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The Impact of Debt Ratio on the Relationship between Investment

Efficiency, Free Cash Flow, and Managerial Overconfidence
"An Empirical Study"
"Applied to a Sample of Joint Stock Companies Listed on the Egyptian Stock
Exchange"

Abstract

The study aimed to explain the reasons behind the discrepancies in previous
research findings regarding the relationship between investment efficiency,
free cash flow, and managerial overconfidence, with a focus on the
moderating effect of the debt ratio (financial leverage). The study was applied
to 107 non-financial companies listed on the Egyptian Stock Exchange during
the period (2018-2022), using multiple linear regression analysis. Investment
efficiency was measured using models by (Richardson, 2006; Biddle et al.,
2009), while controlling for variables such as firm size and return on assets.
The results showed that free cash flow did not have a significant impact on
investment efficiency, supporting the hypothesis that there is no relationship
between the two. In contrast, managerial overconfidence had a significant
negative impact on investment efficiency, supporting the existence of an
inverse relationship between the two. Additionally, the interaction between
financial leverage and free cash flow showed a significant effect, indicating
that the debt ratio moderates the relationship between free cash flow and
investment efficiency. However, the debt ratio did not have a significant effect
on the relationship between managerial overconfidence and investment
efficiency. Among the control variables, return on assets had a significant
positive impact on investment efficiency, while firm size did not show a
significant effect.

Keywords: Investment Efficiency, Free Cash Flow, Managerial
Overconfidence, Debt Ratio, Financial Leverage, Non-Financial
Companies, Egyptian Stock Exchange.
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