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The impact of the volatility of earnings and cash flows on 

the capital structure: an applied Study on firms listed on 

the Egyptian stock exchange 

Abstract 

The aim of this research is to study and test the effect of earnings and 

cash flows and their volatility on the capital structure of the corporation 

firms listed on the Egyptian Stock Exchange. Through the analysis of 

previous studies, four main hypotheses were derived, and we used Panel 

Regression to test the study hypotheses by relying on the EViews 10 

statistical program, and by using data from 58 firms listed on the 

Egyptian Stock Exchange belonging to thirteen different sectors, and that 

during the period from 2013 to 2018. This study concluded that earnings 

have a significant negative impact on the capital structure of the firms 

listed on the Egyptian stock market, where the study found that firms that 

achieve high earning levels resort to internal financing sources to finance 

its investments due to its low cost and risks. The study also found that 

earning volatility has a significant positive impact on the capital structure 

of the firms listed in the Egyptian stock market; where the study found 

that firms that suffer from increased earnings volatility resort to 

borrowing to meet their needs as a result of increases the cost of issuing 

shares. Finally, the study concluded that the cash flows from operation of 

firms have a significant negative impact on the capital structure of the 

firms listed in the Egyptian stock market, where increased cash flows 

from operation in firms indicate an abundance of internal financing 

resources necessary to finance their investments and no need for 

borrowing, while the study found that although the cash flows from 

operation volatility has a negative impact on the capital structure, this 

effect is not significant. These results indicate that creditors are more 

concerned with earning volatility information than cash flow volatility 

information when making credit decisions. 

Keywords: earnings; earnings volatility; cash flow; cash flow 

volatility; capital structure. 
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Multicollinearite

Multi-

collinearite

 عايلاث الاستباط( الإحصاءاث انوصفٍت ويصفوفت ي1جذول سقى )

 LEV PROF PROFV CF CFV SIZE AGE GR INT 

 Mean 0.39 0.09 0.05 0.04 0.08 8.67 1.27 0.09 0.03 

 Median 0.38 0.08 0.04 0.04 0.06 8.67 1.28 0.05 0.01 

 Maximum 1.29 1.71 0.74 0.5 0.41 10.73 1.56 1.25 0.2 

 Minimum 0.05 -0.57 0.004 -0.43 0.003 5.96 0 -0.91 0 

 Std. Dev. 0.23 0.14 0.06 0.11 0.07 0.78 0.15 0.21 0.04 

 Skewness 0.84 4.42 5.86 -0.12 1.92 -0.38 -3.59 1.4 1.86 

 Kurtosis 4.24 60.04 61.18 6.14 7.92 3.86 27.51 9.63 7.5 

 Jarque-Bera 63.13 48300.63 51063.02 144.00 564.08 18.98 9456.5 750.4 494.1 

 Probability 0 0 0 0 0 0.000076 0 0 0 

 Sum 134.14 32.49 18.56 15.12 28.45 3016.96 440.9 31.55 9.4 

 Sum Sq.Dev. 17.94 6.42 1.15 4.16 1.54 212.0562 7.38 15.52 0.45 

 Observations 348 348 348 348 348 348 348 348 348 

LEV 1         

PROF -0.08 1        

PROFV 0.19* 0.38* 1       

CF -0.1*** 0.24* -0.03 1      

CFV -0.1** 0.09** 0.21* 0.0003 1     

SIZE 0.39* 0.03 0.02 0.059 -0.52* 1    

AGE -0.25* 0.16* -0.07 -0.06 0.06 -0.15* 1   

GROWTH 0.16* 0.22* -0.04 -0.01 -0.06 0.14* 0.051 1  

INT 0.19* 0.13** 0.09*** 0.02 0.12** 0.18* -0.01 0.04 1 

 .(EViews)اىمصذر: إعذاد اىباحث باضخخذاً مخرخاث اىبروامح الإحصائٍ 

* Correlation is significance at the 1% level. 

** Correlation is significance at the 5% level. 

*** Correlation is significance at the 10% level. 

 :(Unit Root Test)اختباس جزس انوحذة : ثانٍاً
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(Unit Root)

 LLC Test PSW انًتغٍشاث

Test 

ADF 

Test 

PP Test  ستبت

 انًتغٍش

LEV -23.1396 

(0.00) 

-2.33245 

(0.0098) 

164.229 

(0.0022) 

199.775 

(0.00) 
I(0) 

PROF -18.6692 

(0.00) 

-2.82007 

(0.0024) 

167.841 

(0.0012) 

204.703 

(0.00) 
I(0) 

PROFV -78.9664 

(0.00) 

-6.75343 

(0.00) 

141.782 

(0.0052) 

163.108 

(0.0026) 
I(0) 

CF -17.5843 

(0.00) 

-4.4158 

(0.00) 

213.858 

(0.00) 

275.504 

(0.00) 
I(0) 

CFV -33.2023 

(0.00) 

-6.6042 

(0.00) 

187.673 

(0.00) 

230.815 

(0.00) 
I(0) 

SIZE -21.6703 

(0.00) 

-7.12194 

(0.00) 

204.192 

(0.00) 

243.786 

(0.00) 
I(0) 

AGE -77.3906 

(0.00) 

-262.821 

(0.00) 

1065.81 

(0.00) 

1071.71 

(0.00) 
I(0) 

GROW

TH 

-24.3275 

(0.00) 

-6.01501 

(0.00) 

239.294 

(0.00) 

325.013 

(0.00) I(0) 

INT -31.8147 

(0.00) 

-3.29776 

(0.0005) 

128.29 

(0.005) 

154.115 

(0.00) 
I(0) 

 .(EViews)اىمصذر: إعذاد اىباحث باضخخذاً مخرخاث اىبروامح الإحصائٍ 

(Co-integration)

Cointegration

Kao Test

(Kao, 1999)

Kao Test

Kao Test
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Kao Test

t-Statistic Prob.  

-3.519858 0.0002 ADF 

 .(EViews)اىباحث باضخخذاً مخرخاث اىبروامح الإحصائٍ  اىمصذر: إعذاد

Panel Regression

I(0)Kao Test

Panel Regression

Hausman Test

Panel fixed Least SquaresPanel EGLS 

(Cross-section random effects)Hausman Test

Panel fixed Least Squares

Panel fixed Least Squares.(Gujarati, 2004)

Hausman Test

Hausman Test

 Panel fixed Least Squares

 

Hausman Test

 .Prob Chi-Sq. d.f أسهوب الانحذاس انًلائى
Chi-Sq. 

Statistic 

Panel fixed Least Squares 0.0235 8 17.706614 

(EViews)

Panel Regression
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 Panel Regression 

Variable Coefficient Std. Error t-Statistic Prob. 

C -1.711609 0.465877 -3.673954 0.0003 

PROF -0.329093 0.067036 -4.909238 0.000 

PROFV 0.858479 0.169184 5.074239 0.000 

CF -0.11905 0.060343 -1.972902 0.0495 

CFV -0.195073 0.165364 -1.179659 0.2391 

SIZE 0.193894 0.052759 3.675069 0.0003 

AGE 0.315837 0.106185 2.974407 0.0032 

GROWT 0.083054 0.033447 2.483178 0.0136 

INT 0.540931 0.294627 1.835982 0.0674 

 جودة انتوفٍق

R-squared 0.835614 

Adjusted R-square 0.797724 

Durbin-Watson stat 1.421158 

F-statistic 22.05347 

Prob(F-statistic) 0.0000 

 .(EViews)اىمصذر: إعذاد اىباحث باضخخذاً مخرخاث اىبروامح الإحصائٍ 

(R²)

(F)Durbin-Watson

Auto-correlation
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 انًلاحق:

انششكاث انًًثهت نعٍنت انذساست( 1انًهحق سقى )  

 كود انتشقٍى انذونى كود سوٌتشص انششكت و

 اولًا: قطاع انتشٍٍذ ويواد انبناء

 CERA.CA   EGS3C151C015 اىعربُت ىيخسف ضُرامُنا رَماش 1

 DCRC.CA EGS21451C017 داىخا ىلإوشاء واىخعمُر 2

 ECAP.CA EGS3C071C015 اىعس ىيطُرامُل واىبىرضيُه )اىدىهرة( 3

 MBSC.CA EGS3C371C019 مصر بىً ضىَف ىلأضمىج 4

 SVCE.CA   EGS3C351C011 خىىب اىىادي ىلأضمىج 5

 SUCE.CA EGS3C181C012 اىطىَص ىلأضمىج 6

 ACRO.CA  EGS3E071C013 امرو مصر 7

8 

ىُفج ضلاب  -اىمصرَت ىخطىَر صىاعت اىبىاء 

 EDBM.CA EGS23141C012 مصر

 WATP.CA  EGS3J041C011 مىدرن -حذَثت ىيمىاد اىعازاىت اىشرمت اى 9

 RUBX.CA    EGS3A221C018 روبنص ىخصىُع اىبلاضخُل 11

 SCEM.CA EGS3C401C014 اضمىج ضُىا 11

 TORA.CA EGS3C311C015 اضمىج بىرحلاوذي طرة اىمصرَت  12

 UEGC.CA EGS21531C016 اىصعُذ اىعامت ىيمقاولاث والاضخثمار اىعقارٌ 13

 ثانٍاً: قطاع انعقاساث

 ELKA.CA EGS65071C010 اىقاهرة ىلإضنان واىخعمُر 14

 NRPD.CA     EGS65511C015 اىعقارَت ىيبىىك اىىطىُت ىيخىمُت 15

 MENA.CA EGS65851C015 ضىدَل-اىطادش مه امخىبر ىيخىمُت والاضخثمار 16

 UNIT.CA  EGS65061C011 اىمخحذة ىلاضنان واىخعمُر 17

 EHDR.CA     EGS65341C017 اىمصرَُه ىلإضنان واىخعمُر 18

 OBRI.CA     EGS65551C011 اىمدمىعت اىمصرَت اىعقارَت 19

 ELSH.CA   EGS65091C018 اىشمص ىلإضنان واىخعمُر 21

 GIHD.CA      EGS65461C013 اىغربُت الإضلامُت ىيخىمُت اىعمراوُت 21

 CCRS.CA    EGS651B1C018 ر اىعقاري اىعربًاىخيُدُت اىنىذَت ىلاضخثما 22

 ICID.CA       EGS67191C014 اىعاىمُت ىلإضخثمار واىخىمُت 23

 MENA.CA   EGS65441C015 مُىا ىلإضخثمار اىطُاحً واىعقاري 24

 NHPS.CA     EGS65131C012 اىىطىُت ىيلإضنان ىيىقاباث اىمهىُت 25

 صناعٍت وانسٍاساثثانثاً: قطاع انخذياث وانًنتجاث ان

 ETRS.CA   EGS42051C010 اَدُبخراوص -اىمصرَت ىخذماث اىىقو واىخدارة  26

 ELEC.CA  EGS3G231C011 اىنابلاث اىنهربائُت اىمصرَت 27

 EPPK.CA   EGS360A1C011 الاهراً ىيطباعت واىخغيُف 28

 EEII.CA   EGS3G111C015 اىعربُت ىيصىاعاث اىهىذضُت 29

 SBAG.CA   EGS36041C019 ىلأمُاش اىطىَص 31

 سابعاً: قطاع انسٍاحت وانتشفٍه

 EGTS.CA      EGS70431C019 اىمصرَت ىيمىخدعاث اىطُاحُت 31
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 PHTV.CA     EGS70331C011 بُرامُس ىيفىادق واىقري اىطُاحُت 32

 SDTI.CA       EGS70571C012 شارً درَمس ىلاضخثمار اىطُاحً 33

 EITP.CA       EGS70011C019 شروعاث اىطُاحُت اىعاىمُتاىمصرَت ىيم 34

 RTVC.CA     EGS70271C019 رامنى لاوشاء اىقري اىطُاحُت 35

 RMTV.CA    EGS70131C015 رواد مصر ىلإضخثمار اىطُاحً 36

 UEGC.CA EGS21531C016 واىخىمُت اوراضنىً ىيفىادق 37

 TRTO.CA EGS79072C012 عبر اىمحُطاث ىيطُاحه 38

 ROTO.CA EGS70281C018 رواد -رواد اىطُاحت  39

 خايساً: قطاع الأغزٌت وانًششوباث

 POUL.CA    EGS02051C018 اىقاهرة ىيذواخه 41

 ESGI.CA   EGS30431C018 اىمصرَت ىصىاعت اىىشا واىديىمىز 41

 SUGR.CA    EGS30201C015 اىذىخا ىيطنر 42

 ISMA.CA   EGS02021C011 الاضماعُيُت مصر ىيذواخه 43

 MPCO.CA   EGS02091C014 اىمىصىرة ىيذواخه 44

 NEDA.CA EGS52041C018 شماه اىصعُذ ىيخىمُت والإوخاج اىسراعً وُىداب 45

 سادساً: قطاع انشعاٌت انصحٍت والأدوٌت

 PHAR.CA    EGS38081C013 اىمصرَت اىذوىُت ىيصىاعاث اىذوائُت 46

47 

مرمس الاضنىذرَت  -اىطبُت  الاضنىذرَت ىيخذماث

 اىطبً
AMMS.CA EGS72081C010 

 MIPH.CA    EGS380G1C011 مُىا فارً ىلأدوَت واىصىاعاث اىنُماوَت 48

 NINH.CA EGS72011C017 مطخشفً اىىسهت اىذوىٍ 49

 سابعاً: قطاع انًواسد الأساسٍت

 ALUM.CA EGS3D031C018 اىعربُت ىلاىىمىُىً 51

 ًنتجاث انًنضنٍت وانشخصٍتثايناً: قطاع ان

 APSW.CA  EGS32331C018 اىعربُت وبىىُفار ىيغسه واىىطُح 51

 تاسعاً: قطاع انكًٍاوٌاث

 KZPC.CA  EGS38411C012 مفراىسَاث ىيمبُذاث واىنُماوَاث 52

 SMFR.CA  EGS51191C012 ضماد مصر اَدُفرث 53

 عاششاً: قطاع الاتصالاث

 ORTE.CA     EGS74081C018 اوراضنىً حُيُنىً 54

 ETEL.CA    EGS48031C016 اىمصرَت ىلاحصالاث 55

 انحادي عشش: قطاع انًشافق

 EGAS.CA    EGS39011C019 غاز مصر 56

 انثانً عشش: قطاع الإعلاو

 MPRC.CA EGS78021C010 اىمصرَت ىمذَىت الإوخاج الاعلامٍ 57

 انثانث عشش: قطاع انًوصعٍن وتجاس انتجضئت

 AITG.CA   EGS50091C015 اضُىط الاضلامُت اىىطىُت ىيخدارة واىخىمُت 58

 اىمصذر: إعذاد اىباحث بالاعخماد عيً بُاواث مىقع بىرصت الأوراق اىماىُت.
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 يصفوفت يعايلاث الاستباط (2انًهحق )

Covariance Analysis: Ordinary

Date: 12/10/19   Time: 13:18

Sample: 2013 2018

Included observations: 348

Correlation

Probability LEV PROF PROFV CF CFV SIZE AGE GROWTH INT 

LEV 1

----- 

PROF -0.08042 1

0.1343 ----- 

PROFV 0.196855 0.383078 1

0.0002 0 ----- 

CF -0.09472 0.238337 -0.02684 1

0.0776 0 0.6178 ----- 

CFV -0.13062 0.09085 0.205754 0.000333 1

0.0148 0.0906 0.0001 0.9951 ----- 

SIZE 0.386213 0.033738 0.023253 0.058303 -0.51481 1

0 0.5305 0.6655 0.2781 0 ----- 

AGE -0.24989 0.156812 -0.07011 -0.06062 0.059782 -0.14846 1

0 0.0034 0.192 0.2594 0.266 0.0055 ----- 

GROWTH 0.156361 0.216758 -0.04043 -0.01118 -0.06057 0.139163 0.051295 1

0.0035 0 0.4522 0.8354 0.2598 0.0093 0.34 ----- 

INT 0.187854 0.127908 0.089695 0.024131 0.121024 0.184144 -0.0193 0.044241 1

0.0004 0.017 0.0948 0.6537 0.024 0.0006 0.7198 0.4107 -----  

 

 

 

 

 

 

 

 

 



42 

 

 (Unit Rootاختباس استقشاس يتغٍشاث اننًورج الإحصائً ) (3انًهحق )

Panel unit root test: Summary    

Series:  LEV    

Date: 12/10/19   Time: 13:22   

Sample: 2013 2018    

Exogenous variables: Individual effects  

Automatic selection of maximum lags  

Automatic lag length selection based on SIC: 0 

Newey-West automatic bandwidth selection and Bartlett kernel 

Balanced observations for each test   

   Cross-  

Method Statistic Prob.** sections Obs 

Null: Unit root (assumes common unit root process)  

Levin, Lin & Chu t* -23.1371 0 58 290 

Null: Unit root (assumes individual unit root process)  

Im, Pesaran and Shin W-stat  -2.33245 0.0098 58 290 

ADF - Fisher Chi-square 164.229 0.0022 58 290 

PP - Fisher Chi-square 199.775 0 58 290 
 

 

Panel unit root test: Summary    

Series:  PROF    

Date: 12/10/19   Time: 13:23   

Sample: 2013 2018    

Exogenous variables: Individual effects  

Automatic selection of maximum lags  

Automatic lag length selection based on SIC: 0 

Newey-West automatic bandwidth selection and Bartlett kernel 

Balanced observations for each test   

   Cross-  

Method Statistic Prob.** sections Obs 

Null: Unit root (assumes common unit root process)  

Levin, Lin & Chu t* -18.6692 0 58 290 

Null: Unit root (assumes individual unit root process)  

Im, Pesaran and Shin W-stat  -2.82007 0.0024 58 290 

ADF - Fisher Chi-square 167.841 0.0012 58 290 

PP - Fisher Chi-square 204.703 0 58 290 
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Panel unit root test: Summary    

Series:  CF    

Date: 12/10/19   Time: 13:24   

Sample: 2013 2018    

Exogenous variables: Individual effects  

Automatic selection of maximum lags  

Automatic lag length selection based on SIC: 0 

Newey-West automatic bandwidth selection and Bartlett kernel 

Balanced observations for each test   

   Cross-  

Method Statistic Prob.** sections Obs 

Null: Unit root (assumes common unit root process)  

Levin, Lin & Chu t* -17.5843 0 58 290 

Null: Unit root (assumes individual unit root process)  

Im, Pesaran and Shin W-stat  -4.4158 0 58 290 

ADF - Fisher Chi-square 213.858 0 58 290 

PP - Fisher Chi-square 275.504 0 58 290 
 

Panel unit root test: Summary    

Series:  PROFV    

Date: 12/10/19   Time: 13:24   

Sample: 2013 2018    

Exogenous variables: Individual effects  

Automatic selection of maximum lags  

Automatic lag length selection based on SIC: 0 

Newey-West automatic bandwidth selection and Bartlett kernel 

Balanced observations for each test   

   Cross-  

Method Statistic Prob.** sections Obs 

Null: Unit root (assumes common unit root process)  

Levin, Lin & Chu t* -78.9664 0 58 290 

Null: Unit root (assumes individual unit root process)  

Im, Pesaran and Shin W-
stat  

-6.75343 0 58 290 

ADF - Fisher Chi-square 141.782 0.0521 58 290 

PP - Fisher Chi-square 163.108 0.0026 58 290 
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Panel unit root test: Summary    

Series:  CFV    

Date: 12/10/19   Time: 13:26   

Sample: 2013 2018    

Exogenous variables: Individual effects  

Automatic selection of maximum lags  

Automatic lag length selection based on SIC: 0 

Newey-West automatic bandwidth selection and Bartlett kernel 

Balanced observations for each test   

   Cross-  

Method Statistic Prob.** sections Obs 

Null: Unit root (assumes common unit root process)  

Levin, Lin & Chu t* -33.2023 0 58 290 

     

Null: Unit root (assumes individual unit root process)  

Im, Pesaran and Shin W-stat  -6.6042 0 58 290 

ADF - Fisher Chi-square 187.673 0 58 290 

PP - Fisher Chi-square 230.815 0 58 290 

 انذساسترج وبٍن يتغٍشاث نً Kao Testانتكايم انًشتشك اختباس  (4انًهحق )
Kao Residual Cointegration Test    

Series: LEV PROF PROFV CF CFV SIZE AGE GROWTH INT  

Date: 12/10/19   Time: 13:36    

Sample: 2013 2018     

Included observations: 348    

Null Hypothesis: No cointegration   

Trend assumption: No deterministic trend   

Automatic lag length selection based on SIC with a max lag of 0 

Newey-West automatic bandwidth selection and Bartlett kernel 

      

   t-Statistic Prob.  

ADF   -3.51986 0.0002  

      

Residual variance  0.011605   

HAC variance  0.007616   
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 Hausman Test اختباس (5انًهحق )

Augmented Dickey-Fuller Test Equation  

Dependent Variable: D(RESID)   

Method: Least Squares   

Date: 12/10/19   Time: 13:36   

Sample (adjusted): 2014 2018   

Included observations: 290 after adjustments 

     

Variable Coefficient Std. Error t-Statistic Prob.   

RESID(-1) -0.75348 0.056179 -13.412 0 

     

R-squared 0.383614     Mean dependent var -0.00073 

Adjusted R-
squared 

0.383614     S.D. dependent var 0.110117 

S.E. of regression 0.086453     Akaike info criterion -2.05499 

Sum squared 
resid 

2.160031     Schwarz criterion -2.04233 

Log likelihood 298.9728     Hannan-Quinn criter. -2.04992 

Durbin-Watson 
stat 

1.597305    

Correlated Random Effects - Hausman Test 

Equation: Untitled    

Test cross-section random effects  

Test Summary Chi-Sq. 
Statistic 

Chi-Sq. 
d.f. 

Prob.  

Cross-section random 17.70661 8 0.0235 

     

Cross-section random effects test comparisons: 

Variable Fixed   Random  Var(Diff.)  Prob.  

PROF -0.32909 -0.33604 0.000314 0.6953 

PROFV 0.858479 0.892896 0.002541 0.4947 

CF -0.11905 -0.12203 0.000087 0.7495 

CFV -0.19507 -0.14136 0.002611 0.2932 

SIZE 0.193894 0.123474 0.002059 0.1207 

AGE 0.315837 0.148884 0.00319 0.0031 

GROWTH 0.083054 0.102229 0.000173 0.1454 

INT 0.540931 0.67636 0.011505 0.2067 
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 Panel Regression  تحهٍم الانحذاس (6انًهحق )

Dependent Variable: LEV   

Method: Panel Least Squares   

Date: 12/10/19   Time: 13:41   

Sample: 2013 2018    

Periods included: 6    

Cross-sections included: 58   

Total panel (balanced) observations: 348  

     

Variable Coefficient Std. Error t-Statistic Prob.   

     

C -1.71161 0.465877 -3.67395 0.0003 

PROF -0.32909 0.067036 -4.90924 0 

PROFV 0.858479 0.169184 5.074239 0 

CF -0.11905 0.060343 -1.9729 0.0495 

CFV -0.19507 0.165364 -1.17966 0.2391 

SIZE 0.193894 0.052759 3.675069 0.0003 

AGE 0.315837 0.106185 2.974407 0.0032 

GROWTH 0.083054 0.033447 2.483178 0.0136 

INT 0.540931 0.294627 1.835982 0.0674 

     

 Effects Specification   

     

Cross-section fixed (dummy variables)  

     

R-squared 0.835614     Mean dependent var 0.38545
4 

Adjusted R-squared 0.797724     S.D. dependent var 0.22737 

S.E. of regression 0.102261     Akaike info criterion -1.55356 

Sum squared resid 2.948971     Schwarz criterion -0.82297 

Log likelihood 336.3192     Hannan-Quinn criter. -1.2627 

F-statistic 22.05347     Durbin-Watson stat 1.42115 

Prob(F-statistic) 0    

 


