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The relationship between financial leverage and the performance of
Egyptian joint stock companies Is there an effect of investment efficiency?
(Experimental study on Egyptian joint stock companies)

Abstract

This study aims to investigate whether financial leverage affects the
financial performance of Egyptian joint stock companies, and whether the
relationship between the financial leverage and the financial performance of
Egyptian joint stock companies is affected by investment efficiency.
Therefore, this study aims to answer the following questions: 1- What is the
direct impact of the financial leverage on the financial performance in the
Egyptian shareholding companies? 2- What is the indirect effect of the
financial leverage (through: investment efficiency) on the financial
performance of the Egyptian joint stock companies? 3- Is the relationship
between the financial leverage and the financial performance affected by the
level of investment efficiency in the Egyptian joint stock companies? In order
to test the hypotheses of the study, two accounting measures of performance
were used: the return on assets and the return on equity, in addition to that, the
residual value of the residual was relied upon (as an inverse measure of
investment efficiency), which was estimated by using the model (Biddle et
al ., 2009). The researcher tested the hypotheses of the study on a sample of
80 Egyptian joint stock companies (315 observations) listed on the stock
exchange and belonging to non-financial sectors in the period2015 AD to
2020 AD. Using the path analysis method, The study found: 1) There is a
significant relationship between financial leverage and the financial
performance of companies. 2) There is a significant relationship between
financial leverage and investment efficiency. The result of the study is that
there are no intermediate effects, as investment efficiency, does not involve a
significant effect on the relationship between the financial leverage and the
financial performance of the company.

Keywords: financial leverage, financial performance, return on assets, return
on equity, investment efficiency
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