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The Effect of Financial Leverage on the performance of firms
listed at Palestinian Security Exchange- An Empirical Study
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Abstract: This study aims at testing the effect of financial leverage on the
performance of firms listed at Palestinian Security Exchange according to
accounting performance measures namely return on assets (ROA), return on
equity (ROE) , return on sales (ROS) , sales growth , and market value of the
firm measured by Tobin's q. On the other hand , the research is an attempt to
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know which one of them is more influenced by the financial leverage . The
sample of the study consisted of (20) corporations listed on the Palestinian
Exchange Security during the period 2004-2011 . The research used the
multi regression in order to analyze and test the hypothesis . The study
revealed that the financial leverage has a negative effect on accounting
performance measures , and the market value of the firms according to
Tobin's q and this effect extends for several subsequent years . Due to this
the study recommends that the Palestinian corporations management should
make financial study and evaluate of the financial structure in order to reach
the best optimal ratio of leverage within the financial structure to ensure
that the positive impact of leverage on the financial performance and the
market value of these companies, and enacting economics laws that allow to
Palestinian corporation to use loan bonds and other financial instruments
that allow for multiple alternatives to these corporations while using
leverage in funding.

Keywords: Capital Structure , Financial Leverage , Accounting Returns,
Market Capitalization
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