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Abstract:

This study aims to examine the impact of cost behavior patterns—whether
sticky costs or anti-sticky costs—on earnings quality in Egyptian listed
companies on the stock exchange during the period (2015-2024), excluding
financial institutions. The asymmetric behavior of costs was measured using
the Anderson, Banker & Janakiraman (2003) model. In addition, Weiss (2010)
introduced an alternative measure of stickiness based on comparing changes
in cost ratios between periods of sales increases and decreases. Furthermore,
Banker (2014) proposed an extended linear model that allows for analyzing
cost behavior across multiple levels of activity. Earnings quality was measured
through earnings persistence, with control variables including firm size, asset

intensity, financial leverage, and sales growth.

The study seeks to enrich accounting literature in emerging markets such
as Egypt by providing additional evidence on the existence of cost stickiness
and linking it to the concept of earnings quality, a core indicator of financial
reporting reliability. The findings reveal significant asymmetry in cost
responses to sales changes: total costs rise more sharply when sales increase
than they decline when sales decrease. Sticky costs are shown to negatively
affect earnings quality by reducing persistence, whereas anti-sticky cost
behavior is associated with higher persistence but increases earnings
sensitivity to sales volatility. The Mann—Whitney test further confirms
statistically significant differences in earnings quality across cost behavior

patterns.

The empirical findings further revealed that sticky cost behavior was
observed in approximately 60% of the sampled firms, particularly in the
manufacturing and energy sectors, while anti-sticky cost behavior appeared in
about 25% of the firms, mainly in tourism and service sectors. The remaining
15% of firms exhibited symmetrical cost behavior. These figures highlight that
cost asymmetry is not universal but varies across industries depending on cost

structures.
Moreover, the study highlights that both sticky and anti-sticky cost

behaviors may negatively influence earnings quality, yet firms exhibiting anti-
sticky behavior tend to demonstrate relatively higher earnings quality than
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those with sticky costs. This underscores the importance of considering both
patterns when evaluating financial performance.

The study recommends enhancing cost structure flexibility and managing
fixed costs more effectively, while adopting advanced measurement tools to
monitor asymmetric cost behavior. It also emphasizes the need for expanding

sector-level analyses in the Egyptian market and strengthening governance and
disclosure practices to improve transparency, sustain earnings quality, and

reinforce investor and policymaker confidence.

Keywords: sticky costs, inverse sticky costs, Earnings Quality
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