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Abstract

Thhe: aim of this research i 1o examine the ndependent and symerpetic cantribation
of financing, investment s dividend decisioons 1o finn prowih, s ose of fem's poals
aimed 1o achieve, by studying the different types of those financial declsions whether
if's bong or shon e, sccording (o different prowih leveds; starting by bow-level up io
bigh-leve] of firm powth In addifion o thel, this ressarch sims i deiermine the
redative imporiance {contribution) of the three decisions for monitoring different levels
of fimm groth, applied an non-fisancisl Gms Heied in Egypt siock exchange: 152 finm,
from 2000 wp so DOME. This research applied new methodolegy by developing an
acocemling equalion o meavune this relation, the resules of this siody Show differemces
in independent and synergetic relalion of those theee decisions and fim growil In
sddition ba thae, the fire's financis] decisions behave differently sccording o carren
mnd prospective firm growth level. Altsough, the relative importance of financing,
investment and dividend deczsions dilTer accandssg to the kewel of growsh af the firm,

Key Words: Fleoeclal Declsiows, Financimg Oecition, levestmrend  Decirion,
Dividend Dvetrion, Firm Growik, Siepwine Regression, [iscriminam Anmlyzis

L. Introduction

The [Meralure on corporste fmence is concemed with the inbegration smong the
fine's different financial decisions; financing, investmead and dividend decisions. The
comon undersiending is that the 'n'l:llaheingufl business entily requdres i serics of
inteprated decispoas. The final outcoms of the extent of integration & 1o realize thet
the frm I_;pmgﬂ.;;'rui.l: neerain mﬁhw i pelered to as ke grovih ol
the firm. |4 @ gedie observed that o fiem tries of all times to manage @5 financial
resnupess in 5 way that bzads b ceriain Em-h"lh
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These rescurces are chassafied broadly mie fmexiog ood invesiment decisicms
This view lakes inle scoounl Ehal (e dnidend decisiom are part of the fimaminp
decisong, The Ineratare on corparale finince inclodes mamy aliempts that exmmsine
{he integrafion betwesn mancing and investment deciskons om one hand and belween
bl decisions and dividend deciions an the oller haed,

The flem prowdh poal can be contidered a pentral and contmon st for diffeses
firms in the same markel, wo cach fima nlwags asernpes o determing the proper
mvvevments and mrange for the suiteble nequired financing In ooder 1o el the
requirements of those investments. In fhe gnme fimee, the fim has oo be able 1 compele
wilh s competaors and ackasve hiph prowth level exooeding which of them This may
exceed the firm's producteon capacaty, ind enforce it o increnie ity imvesimens looking
foe sujtmhle sources of fund,

Accardingly, it can be chearly sten thal, firm growth is comelmed; i one way ar
snothes, with the fiem's financial decisions. This appears in detalle i the tabnee shest
and e Income sinterment, so those fmancial nalements can be used 1o psesture tha kind
of refation. The methodology in this paper provides full details for the inlepmiion
between differem finsncial deciions and fom growth. Accondighy, this paper sems 1o
imestigating the separate e mymerpi merelstion offest berween the differend
fimancisl decisions and fom growih.

This paper is arganized as follows: Section 3 reviews the mlalive litersture,
Seciion 3 oumllinss he mssarch ohjectives, Secton 4 summarie the research
hypothesss, Beciion § deseribes the data and verinbles of the study, Section 6
investigate the stalistical examinations applisd im this study, Section 7 istroduces the
stalislical resalis and discusses the maka results and Sottion § the canchision,

2 A Review of Belevant Literature

Firnm growth can be considered s ona of the most imsportent poals that firms seek
ie aghleve through providing their mmkets with required goods and services
According to Mermele and Farsolo (2007), dee firm growth is the expected resul for
the Ecrease that happens in the fine'y availoble opporiunities. This B constsient with
Fenroge (T3 view o the fiem. He comshders the firm a5 & group of resouwces thal
puonvide the firm with the appropriaie 004 o eapture 1he svailable ppportanities which
will achieve its required and expected growile In addition, Garner a7 ol Q0020 mpoe
that it is wery imporinnt to sudy the concepd of finn prowth & § can be considered as
oz of 1he most imporian) finsscial decwsions thed the firm has o make,
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Accordisply, some Hieratore iends 1o ecimbne the dynamics o [im peowtly anid
the pesin financinl prodicioes 10 thas grawih, Gupie (19680 examined the effect of the
chsnge of firm size and prowil of the Tem es the financinl struciure ratios according
e different indusiry characteristies. He found thai firm growth has o nepative
selasonship with the liquidity miios, posstive selatioaship with the aclivily and the
feverage ralios ed g0 fied relationship with profiisbility. There ase sones other
wiudies mrpue thar the relation beiwezn ihe prowth of the fimm and the fimancinl
leverpe i depeading on different mspects such s industry ropulaibes (ingofes,
19981, avnilability of investmen! opponunitics (Lamg e ol, J996), markel eniry
(% hewma and Tice, 2000, s5d mocroeconsanc thecks [Compaila, JOE!

Lang ef al. {199%) tody sssuenes that these is o negative relation between leverage
and prowth eate for firms with Jow Tobin's q rstioc ~fms with unrecognized or
invaluable investment opporbanitics- as some kigh beveraged Tims mny not b able o
ke the advantage of prowih opporiunities. This may reselt from the kack af
investmenl apporiunities recognilion, the poor managerial performance and the
sheznce of vabuble opporfunities to overcome the effects of increasing debt or any
other reasons. In sddition, the increased leverage cen decrease e firm's obility fo
pasts additional fands i invesy, which leads 1o a decrease in the growth mic. Beides,
Campelie (2003) found that there is o nogative relation between the finm's debt and its
sales growih, especially for those firms who act in &0 unleveraged indesiry during
recessions.  Moreower, Campells (2006) exlends the previous one by exemining ihe
difFerent debi policis and show tha the mangined effect of debt policis on product
markel caicames varkes according fo the level of firm frival indebiedness.

There are some olber studies that examine the effect of cash holings on the fim's
decasions on the product market; messared by the market share growth, Fresard
2008} and predict the different determinants of cash holdings; corcentrating os firm
growth opportunitics as one of the main predictors, Cirobetr aad Grifmdmper, 20073
Fresard (2070) argoes that largor relative-do-sivaly cash reserves bead o systematic
fiture market share gains that are obtined & the expenss of industry rivals. Besides,
Liy and Fizu {7006 siudy extends 1] she previous mentioned studics by examining a
wide varisty of warisbles relsted to Industrial determinsnts of the firm growth sed
smalyzing the effect of the different fmancing decisions and the finangial structures on
the growth of the firs. It reached that the prowth etes of firms are positively related
i i size, nge, capital itensity, R&D miio, export ratio, nvestmest ratio, and
profie. |s sddition, high leverage ratio is associsted with low fim prowth. Hesides,
there is a positive relation between flam growth and rebem an total assets.
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Wioreirver, Hdamiay and Bmmd (2000 stody differeniiate between e kenpih of
lmancing decison ani it relalion wigh fiem growih, It reached that Orm's long-term
debi decriona sffecied emainly by prowth of iokal assets and imvestiment grovih
appormdies, while shori-term ane affecied caly by prowth of 1002l msels. However,
Aivarian et al (705} study differs frons the previcus one s i finds that leverage is
megalively related o inwestment decixing whether fo oves= or under-invesinszng and
ihis mepativity is stronper for firms with low growth opponunities tham thess with
high growth one. Furthermare, thene are some other stedies (hat examine this elaron
from dilfesent progpective such os Crmpelle and Hockbarrh (2008) which found (hai
growth opportenifies can be considered 25 & drong financisl constraind that can be
fsced by the T which can affect it investment and finsncing decision,

G [19P8) examines the relation between the growlh opportumities, ke capilal
snscture snd the dividend palicies. This study used different messures of prowth
cppoaiunities and reaclsed that there is a negative relation beswesn the firm's growth
opporunities and the debt financing ralss anid divsdend payment; & firms with high
growih cpportesitics teed bo pay less dividends becausse they will depend om their
cash in fingncisg their growih cppontinities or investiment peogects. The resules of this
stody are agreed with Adelepan (2003) findings Ui msumed thal the expecied
dresdend policies bebavior for developing markets differs from that of developed
matiets snd concluded that there s 8 negative relationship betwees the finm's
dividend. the growth opporities and the financial levarage. '

Alnnso er ol (A005) extend the previous one by examining the firm's market value
by mnabyzing the effect ol leverage decision, dividend payoul policies and owners
“rectorn oa ihe fiem's market vaboe whes the finm foces growil opporunilies of not
and Found that there & » negative relalion bitween the Fom value, the levernge and the
payoui dividend when there are profisble prowth opportumities. However, this
rchagion transferred fo be positve when fhere are no profitable growth epporiunities
In addition, Farpher mod Weigond (2006 sody examninsd he pdea the signaling,
upeoey wnd risk explanations for dividesds have different implications for growth and
walue sfocks Bn the comiext of the |ife eyele hypothesis, |t resched that the finms'
dividends decisions are diffesing scconding 1o tee fiem's (e evels phese

From whel & mentloned bafore, we can pssume fha there b5 mo umigque
refationship between the different determasants of the various financial decizions and
the dilfesent messses of the firm growth, hence this reiation is affecting by ifferent
faciors mside and cuttide the firm. So, this can be consbdered as the main resson (bat
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ihe rescarchers me Inberesiing in cxamining the separabe and e syrerpic affects of
the different finsmcial decissons on dhe firm prowlh conssdering the elative
contribution of ach decision predictors o the didferent levels of fim prowth esing
mom then cne messure relabed 1o the dependen va'ilﬂ-ntﬁhngmﬂ!h]ludnl.mni-
ihe susinhle one to the Efyphian data,

2. Research Objectives
Thiss paper alms al achisving the following oljectives:

I- To exeming the explansbory power of the differcnt mancial declshons indepeaderilly
i relstion io the finn growil

2o Toexamine the collective explasaiony power of the fimancial decigions in relation
1o the firm growth.

3- To examing the relative contribution [or weight) of fhe fmancial decisions for
monitoring the &fferenl bevels of the fiem prowih,

4. Research Hypotheses
The intrissic relslicaship between the three financial decisions and firma growth
helps develap five composise bypotheses & fallows:
Hy: There is a negative relationshap beiween the financing prediciors asd the fiem
prawih,
Hi: These i= & positive relaibonship between the imvesimesd prediciors and the firm
grawih,
Hy: These is 3 positive relstionship between the dividends predictors and the firm
prenwih
H,: The financial predsetess differ secarding bo the different bevels of firm growih.
Ha: The relative importance of fisancial predictors differs according 1o the diffeent
levels af finm greowth,
5. Resenrch Dats and Variables
5.1 Hesearch Diata
The reszanchers obiaimed the datn from Egypt for Information and Disemination -
EGID for the soe-financial (Indusiris]l and Service) finms listed in Egypt Stock
Exchange, The dain cover the years 2000-2010. The deis sre unbalanced pancl that
includes 1EZ firms. However, there are two main reseanch limilstions; the firsl one is
that this paper will be applied only on non-finesckal fimes excluding the Tinancil
firms liwied in Egypt stock exchasge becauss of the different nature, operations sed
circumafinces between both af them. The second one is tha the span af time wivich
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pinris al year 2 s shops af venr 2000 in ppder o avosl he possibls bigs o the
following years doe to the 200 revelutica.

5,2 Rescarch Variables
5211 Dependent Varizhle

The dependent variable & the fm prowth, According io Fierahare there s
dilfesent mestures 1o firm prowdh, however this paper introduces. four different
mseasures which e Safex Growdh or Marked Share (Gupta, 1965; Canapello, 2003 lin
£ Hey, 2006; Alonso e ol 2005 Campello, 2006; Eldomiaty, 2010, Fresand, 2000),
Assets Growrh (Gul, 1999, Eldominty, 2000}, Growth &f Inverimenr Opportunities
(Lang o al, 1996; Aivazian e al, 2005 Fargher and weigand, 2006 Cirghesz &
Girtinlnger, 2007; Campello md Hackbarth, 2008} and "Xaders Freipihied Fived Aziets
Growth® this new measere istroduoced by Eldomisty (2000) and Eldomiaty anil
Tashwas (200 1] alming o capture the fixed asset grewth in relation with sales prowih.
The Merils of Firm Growih Messores

An initial descriptive statistics tilized in ceder 0 assess the statistical properties of
ket four messures of firm growih. The mble (1) shows the results of the descriptive
statistics related 10 the firm's growdh defferent measures; applied ca research data:

Tahe {1): The Desriptive Statistics for Firm Growth Mensures

PR, Az Creath | Fum Grewth (Saio-wtighinl
e | Oppein (el st —
M b 3 0 ]
Standard Errer s T T
Tiahian [ITH posm | oeo [T
Etin dard Daviation BLEE D480 .50 0319
Bampls Varaam 0 44d [T i | [Fi7i]
rE— kT 0 1] A L]
FT— T 11 T T
Rt T e | Ak KT
Wlisimum i T T T
Misisres .80 I T i)
Tom ey [[7T] 1] [TEE]
Ceamal TIE MIF TTE T

The messare 16 be used g5 8 depesdent variable is the one associsted with lowes
casndard devistion, standard ereor and variance; which are Growth appestunities, The
low walues guaranice sn improvemtnd i the extimates off growil of the firm. The
dependent varinhle is classified into four quartiles mranged i mn nscemling order from
quamile | (lowest growsh) o gaartibe 4 (the highess prowth]

Ay



51T Indepembent Varinhies

The mé:pendest variables are classaleed inlo bwo groups which are Hool-Yakas
Facior af Fiem Girowih and Marked-Value Facture of Fem Growtb, Each Rroup af
independent variables will be intorpreted as follows:

() Heak-Value Foclors of Firm Growih

This research offers a new development in the inrinsic relationskip befween the
Fimn growth and Ike main corporte financial decissons {finencing, invesinent and
dividends). This development is hased on undersisading the inlerrclalnship between
fam’s iscome statement and balance sheet which can be re-witien i n generlc way in
ander o accommodate the well-known mestures of fem growdl. This relatsanshap is
genesically developed theough the role of the retwined eamings.

Since the Iafier is added periodically (efthes quanierdy or anmlly) 1o the equity
batlamce, the direet effect an the fimancing decisions i obvious. That s, the higher the
retained enmings, the moe inbersal finmncig mre srmnged, Therefore, tve investmen
decisions (corrent assets and fived assets) may be affocted accordingly. These pemeric
relationships emded with the Toblawing equation:

S N BA L LYE, BB, RE,
. % R R & KOS,

LCO05 ENE Dep, I Tw, Dl )
Be e R R R R e {1
Whete: RE, HE ;. retained earnings in the curreni (1) amd previows {1-1) pericd
respectively, CA;; currend assets in Gme [ FA; fived assets in time t, Cl: current
Bakifities in time 1, LTD; long ienm debt in dime 1, S5 siock equity bn time 1, £XF
1ol expenses i dme 1, 5, Soc Sales in time taad -1, COGE,; cogt of goosds sold in
time ¢, Depy; annual depreciation in time 1, et interest expenses in time f, Tax; txes
pakd in time § and D dividend paid cet in fime . The book valie scnml-based
Independent warlables ane the ratboy [Ered in the right lissd side of equation (1), Thess
varinbles are classafied imlo the three corporate Mnancial decisions: imvestment,
Tmancing reed dividend decizions.
(b)) Market-¥abue Factors of Firm Growth
The markel-value faclors refer 1o the factors that have been found relnted to firm
growlh In the previous related Ficewture. They are 14 varinbles which are Markesao-
Biook eatio, Probability of Finmscial Destresz, Tobin €, Change in Markel Yalue of the
Firm, Asset Tanpikility, Cash Convergion Cycle, Dividend Payments, Operating Free
Cash Flow, Operatimg Cash Flow Ratss, Profliability, Levesage Ralio, Agency Cost,
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Firm Agee and Time Effect. I sddition, ta isdusty 13pe, dummy vabnes: wilh 4 valos
| Toe Terens i o inustry anid @ otherwise, gnd the Finm Etee, the nadurnl Iogarithm of
otal assets. This size will be classified m lawpe, medies and snus] waze, will b
considened as controfler varishles,

& Statistieal Mude) Estimation

The estimation of the parameters required addressing three econometric Esues; the
ncermality, the loearity and fixed verss pastdom effech cafimation. Relaied o
normality 1est, Asderson-Darking test b applied o delermine whether ihe reseaich
suciety follows the normal distribstion o not {Anderson-Durling, 1952, 19548). The
nmmwmmﬂmmmmmmmmnmnm
mostnality of dais All varisbles are transformed 1o sonmal scores using Van der
Waerden's Formula.

In additian, Represtion Equation Specification Ermor Test, RESET (Rnmsey, 1965,
Thursby, 1979) is emplayed 1o 1est the linearity hypotheses whese the nall hypothesis
refers dn lincariry and the aliemative refers to nonlinearity, The resudts of the F 1ex
[ = 5%} show that the F statistic is smaller than the critical value leading &0 the
scceplance the assumption of [mearity,’

dﬁihlm.amum“mmﬁmqlmwhmﬂ.hm
specification test (Hausman, 1978) is required 1o determine whether the fixed or
rarddom effects model should be used. The iest looks for the correlption between the
observed x, ; regressors, and the unobserved * ; exror term, The pall hypathesis rofers
o mndom effect and the altermative hypolbesis refers 1o fiued effects. The results
ended with fived effoces model.

6.1 Stepwlze Repression Mode

In order in determine the indspendeni explansiory power of the different financhl
dlecisions fo the firm prowih, the researchers have used the Elepwise regrotticn
eitension in ander 1o reach the siatistically significass prediciors. The S
estimation technique B ooe of the procodures used 1o select the most significan
independent variables that introduce the best explenation for the dependent varishle.

This pechnigue is based an compaing the F statistic snd i conrespording p-vil e
for cach independent varishls step by mep. The independent varighile with n gresser p-
vale {insignificant) kas boen excloded Trom ihe mods] and the SIepricise rEpressinn

L o [EE R e b SRR e G b The kxel wpared erion b (e peibiched s
F-ﬁh:lm L L

sumitidd s Nypeodvely, i de i pe bppotinies e peddesee, T b [Frg———
aiervaanm, ed & b i mesdbety o igicman
Mg



sualyses imilenes o new gtep, depanding on ihe gl (ialknp model sy the best model,
whick contaizes somst insapnificant vanalhes, bug il shows the biwesd stendand ermo
and fhe highest sscurasy, comganng wilh the over fitting model The folkmwed
technicpse i ihe hackward stepwise repression snalysis

Befcae applyisg the sclecied regression anslysis (Slepwise) & number of sintistical
cxnminations has been applied In onder 10 justify that the processed data are not
subject to the sististical measurements: problems; where the multicollincarily b
examined osing the YWariance Inflation Factor (VIF) sod the vaninbles associated with
WIF = 5 are excluded. The outliess are detecied and excluded 2 well. In nddition, (he
heseroskedastic effecis ane corpeciod wsing the White's HCSEC which improves 1he
significance of the estimates. Moreover, the Awscorrelation examined by Durbin-
Watson test which applied before every regrestion smalysis; the caloulaled values for
£-W test appear im the regression analysis tables.

6.2 Diseriminant analysis (£-Score Madel)

The discriminant snalysis is & common statisical 1echniqos eed &0 develop & 2-
scare model, Hair of al. (2010) menlions thal the mais &im of this Z-scome medel is 1o
separate Two o moee groops of obetrvations given messarements for twm on several
variahies, |1 shows thal the main objective of 1his technique is to clisslfy predicgions
for problerss by which the dependent variable {2 priord grouping vamable) appears in &
qualitative form (nonmelrc varisble) (e.g. bigh- or low-growth mies), depending
upon the individos] characterstics of the observation (Ebdomisty and Rashwean, 2001}
In this paper, firm growth i clissified mo four quaniles that eorrespond 1o the
escalating Jevels of prowth (quartile | = low growth ap to quertile 4 = high growth).

T puarantee the effectivensss of spplying the discrimination analysis technique,
ee issues have 1o be consklered which are discrimiment, comtenl and consimici
validity, Related 1o the discrimisant validity, sccording 0 the objectives of the
discrimingtion amadysis end the resemnch variables classification refated fo diffenent
financia) deciions (financing, Evestment and dividend ores), » quile distinctive
dimensionality can be addrested which peovides a validaticn o the discrimination
anslysis. Related 10 the eontent validity, depending on flve previous liverature 1o exiract
the tesearch varshle relaied to the thees fmanginl decisions, an sdequate covernps of
the impertant contents can be guarsmissd, and this lesds to content validily. As for
consinugt validaty, the selected varisbles ane exsmined in previous studies in relation
with firm growdh,
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Hair et al (20000 charifics that the dascriminant anshyvsis imalves croating e
discrimmmant function (1) whesh can be defined a5 0 linesr combimation ol 1wo of o
independent variahks (k| discaminale on (he differend a prior geoupings (M), The
forms of this Finear discrimisation function i

L= o+ ILI‘ll,I;i-..ilu}:H

Where (el tepresents e discriminani #-score of disciminamt finction | fo
cigecl K, (o) represents the inlercepl, {8} represents the discriminam coslficient of
mdependen variabks mwd (K] represents the mdependend sarisbles. Accordingly, the
dezriminmtion esalyvis coam be cansidered oy o suitnble satisiieal wehusgque for this
rexzarch peal.

The researchers devive thees Finear discriminating fenctions wilh thebr 2 mdex (2
model). These functions can help classify the firm growth i the lied (s o the
Egvplian Exchange uging the independent varighles related 1o fmancing, myvestmen
and dividend decisions. The three firm growth models considersd in thin papes
corfespond o the pai comparisons between the four quartlies (39 of firm growth.
Model | cormesponds 1o G102 Model 2 comeaponds 1o Q2.00, Model 3 coorerponds
b2 (3-04, The siepwise selection slporithn produces ceraim significant vanables &
predictors of grouping. The discriminating funclioss with pomlue < 001 are
stalisdically significant at the 995 conlidence Jevel,

1. Results and Discussion

Regarding 10 examiming the explasalory power ef each financial decizion
separately on the firm growth & stepwise regression amalysis has been applied in ander
io determine the main predictors of each financial decision to firm growth,
Accordimgly, three regression models are spplied in crder 1o determing the main
finemcing, mvesiment, and dividend predictons to the prowth of the firm a8 while, The
rezulis appaar in tables (20, [3) and (4), However, table (5) introduces the three 2-0come
modeli of financial decizion & whale s relation with different kevels of firm growth
md the melative cosdribulbon of the defferent finencia) decisions to varous levels of
firm growth, Accordingly, it Becomes casy o capture the different effecty of the
illﬂtpl.n&nl wvarighles oa e defTeqenl fevels of firm growih, and i defermine whack
group af independsst vesmbles and which yarisbles cen prvitde an explanatian for t

cument and s level o T imn growth
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Tubde (2 Regressinn resulis for the Finnpcinp-related prodicions of Fiem

Carunwth
Fredisans | Coellicients|  Predicion MHI1 Prodiciery | Coeflicimiy
(Tt B.000] Fimm Age t_'.n;;ﬁ-- Earmags Grorwth q.m“
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The statistical resulls indicate that the tested model is statistically sigmificant as sig
*F" 0000 < 0.01 and the explanatory power (Adjusted B} of fimancingrelaied
mdependent variabkes o fomm growih & appeoxmmately ™% 72.0%. This means thai
those financing independent varishles have sirang ability 1o explain maore than % 72 of
changes in the firm's growil behavior. Regarding the financing-bock waliss prediciors
of firm growth, there is o significant positive relation between carrent liahilitiesegp
sales and firm growth; {t e = 1.904), however there & a significs! negative relution
berween long tetm debbiag sales and fim growth; (i o = -1.722). Fegarding the
markes-value independent variables there is & significant negative relaionship besween
Mﬂﬂlﬂu{l---l.ﬂ'ﬂj,ﬁmm{tu--lmmpgmmh (Fm = = 13501,
the opermting cash fow ratio (1 e = -2.603) and time varisble (g = =4 224) and Tarm
prowth. However, there is & significant positive relationship between change In firm
mnirked vadue (f = $8.63), spency cost (i g = L.T38), debt growih (T e = 2.985) and
Endusiry (ype (Les = 2,791} and fire growth,

Accordingly, the fem has i make & suitable decision related o (he required
amount of torrent Fsbilities and the dong term debi In addition, the continuous
increase in the firm's debt indicates the high growth leve! the fim has. However, the
swirging increase in the firm's net incame as well as in the operaiing cath fow o the
fixed assets mtio will lesd to a decreass in the finm growth. Yel, the firm has 10 pay
asiendion b ifs share price end fries 1o make i@ reflect its real performance 1o gusmnies
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the posigivey effet 10 ity prowile Meseover, the fitm Bas 10 pwmites the experses level
to decrense (he spency com whach will conyeguestly mlumec the fim prowth level,

Tabbe (3): Hegression results for the Investment-rebaied defermininis of Firm

Gruwih
o |
[LImTSETETETY -:-Hnu I-!—Iﬁ T:: %

F 3 1
e e | d”
%%—ﬁi—w T FITT
‘%T mﬂ" m%h I:.}'ﬁ__ Thatian: Wit 1]
L e e
B ] ﬂ%ﬁ%’ﬁ'ﬁﬁ = Fagulwil i | ugadarcs Wwi.

The sisibstical resalis indicate that the tesied model is siatistically significant as sip
FR000 < Q01 and the explinsinry power (Adjusted R) of imvestment-relued
independant variables %0 fiem growth is appeoximalely ™56 68.34%. This micans that those
mhﬁnﬁtnﬁummﬂthphﬁmﬂuﬂﬂﬁm
in firm growth behavics, Regarding the investmest-book vahee determinants of firm
growth, there is a significant positive relation between Fixed Assel/Lag Sales and
firms growth; (1 e = |.ESE), as the greater the ratio is, the prester the firm's growth
will be. Regarding the investment-masket vaboe facioes of firm growsh There §s &
significant megalive relalionship between M/B mitio (I e = 2,246), firms with farpe
Expeomes fatio (Luy = +2.991), prowth of flxed assets (1 ,u, = -3,045) and time variable
(o = -4.8257) and firm growtl. However, there s » sipnificant positive relationship
besweem probabiliy of fmencial distress (1 g = LE1Z), chanpe in firm masket value i
v SLITT), Tobm ' O meswere () e = 20500 k6 industry type wnd fiem growths (1
2738} end firm grewth,

It general, when making an ivestmted. decision, the firm kas 1o consider the
Tolowing matgers, Firsd, if bas 1o choase the suitabde smount of (ke firm's fixed sssen,
to recognize the effect of this smount on enhuscing the finn grewth, and 1o pay
atication Gt the prowth of fined assets caa alfeci the fiom prowih negaiively. Secomsd,
it B o monisor the masket valoe of its sssess and work on increasing this amount 1o
grraatec an inceease in the fm growih, However, the fim has io pay amention to ity
share price amd [=f i retiest s real performance o gusmnice & positive effest on the
firm grovwth.  Finalty, the fim hay 10 monitor the level of it experes gines this will
dezrease the pgessty cost bnd will enlance the firm prondls level
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Falile {41 Hegression resobis Tor the Dinciils il related determinmnis of Firm
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The statisticsl resulis indicaie thet the wsind model s sintisicaly signifcmt & g 7
0.000 <001 and the explasatory power (Adjusted 1) of the previous dividend-relsted
independent variables to firm growsh is approximssedy "% 65061%, This mesns that
thoss dividend independent varisbles have a strong sbility 1o explin more than %
#%6 of chenpes in fiem growth behavice, Regardimg the dividend-book valug
determinests of fom growth, Taxes(lag Sales is the anly sipnificant isdependent
variahle having & positive relation with firm. growth; (1 ge = 2.553). Regarding the
dividend-market value fictors of fam prowth there s a significam negafive
ralatbership beiwesn MID mtia (fwe = -2.507), apency oot (i g ™ <2309 and time
variable (f g = -5.1ET) and fom growth. Hewever, dhere B8 a significesd posisive
relationship betwees probability of financial distress (8 gy * 1.842), change in fim
mrarket valoe (8w = 55,333}, Tobin * ) measure {§ g = Z375), dividend pes shae,
gronwsh of dividend per share, dividend payoot ratio (1w = 1736, 2248, 3779,
respectively) and indusiry 1ype and firm growth.

Regarding Tahle (5), the fallvaisg interpretations can be peneraiod a1 follows:
The camonical correlation; which memures fhe wtrenglh of the overall relationships
boiwesn B linesr composites for the independent and dependent veriebles, s
0,721 7E, 0.7858 and 0.T759 in model 1, 2 and 3; respectively, g0 the larger this vakee
ks, the preater discriminsiory sbility 1o this funcisos. o sdditon, Wilks-Lambds,
vihich measures the proporion of the waal varance in the discriminant soores that not
explnined by differences smong the growps, is 0.47903, 0.380% and 0.397% in model 1,
2 and 3: respectvedy, the smaller this vabkes i, the greater discriminatory abiliy to this
funciice
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It mudel 12 mondisriag Grms grekih ledim 011 fw (12

For Financing Prodicions; the Barger smount of e kg tern debn will mepainely
&ffect the low preweh firm and kindes @ 1o move o the sext kevel of prowtli, becasse
ol the high financial barden penermed though it (Joheson, 2003} and [Shal snd
Khan,2007). In additsan, those fimss fend 10 depend on external sources of finance mare
tham intemel ones 1o fund their growtl eppartunities and o take the 15 achvantaps of an
extemal long tenm fund, Howewver, if there is no balante between extermal funds and total
assets, this will kead 1o & decrease in the fims prowth S0, moving & next growth level
requires the firm to control its relisnce on debt related 10 equity and 108l assets

Additianally, higher Operating Cash Flow means that the fiem is able o peieral 8
large amount of cash froen ils operation which can guarinies & fujure growth, b
when comparing Cath Flow so Fixed Assets, it appears that the bigher mtio (5, the
lowwer the &mpﬁiﬂlhﬂ:hhﬁhﬁ:ﬁmpumwhlm
this penerated smouni of cash in new vestment opporbenities which can be non-
profitsble projects in comparison with previous one. This will negatively affect the
growth sad decrease it in the Jong run (Beush et al, 2000). So, in crder 1 move to
next growih hﬂhmhntmﬂimhﬁnubﬂumwmmd—wnrn!
cash fow and its fived aspets and e msanapers uses ol those avallabis resnurees have
1o e momibored.

Far Investmest Predictors; inereasing the amoust of the Cuarrent Assess will enshile
the low growth firm to hive a quite high level of finameial fexibility to mest any
mddnwmnﬁdpmﬂhqmtnﬂh,lhﬂhhwlﬂmﬂl:ﬂnﬂmmmm
advantage and shift 1o the next growth Jevel In sddition, it believes tha credit
exiention @ the suitable way to attract new cusiomers and gain krge ceders (o
increase sales. Se, thear firms conshier e high Cash Comversion Cyele an invested
capital in customers and investory which will negatively nffect the firm's profilability
beed o Its groowih {Lazaridis end Tryfonidis, 2006}

For Dividend Predictors; the fims’s higher total expenses will penermte o negstive
imgact o the Tim growth, except the depreciation which indicsies an increass in the
firm grovwth, So. i low groweh fiem wants to move to the next growth bevel, it hus 1o
control ils experess (nderesl expenses and mon-operpling expenses) o kesp it &l a
bower fevel except for deprecintion i addition i achleve growth s Dividend Per
Share as this will indicate that this permasens increase in ihe prafil will emhssee the
Firm proswth in the leag run (Lintnes, 1956)
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o Common Finmscial Preidation, taphes Marke-ie-Beol Watio indscaies that
Mhere i an overesaimaiion for fmfs stock price and this kigher peice is not penemied
firoma & real performesce amd thay will be olserved by invesion thasuph sobatandinl
ewideiice aiid lead o decreasing grawih iy ihe time (Fargher and Weipand, 206} S0,
il the lowr provwth Ten wasds g0 inove 80 the next level of prosth, it has 10 ersure thal
merket-do-book rafin B reflecting its seal polonsasce aml docl price b owdl
overestimated,  In addiion, higher Clanges in Firm's Markst Yalue sipnsling o
vestous; current anil new, a pood expecintion aboul moskel estimation for the fim
and its fubsse prowth opporfundties {Varsiva el nl,, 1987).

Alikemph, lowes ageney eomt; especially for firms with low cxpense aml high sales
ratkes (Agemey Ool) indicates that the firm i able 10 manape i sgency conflict;
‘which will enable il bo mowe 1o the next prowdh bevel. However, this effect can be
chanped; positively affecting, if the low prowth e achieves o medium level of b
imie. S, mesdioring fim's different levels of expenses sad sales ratios will enhance
fiem's ability 1o mamage its mpeecy cost o move 1o the next lovel of growdh,
Additionslly, high Tobia's g ratio indicales thal the markel vales of invested cagital i
ovir estimated compamable fo its real valug, which will lesd o decreasing it growth
bevel, So, For moving from OF w0 Q2 & low grovth firm bas o mansge it imvemed
capital B pustanice a real evaluation ko ils perfomaasse,

I model 2: momiboring firm grenih Trom Q2 to O3

For Financing Predictors; sversge proweth fiom has io decresse fis dopendence an
debe; wheshes il s shor oo long ienm oo fund §is investmiend peofects, is oeder to shift
#o the pexi growih level, bn sddition, highes redurn on equity means that the firm is
efficient in wing ils equity by penerding large amount of net income which will
enable fl o maove fo 3. Aldesogh, the higher Cash Flowi¥Fixed Asuets raglo, the
grealer the Firmi's efMckency in managing fis penerated amouel of csih fow in
profiiskde investment progecis, which will enhases the fems growhe  Howeves, the
older the fiem B, e lower By abslity (o increase fis growdh. Furthermore, bighe
Fenverume Ginawill means that the firm's sales we incressing from vent 1o 1he nex) year,
which reflects the fine's good performesce. Howewer, instabthiy of firm's profi noi
puarendess thin relatsonship.

For lnvestiment Predietors) incresting the fima's dependence on ourrent assets will
dorreaze ity shility 1o move 1o (he mext growlh level However, mereasing the
proporiion of fixed ssess means decreasing the fiem Oexibility to capture gy sudden
or wailabie prowih cpportanities which will bunden its mave 10 Q3,
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For Dwvidend Predizton; ovempe growth Gim & sllocied pusainvely widh (e
preduciice cost and depresialion. In sddition, fim's bagher il expenses will
Eenerete & NEpBve Enpace on Tam growth, except the depreciatios and cos| al ponds
sold which Indacale s intresss in fiem prowth. 5o, il average prowth Tim wanls o
mive bo ihe esl groweh level, it hes do ceatmd it EEpCnSES, inleres? expentes and
non-Dpedaling expenses, (o keep il al 6 lower level.

For Common Financial Prediciors; higher Market-o-Boak Ratlo i o pood
indicator that reflecis the firm's real performance which will atact mvesion o inves!
om this firem which will enhance firm growih level. However, this relation is foand o
be mode significant wilh low markettobook ratio. s addition, &z & resull of
ncreasing the: gronth opportemiiies, the Apency Cost is increasing 100, 5o, firms with
brigh and medium expense ratio will penerate incresses in firm growth mnd will be ohle
o maave o The nexd prowl bevel,

In model 3: moalioring lrm prowih fream (83 1o (44

For Fimancmg Predictors: there is § negmive significant relationship between
delniequity ratin, exming growth and fiem growth, This can be usirsted as ench {lmn
has the ability to increass its dependence on debi 10 fend its grawth opportunities up
1o cestain poinls where any additional inerease in this ratio will affect its prawih
expatively [Drobets and Grannges, 2007 Campeiio, 2003; Eldomiaty, 20100, as Fimus
with vmlushle growth opportunities and kigh leverage ragio will nol be able 1o take the
sdvamage of thoss apportunities by sdditiceal dependence on outside fund (Harris
and Raviv, 1991), So, high growth finm e tend 1o decresse ils debi to gty malio
order by enforce managers 1o neglect poor growth opporonities which will eliminae
wgency cost and enbance its growth theough the fme. This i the same matier with
eaming growth (Lang et al, 1999). So, to shift from G3 10 04, the firm has 1o moniar
e furiting podnts on its debt 1o equity ratic and camings. growth.

For Investmest Predictors; increasing the firm ameount of current atests related to
5 bag sales will decrense lis ability s move 1o Bhe mext growth level, In addition,
iscremsing finn's dependoncy on large amoust of fined assets creates an inflexible
swtion and increases the depree of risks ficed by the firm which will barden it
miove B higher prowth bewel.

Far Dividend Prediciors; the high cost of poods sold compasnble to last vear sales
van b an indicator for enhancing Tom's sales this vear which will eshasee s growih
by movieg 1o the next level However, there i 8 negative relstionship betwesn
deprecistion/lng sales and firm growth, This messs that, finm's expenzzs and costy
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have different effects on finm prowih sccordisg 80 the b expense examined. kn
siddition, high prowih fimes fend w0 distribete dividends in onder 10 climmae baced
Bpeney cost and moniing manapecial behayior fEasipibeed, (9841 Alhough, #°s 8
way b0 elminate ihe smoind of cash side ibe crpamizalees {Cipenes, J000) aisd
[Flack, 1598, 1909} wivkeh will snable the feren 10 shif from 03 g0 O of firm growih.

For Common Fisancial Predicion, kigh mmkei-io-book ratw is 5 poes] indicalor
fhat refbects the fim's real performance whach will sftract investors 1o mvest on i
T which will essance firm growth fevel However, highes finm's nuarkel value o &
good indicaior aboul marked erimmation for the fem, whieh reflecis s real
perfarmasee, which will amract new investors to the fam el cxbbe this fiem to shif
& the mext geowih level, In nddition, high sales ratio; Jow apency cost, means that
fien's efficiency to manape the conflict resuhed from apency. Becouse of is
sensitivity to akes cost, this relation transferred 1o be positive with medium sales cost.

Cut-0ff Polets Calcubaiion

The researchers cakulate the cut-off points; shows in Table (6), on the Z-Scale
nﬁhmhﬁwhiyﬂﬂilhymﬁuﬁ:mcﬂ‘whﬂnﬂulﬂ:dum
WIMLMPEhﬂ:phyMﬂhnfgﬂpluﬂﬁhﬂ!ﬁiﬂfﬂuhbﬂhuf
group  [Hair e al, 20100, The prior probabdlity rafio & s estimale of the propation
of companies with a ralia profile more sintilar 80 those of growpd 1, 2 and X, 5oy, as the
three groaps are éifferent i size, the model can be used operationally.

Table (6} The Cul-0T Puint for the three Models

Cluariis Bk
Paor Probldlity Ci-CHT "sint
gl g1
Vorlibbs roluad e fnancie duckisnctn | o 1% 2.004
Mesdel |
varialibe rulined is fnescial Secion is g1 3 -
Ml 2 W 50 (5P '
wartaliles rolaind 1o Mnaneinl Seclidans bn (o} | 04 A
Madel 2 S L0 '

ftelntive Imporinsce of Financial Dechilons:

The walue of ihe discriminant analysis appears when the peofile of fhe final
virighles shows the relstive canteibalion of each veriabls io the tsl dliscshmisainny
power of e 7-Score models and the isteraction mmong (s (Eldomiaty s
[enshwwan, 20011 The commen spprosch 10 the felatve comlribulssn sesmeel o

MY




b o dhe Teeayurement of B proportion of the Mahalenobs D or the distanc
begween the cemtraids of e oo comstiiuen] groame aocounled bar by gach variahli
[ Weller and Wallace, 1963; TalTler, 1981, 1983} I cam be calculated aa folbows

| ..ﬂ.‘,_.-'..]
Felre-r)

Where; !P,] representy the proportion of the D7 - dutance sccoamied Tor by rtio

v whils {;,lnd-;,] mepresents (he means of the below-peedian sad above-medion

groups For tatio ¢ respeclively, S0, the mlative contribasion of cach variable and
fimancial decision acconding io different prowth kevels can be ilkeirated as follows:

Redated 16 market vabos factors of fum prowih shows the highest perceninpes
comparnalde to book valoe factors af fim growth in the three models as # schieves the
highest level of impanames: o coptrilution in mode] 3; monitcrg firm growih from
O3 1004, with T0.12%, bowever (he setond highest peroestage achieves in evodel |
monitzeing firm geowil from Q1 g0 02, with 64,96 % and then in the mode] 3
manitoring firm growlh from QX to 3, with 56.33%. Marcover, the book valiie
factoes of firm growdh achieves the highest level af impatiscs of contribubion m
model T with 25,98 %, teen i mode) 3 with 23,1735, and in mode] | with 21.8T4%

In additicn, the fnancing predsstor: schisves the hightst impormines: compernble
10 oihier fenamcial decisions in the three models startim with modiel 2 with 37,63 %,
then model | with 28304 mnd model 3 with &12%. Besides, the investment
predictars shows great costribuiion in model 3 with 19.93 %, then In model 2 with
12.14% and then in moade] 1 with 7,37% . Furthermore, the dividend predictors shows
preat imsporiance in model | with 14.36%, lowever shows appeoximate contribution
in medel 2 and mode] ¥ with 12 % and 12.14% respectively.

The Accuracy-Matrix of the £-scare modeks

The discriminant ssakysis requires spalying & messure of sutcess; especially i g
multi-group e, o defermine the nocurecy of the classifying group membership
{Eldomminty and Rashwen, 20117, this messure e be ealled as g clessification abée or
& secoracy-Motrin, where the jack-knife tesl, o lockenbrwch Holdoet Tesr
(Lackenbruch, 1967) it the applicd siatistical technique o examine tiis, Type | and
Type 11 errors [My; My respectivel v} cam be canily observed sccording o thse ncursey
mairix shiows in Table [ 73; which shows that Type | and 11 ervors are Iess than the Hals
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[Hs} in different proups of finn prowil This el supports the high relative
relinhility of the estamaled discrimines models.

Table {7): The Jack-knile Tesi, Low-High Groweh Firms

Aciush Greap Il-mhnun] P uf ¢mim J I‘n_-ri;kkl Ciaup Membavship
Aol - déassvorieg firm proverh from G5 (57
[T 07
T a
& ELi] 7. 127
4w Hin
" I FE T i7.0%
Mokl 2 Nonitoring, v peowdh from (7 o 0T
T g i
i an
i L] 5 11.7%
0 EES)
o 354 ) TR
Atade! 1 Montsering firws growth from G0 1o
el £
i 1[5
] u .3 4.5%
' ETF]
™ 154 5 " SRI%
& Conclusion

This paper examised the contribution of firm's financial decisions 1o its growih
through theee steps. The first step stanted by cxsmining the explanmory power of each
decisiom; financing, investment, and dividend, separntely on firm grewdh, 1o thaw the
contribution of each decision mdependently an firm growth. The second siep was 1o
examing the synengy explanatory power of ihe three decisions; becsuse of fhe
difficmlty of sepamting thei effects actually & the real His, on the flam growsh, which
is diseribaied to four quariiles staried by low growih leve! aad ended by Feigh growth
leivel to eapture the change an fime's finsncis] declsion and the effest of ikl change

- —
7 Ferome il grespad ey amminly demdied. 1785
'I.I||r Type | gror e
% Py B 11 e 0
10 Penpaen &l prdagerd dnis s poeerisl p sl fed B0 190
11 Pevemd o privpee oty clpm fad 7104
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thrntgh differoni growil kevels The fhd @ep wns o coamine (e relanye imporiange
of ench decinion related independent varisbdes for the dillerent mondioning levels of
i prowl,

This paper introduces o mew development in the mtrinsic relaticeship between
fiem prosth and the main carporate finarcial decisions. This development 15 bated an
undersianding the interrelationship betwesn fiem's income stafemsent snd bBalance
sheet which can be rewriiten fn & generic way in order i accommodate the well-
known measares of fiems growth. From the penermied equation, the research exambned
the book-value related factors to the cosporate finamcial decisions. In addition, through
collecling the relafed litcrature review which examined the elfeet af one or more of
corparafe finsecial decisions on firm growth = acconding (o the researcher knowhedge
= the researcher chose the ather independent varishles which are found 10 be
parrelated 1o firm growilk; named with markei-value relared fectos

In addition, this paper exemimed different messures of fam growth 1o selest the
measure with lowest standsrd error, standeed deviation and variance to introduce an
sccurme measure o firm gprowth eelated o Epyptisn dasta; 1E2 son-financial firms
which are listed in Egypt Sinck Exchange from year 2000 up to 2000; excluding dars
froam 2005 up b know s s resull of ressarcher expectation for instability in firm's
finsncial perfoemance &5 & resalt of the Egyptisn Revolition. By monitoring the thres
models af fiem growth levels, the imdependent variables affecting firm grawih are
fowed b0 be change from one model 1o another, which means (hag through the finm's
paszing with different growth levels, there ane many faciors affecting it which differ in
significant and trend froms one level o mother.
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