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ABSTRACT
The purpose of this study is to explain the financial performance
of companies in Latin America through the lens of capital struc-
ture and ownership structure. We perform a quantitative analysis
of companies in Brazil, Chile, Mexico, and Peru using a panel data
method. To avoid endogeneity problems, instrumental variables,
generalised method of moments models, and panels with random
effects are employed. The data cover the period 2000 to 2015.
We find a positive relationship between financial performance,
growth, and size of the company. However, there are mixed
results for short- and long-term financial leverage, as well as for
company liquidity. With respect to the ownership structure of
Chilean companies, a positive effect is observed for the first major
shareholder with financial performance. In general, our results are
in line with those of previous studies. However, the existence of
mixed results between companies and countries makes for an
interesting and novel conclusion.
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1. Introduction

Company performance is a key issue for investors, shareholders, and the economy in
general. In addition, performance is a mechanism for control, allocation of resources,
and assessment of the financial health of a company over a period of time (Rumelt,
1991). According to Iswatia and Anshoria (2007), a company’s performance is a func-
tion of the organisation’s ability to obtain and manage its resources in order to
develop a competitive advantage (Omondi & Muturi, 2013). Previous studies have
used return on assets (ROA), return on equity (ROE), and Tobin’s Q as measures of
competitive advantage (Liargovas & Skandalis, 2008).

The factors determine a company’s performance, including corporate governance,
financial leverage, liquidity, and company size, as well as industry-related factors,
such as growth and industry concentration (Cohn, Mills, & Towery, 2014; Liargovas
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& Skandalis, 2008). Other theories complement previous studies that use entrepre-
neurship management and innovation as drivers of company profitability (Audretsch,
Castrogiovanni, Ribeiro, & Roig, 2005; Palacios-Marqu�es, Roig-Dob�on, & Comeig,
2017; Rico & Cabrer-Borr�as, 2018). Kyvik (2018) incorporates the business model,
creativity, and management and financial control as key variables in his analysis.

Unlike previous studies, the objective of the present work is to reveal the relation-
ships in Latin American economics between financial performance and the following
financial variables: leverage, operational risk, size, liquidity, growth, tangibility and
ownership structure. The evidence shows inconclusive results for these types of
economies (Hawawini, Subramanian, & Verdin, 2004). In this investigation, we use
the following three measures of financial performance: ROA, ROE and Q of Tobin.

Our work helps to reveal the variables that affect the performance of companies in
Latin American countries. Using a panel data analysis, our research provides relevant
information about these variables and their specific effects by country.

The rest of the paper is structured as follows. The next section presents a summary
of the literature focused on methods employed and main findings. Thereafter, the
database and methodological framework, and details of the variables are discussed.
Then, the results are presented and discussed. The final section summarises and
presents future research challenges.

2. Literature review and hypothesis development

Modigliani and Miller (1958) argue that in a perfect and complete market in which
there are no personal and corporate taxes, the structure of capital (i.e., distribution of
a company’s debt and equity) is irrelevant to the value of the company. However, in
a later study, in the context of imperfect markets, Modigliani and Miller (1963) find
that financial leverage can allow a company to increase its value by benefiting from
fiscal shield through using debt. In addition, the authors propose the existence of a
positive relationship between performance and leverage. Later, Kraus and
Litzenberger (1973), through a marginal analysis for use of debt, propose the exist-
ence of an optimal leverage and recognise a non-linear relationship between leverage
and performance. This is because when the firm finds this optimal leverage, it maxi-
mises its value and has no incentives to increase its leverage, as this implies decreas-
ing its value (Vargas, 2014). Then, Myers (1984) and Myers and Majluf (1984)
propose the pecking order theory based on asymmetrical information between man-
agers and new investors increasing adverse selection costs (Frank & Goyal, 2009). In
this theory, it is assumed there is no optimal leverage and firms choose financing fol-
lowing a preference order: internal finance, debt, and equity. Myers and Majluf
(1984) argue that there is information asymmetry between managers and investors,
because managers have more information than new investors and act in favour of old
shareholders. Jensen (1986) and Hart and Moore (1994) regard this conflict as an
agency problem that can be controlled with an adequate capital structure allowing
adequate control and minimising agency costs. Jensen (1986) proposes that in compa-
nies with high levels of debt, managers are motivated to invest in profitable projects
to generate cash flow to pay interest and capital, reducing the conflict between
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