence from the Field." Journal of Financial Economics.61,187-243.
Gujarati, Damodar N. 2003. "Essentials of Econometrics."Fourth Edition, McGraw-
Hill Irwin, United States. P: 254.

John, S. Franklin. Mathusamy, K. 2010. "Leverage, Growth and Profitability as
Determinants of Dividends Payout Ratio Evidence from Indian Paper Industry."Journal
of Business Management Studies. 1(1): 26-30.

Lambrinoudakis, Costas. Neumann, Michael. Skiadopoulos, George. 2014. Capital
structure and financial flexibility: Expectations of future shocks. Available at SSRN:
http://ssrn.com/abstract=2498481

Lie, E., 2005. "Financial Flexibility, Performance, and The Corporate Payout Choice."
Journal of Business. 78,1-23.

Marchica, M., and Mura. R. 2010. "Financial Flexibility, Investment Ability and Firm
Value: Evidence from Firms with Spare Debt Capacity." Financial Management.39 (4):
1339-1365.

Modigliani, Franco and Merton H. Miller. 1958. "The cost of capital. Corporation
Finance and Theory investment."The American Economic Review. (June). 48 (3).
Modigliani, Franco and Merton, H. Miller. 1963. "Corporate Income Taxes and the
Cost of Capital: Correction." The American Economic Review. 3, 433-443.

Singh, K., and Hodder, J. E .2000."Multinational Capital Structure and Financial
Flexibility."Journal of International Money and Finance. 19, 853-884.

2016 &lg> 10 saall — 7471 — Fluall sLazs¥l alxs


http://ssrn.com/abstract=916093
http://ssrn.com/abstract=1361171
http://ssrn.com/abstract=2246581
http://ssrn.com/abstract=677086
http://ssrn.com/abstract=2498481
http://onlinelibrary.wiley.com/doi/10.1111/fima.2010.39.issue-4/issuetoc
http://onlinelibrary.wiley.com/doi/10.1111/fima.2010.39.issue-4/issuetoc

