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Abstract 

This study investigates the impact of the geographical location of firms’ headquarters on the 

capital structure decisions of listed non-financial firms in Saudi Arabia. In examining this, we 

compare the leverage levels among firms ,which their headquarters, are in major and non-major 

cities in Saudi Arabia. Using a sample of listed non-financial firms and manually collected data 

over the years 2005–2016 and performing alternative methodologies, we find strong evidence 

that the location of a firm’s headquarters shapes its capital structure choice. Specifically, we find 

that firms whose headquarters are in major cities have higher market and book leverage levels 

than firms whose headquarters are in non-major cities (i.e. other cities). This difference is 

explained by the reason that firms in non-major cities suffer from more information asymmetry 

and adverse selection problems than other firms, and this therefore makes external debt financing 

more costly. The outcomes of this study provide important implications for policy makers, 

investors, and analysts. 

 

Key Words 

Capital structure 

Headquarters’ location 

Saudi Arabia 

Major cities 

Non-major cities. 

 

JEL classification:  

G30 

G32 

G39 

 
a King Abdulaziz University, Faculty of Economics and Administration, Jeddah, Saudi Arabia. E-mail: 

mjerbeen@stu.kau.edu.sa  
b King Abdulaziz University, Faculty of Economics and Administration, Department of Finance, Jeddah, Saudi 

Arabia. E-mail: falnore@kau.edu.sa  

mailto:mjerbeen@stu.kau.edu.sa
mailto:falnore@kau.edu.sa


 
*Corresponding author.  


