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Abstract

This study aimed to test the direction and significant the relationship between free
cash flow and profitability of companies, in addition to test the effect of the
investment opportunities on this relationship , using 130 non—financial companies
listed in the Egyptian stock exchange, and covering different 15 sectors, over the
period of 2017 to 2019 .The study used Fixed Effects Model (FEM), and Dynamic
Panel Data (DPD) to test the hypotheses .The study found a negative significant
relationship between free cash flow and profitability of companies .The study also
found a negative significant effect of free cash flow on profitability of companies
with investment opportunities and companies that do not have investment
opportunities . This means that , the investment opportunities did not change the
negative relationship between free cash flow and the profitability of companies.

Kay wards : Investment Opportunities, Free Cash Flow, Profitability of
Companies.
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Statistical Power analysis (A-priori Sample Size for Multiple Regression)

minimum required sample size for study

First hypothesis Second hypothesis
Anticipated effect size (f): 0.2 0.2
Desired statistical power level (p): 0.99 0.99
Number of predictors: 4 6
Probability level (a): 0.05 0.05
Minimum required sample size: 132 148
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Descriptive summary statistics

Obs. Mean Std. Dev. Min Max
Dependent Variable:
PROF 390 0.0591 0.183 -1.0521 1.9627
Independent Variable:
FCF 390 0.0682 1.056 -15.129 11.831
Moderator Variable:
INVO 390 0.6026 0.490 0 1
Interactive Variable:
(FCF*INVO) 390 0.0173 0.851 -15.129 5.9859
Control Variables:
SIZE 390 20.429 1.617 13.925 24.902
LEV 390 0.5617 0.759 0.0033 10
SG 385 5.2637 90.92 -1 1783.4

Lezid) Lgagll Clelas¥l g (PROF) AGAl 4ay) sl paiall Ldlly o
e e Slo 4 ol (ROA) o) o slall dans o (£) o) Jsaally
ol le gag . (fe009)) iy avgia Glldg ¢ (1.2TYY )oY —) Lo Al
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GlSHE On (R0d B5)8) Appsa QAN asms (£) ad) sl Aeciall diiasll
gL (b Sl Laa i) ppaiall 48 =l 63 Sl sadll (e iy (53l Al
il Aagad) laussia IS ol s My ¢ (2 IAT) Al Cum (gilimall Gl
ASHA Ay

fiagll Clelaa¥) cijgli : (FCF) jall gaiil) gal) Jiiaadl paiall duuilly o
By ot oo DES GEALY ) a3l e of (£) ) Jsaadly Aiecaid)
GOA Gn el el Gl o) a8 LG G S Be5 ey (b A
By (000 TAY) aly s e Lasgiay @lldg (VVLAYY ¢ 10VYAS) G L sl
(V0 07) & A ylmal) CalaY) (sgiane b Dl CBEAY] Cukal)

Lpagll Glelaa¥) caung : (INVO) JLiiay) e abid) paiall Ll e
Gl (grina o Agybal) dadll ) Al sndl dadl) Ao of (£) o) Jsaall dacaial
oty e ad Jliel @y ¢ (ve)) o b et gl ¢ Aubal 58 IS Al
ClSHE ssime o Al @llh hasgio 3y B ¢ manall daldlly dall G el #5l5y
b Apall Aadl ) Adend) Aadl) Ao o ) sl Leosag ¢ (4T Y1) il
¢ ) aall gsls S e LSl laalidl Al @18 ) e %10.Y0
Al GIGE s e %79V E AUl dawil) 8L W ¢ Apléind (ash L il
J Al Al ) A gl Aadl) Gy ¢ Apldind (e Lo il Y clalidl
(- E90) lmal Ghaill &l WS L msaall aalgl e

dazidl dgagll Gllaay) cay @ (FCFXINVO) Jelil) aiall duily o
DY) (e O AT i) B bl dasidll Aad o (8) o) ol
CoAVY Al Al 558 DA (FCFXINVO) - alieg sl ¢ all il auill
Golbre Calailys ¢ sl e (0,448 (Vo1 Ya-) el aag ol asy ¢ (%).Y)
DAl ) caalad) 8 A8 Layy e lill il (eSays o Ly (1. A0 ) oy
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o G sl (o)) J elil) il dawgie g & Gay Al e e
v Yy Al S Al (s g S gl 3 Jpal) e dlad) g
LB %Y oylaie dile Ginty f ¢ Jaa) lan) (e ain IS Ly aia
I (£) &y Jsaall daaiadl Lpiagl Clelany) jela :Alaliall cfypsiall dudly o

- 3530 Jpal Jleay rnbll Sile gl Wi = (SIZE) dumd) @lSHé aaa
Ay ¢ (ashal) aiple sl L YEA0Y OFAYE) (L sl Aulall 58 Dla
L Yo ve Gy hgiay o ol Siple gl Lo ) Ay ady 53
Gty L dpheagll Clelan) el oS . Ly 1.1V 08 o lea walailyy
i Jpa¥) Jlaa) ) LN Jlea) daws asgia o (LEV) 2l Zadl) e
i Lo ¢ Ly (%010Y) 0TV Auhll 5 DA dial) ISy gl e
5 PIA i) GG st o Jpal) (lea) ) ASL s Ao Janigia ()
Sl e U< alae M SN Jae dul) Ol €ty ¢ Ly % E VAT iy Ayl
Lo il joliae lgie 0S5 ) A& aaas ie Sl (5giay 45)lEa (sl
oebiaS Glagaall (A i) Ao Jassgie Aad Cialy 288 ((SG) Gl s Jara jiia
s e o ) s lly (0.YYY) Auball die a3 Gl sad Jadd
GV oad Lee (30.9Y) (el Gha) &l WS ¢ an Al IS8 6 Clagd)
ey Sl Auhal) dae SlSHE G Led Glanall gai Jare (A50S 358 2539
Axdllly 45,8l paa (8 L) GISHE G S Guilad dgay Aaliall Ghpsid) (e
lanal) s Jare (B QAN (0 BS G508 g Lai Al

bla ) Jadas: v/Y/4

wlaky ) sy (Pearson Correlation Matrix) ¢swys bliyy) ddshias

st aady . A Al 23l diecaid) dpeil) il G Jhal) #5031 A

On Akl (e Ay el A 3505 ) 5LEU (Multicollinearity) asd) #1533

Ge LAY sty ddghadll g LS L aawiall laaiV) Albles b Ayl il
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Correlation matrix between study variables

PROF FCF INVO  (FCF*INVO)  SIZE  LEV G

PROF !
0.1248

FCF AT 1
0.1051 -0.0461

INVO [2.082]** [0.91]
0.1554 0.8030 0.0165

(FCF¥INVO) 3 0ggpwsx  [26.541**  [0.325] 1

IzE 0.1764 0.0806 -0.0246 0.0568 )
[3.530]**  [1592] [-0.48] [1.120]

LEv -0.3508 -0.5246 0.2084 06209  -0.0139 L
[738]%  [2.1]%* [4196]"**  [159]*  [-027]

o 0.0487 -0.0019 0.0388 0.0006 01064  0.0137 1
[0.955] [-0.04] [0.759] [0.011]  [2004]** [0.269]

Note: *** ** *indicate significance at 1%, 5% and 10% respectively.
Jsally zrmge s LS ¢ Auball Ao ClSHE (ssinn o (gl LLEN Righas ek

b Led Lemitls Say 3y alel) ilia) (e el (9) o

b A Ay () uiall) 5 sl sl Gl (Jiead) uiall) Gn LLEY) e
Jolay 28, Lmyy Bl OIS Zum ¢ %0 (ssine die Lilan) Ja 40y Ciueea
L (%)Y.0) Jalay 6f ¢ all a3l wa 4V YEA

OIS A3 Ry () Luiall) Oy LYY (e (Al i) o BLGY) e
Jaleg 3,80 Fng) L) S G « %0 (s5imse e Liliaa) J1s 4iSl; Cann s3)h
- L (%) +.0) Jolay (sl LN (ajh ga +) 0 0)

Ops AN ) B g W) (e Jelis (el uid) on LGN e
¢ %) (sie i Llas) Jlb 4]y Chmin g3l S A Dy (p i)
g ol il 3l ggie Jeld pa +)008 Jalay 48580 Layy Ll oS Gua
- L %) 0.0 Jalay s ¢ LN
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%) G die Lilias] iy e OIS A8 aaay A8 Ly Lol of s
S G AL bl A8 dmyy Bl Law Ly (%V.T) . VTE Jalagg
O il b . Ly (%00 -) LYo A- Jolays %) ssiue die Lileas) Jlag
Dby ¢« Lilaal Iy ey s Cimin Glend) sa Jaeey 45300 Gy, L)
(%£.9) v EAY
Juial A suin (4.Y) oo LSV Llsy) cDlelee of (Hair et al, 1990) sn o
iay ol I (Gujarati,2003) iy WS . Jadll #lsa3V) Al zigaill e
leio (s o BLEY) Jalea a1y 13 Wi 23 Apppudil) Clyial) G hadl) 2 595Y)
Op hall 1Y) Aid Juial ol e gl Sy Al el Gy Ll 0aS (40A)

il 38 3slay Tyl (o and Al Cum ALl 2355 il picia

Inferential analysis AV Jaladl) ¢ v /4
43 dlan) il ) Jgeasll Auhall (gyd jlial ) didadll (e A jall 238 Cangs
e V) diall Jadiyy LAuhall dne b AgEall A e L YWY oSy
) aaay ¢ Clriall aaie JJadll lassy)
Multiple Linear Regression Model Cilpiial) adia dadd) jlasiy): v /¥/4
Cilyitie Gy ABL Lilas¥) AVAl yaadl Gl aamie Jhall i) oy
st 5 ¢ Auhall adsar padl @y ¢ WD Geldl) Cslad aaat Sy Cogay ¢ Al
- il daxie Jaall laasy)
uaalial) a8l sbadl) ayans o Y
2ya) dagl e slae¥) a5 ¢ Al adsat il Culiall uldl) gl sl
s Ly JE) (1) el 8 ey WS ¢ Adlide Alaa)
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(REM) 4lsiall HBY) =308 oy Alialaall sxdiy :(Breusch-Pagan test) jLisl
z3sa ol aaall (mpd i Cus L (Pooled OLS) dxenall (gyvall cilagyall #35ai
Ly (Al (s Apap RS 208 Y ) uliad) g8 daesall (giall Cilagyall
O R R aas ) bl s Adladall JEY) ziea ol dandl il e
(Hsiad) Uasl) DA e Lgale $ylapual) i) e gl )

z3sais (FEM) a3l HBY) #3sa oy Alaliall axiiy :(Hausman test) ,Lss)
ccamliall sa Aflptall BV ziga b aaall G jui Gus (REM) dglsiall EY)
oab) Al b ad) Tl lag canlial) a &3l BV 2 35es ol diadl Gl ey Laiy
flpdally A3EH EY) adses o) ey les (oilad) oplasY) (8 el Gl
Lald Aoy cilpaie dilca) LY 'wald' laal 4 Jicidlly (Time test) Las)
G ad dua Y ol a1 ABle (8 ise ) OIS 1Y) Lyl aadigs (pailly
s oop why iz gaill ol desll Gl Qe (8 ¢ ise e Gail) ol paal
daih Aglpiall S AEN Y 23 sl e alac)

K @l yalal 4 (Pooled OLS) daasall (gall cilanyall diyla Jich ag

S @Al G adayl ey G oamY) s ol el gall dually cDlalaall
23U Aaleall 8 LS chmanall caliladl cpl) Cadlial)

Yie = Br + BoXoie + -+ uye
aad Gl 13 o e )l e Aaldl OLS 4l aladinly jlaatV) i 2 Lag

crBly ey ladle Loal il )oKy a8 4sSly el

zhsa e Ll (FEM) (Fixed effects model) il JEY) 7350 dauclly Ll

(LSDV) Least-squares dummy variable dwasll <yl aladinly (5 pall Cilagyall
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e3ad) o 7 peill lmay Ul dreadll (gyrall bl z3sa e dmgll CDEAY,
B DY) pda AN CDUAL aBA) Ape) e peill galall el (e g shaidl)
A Adyguilly A)lY) clyadls ¢ a gl giall Jie A0 IS el Glia a5
gshiall il Gl e aeyll o 4l ) gy A il allas Gl ks el
lny ey culh s JUillyy ccpail) DAL Caliay Y ails cilaalial) G salall pmdl oy
g ) ol Al Jeam el S Sise gl ol gaill Jlasl ekl 13 Al
Caliny saliall el (e gshaiall 23all of T (two way FEM) slas¥) st dal 6y
A6 Aaleal) 3 LS L el clS ) Cadialy

Yie = Brie + BoXoie + -+ uye

zisa e L 5l (REM) (Random effects model) aglpiall SEY) z35a0 Wl
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4l Gl (AB) SEY) misa b L) A6 L e By pe dalail e Yo Ling
Oe Lo A0 goliall Hsaall (e e shiall daglly o7 e 0s) B @i Al Jlsde it
: S e el Saall

Bic = B1 + & i=12,....,N

Sy .02 sslen culits chia sl g aly  Hstall Tadl) e g g o) Cam
o st Sl aaing (o Dugae Aubal) Aue  Sasaall AOEN O g @l e 4ai b
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Ol palall Wadll jemic By g5 &1 0 O S Wi el ) ik
e Al Judld) an (o i) Uadd) jemic sag agy, Slaially cclyjiall ppaaty ff adaial)
e e Ll ol Uadll palic mdsan zisaill dpaud ols o Ml Aabid) bl
AT el 13 Jualyy el esbie o (S8 ) e 00 0sSalls @y Syl U2
i) B Gal dany Clysia Adla) Jlaai) (B e gall b 0l
Jhaady) Julas : Wl

s JUEAY sVl Jilas =35 Gaje ) Aubal) e el e (8 sl as
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Zisa il g g S0 Vsl lSpall Ay el gamll Gl A el
G RV e ¢ ADL el Ak peneS o) sie L) gaj ,ih e s
el i) e Saina il L) 05K 8 g ¢ Adagliall clyaiall e )
ALY JEY) zasad aladialy Auhal) aldsal i (1)
rdpauidilly ddy i) cflady)

(1) A Jsaal) (e =iy WS (Identity Tests) iyl chliay) it Je sl
38 dalled Gplll ol (s ¢ dadd KAl o dad A sy e Cujddd Al
o 5 i adle s (1way fixed effects) olaaV) dolal aulill HEY) diph & cldlay)
333 25 .(FEM) Fixed Effects Model bl JEY) z3sai aladinly Al adsa
V) zsall sasm e oSH ki cDlebedll Jladll il Jdy Lowliad) el )l
¢ Alasiall bl ) oD ellyg Aaiaall el JSlie (he osliy Jilatll 8 i)
ad) Jsaall dacasall (Diagnostic Tests) daidall dpanill chladl) alaaiuly ¢l Sy,
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(1) A s
s ) el Al duigpedl) L)
Diagnostic & ldentity Tests used:

Tests used Model (1)  Model (2)
Identity Tests:
Residual variance test Test for differing group intercepts (Pooled OLS versus FEM) (4.6942)***  (4.3568)***
Breusch-Pagan test Test for differing group intercepts (Pooled OLS versus REM) (89.422)***  (70.124)***
Hausman test To compare between (REM versus FEM) (144.21)***  (179.31)***
Time test Wald joint test on time dummies (0.3119) (0.2524)
Diagnostic Tests:
Heteroskedasticity White's test (255.53)***  (265.63)***
Serial Correlation Wooldridge test (34.379)***  (34.379)***
Cross-Section Dependence Pesaran CD (2.5244) (2.2619)
Normality Jarque-Bera (50.544)***  (56.620)***
Function Form Ramsey RESET Test (0.3538) (0.2699)
Breakpoint Chow test (3.7891) (0.5176)
Collinearity Variance Inflation Factors (VIF) All values less than 10
Linearity Aucxiliary regression for non-linearity test (squared terms) (23.888)***  (26.562)***
Aucxiliary regression for non-linearity test (log terms) (25.807)*** (27.106)***

AolacY! AShe (e il Auhall adses i ) chlaay) oda il eplal S
Iy bage Gaadsalll o WS (Cross-Section Dependence) ausll cilSys e oy
&) (Chow) sl il LS . (Functional Form) (cpadsell Jall JSa das) 2Dk
(VIF) aauaill Jalee jloa) elal ¢l (Breakpoint) ddshll cillull & 5uS asag ade
JS) aamil) Jalee daf Gl un sl il G Jhall #103Y) ASEe d5a5 p2e
aals o ) (Omit variables) staa) 5Lals .10 ce J8 Aol z3la 4 Al <yl
e ke sl Cada i Vs dege Lol ol il e Liliaa) i 2 3sail) < puaia
e Al e lan Ailall bl Zila o aSBl) chla) ekl el
Sl o Ll LUyl sl A dlayL o(Heteroscedasticity) «ilylall il
&5 3 agle sl (Normality) ekl aysill am Y J3lsd) ofs (Serial Correlation)
Juad a1 13 oY &llyg (White standard errors al aladiuly 436l JEY) z3sa i
e (o Sl zilall clS 1Y (obeall Gl DA e) Al molul) mdn b
3o LS o Axilil) sl ()& il e Olylill il axes GBlsd) (pn Lodudl) Lol Y)
led ol radall sl pae UG o LS LS IS Lgle slaie¥) Sayy dlle
Aas o) anigill ) g5 OLS hsia b dilaal) Gyl lids 4 s S s
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QYY) G Adall Auhall 5 LS 5yl il 8 by el ana 50l ge I3 ale
oraball sl Aa iaal) 4alall OLS gyl v Slan)

Cipagis 4dadll 2 ,lsaY (Lagrange multiplier) LM sl slasiu) 3 1l
Auxiliary regression for ) sl & Jic 3y (Model Specification) z3sail
daghy Lelal Lpually bt i) sl apen of zoasl )y (non-linearity test
donyy A3 pas AL (L) JSE e Baall ae (Slg ASHAN aaa Ll AS)A)
b Auhall adsal a3 adde plyg bl adl) (oamy ) e Glld o asi 35,0
cehall JKal) b ) Jeaal)

Ll g JLEAY Jasiy) (st il AdBliag Julas @
(V) 8 ds>
Tl adset DLl i

Dependent variable: PROF
Method: 1way fixed effects with white robust standard error

Variables Model (1) Model (2)
-0.01783 -0.01617
FCF [-6.172]** [-4.833]*
0.00941
INVO [0.703]
-0.00511
*
(FCF*INVO) [0.914]
-0.06781 -0.06422
SIZE [-6.683] [-4.308] %
-0.05515 -0.05992
LEV [-5.408]*** [-5.849]%**
sG 0.00012 0.00012
[ 2.671]*** [ 2.615]***
Constant 1.47172 1.39529
[ 6.949]*** [ 4.531]***
Effects Specification test
R-squared 92.4% 92.5%
Adjusted R-squared 88.2% 88.1%
Durbin-Watson stat. 2.677 2.678
Fisher test (F-stat.) (21.79)*** (21.37)***

Note: *** ** *indicate significance at 1%, 5% and 10% respectively.
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o Lad lgalda oSy Ally cdalgd) gilill) (e andl (V) ) Joo gl
bl Lue lSal dnyy e all gasl) i) 5 by (alal) ) dsall jelad -
Gl dmyy e jall gaml) Gaxll i il sy ¢ lagiy 4D daada sy
Lo sty ¢ (.0 YYAT=) laadl dalas dad (IS Gum %) dglas) AN) (s e
Jana (alias) LU (535 Cogw anly 4vin Jaay al) il ol L 5ol of ) e
Gaall L Al aagy . el b L (%Y) e Y Jltie Jeal) e il
Dl e byl dpe @lGED 3 58 aoe ) 4580 Ly e jall o)
Lane e Glegpbie LW DA e D seluly ¢ 3ol jall gl 38
¢ bl Jae @Sl dayy o Lo % Lee 30l Adls Gad ila lds ¢ Lalial
Vo Gl L) DA e el il @t lal ) Gsmd) Jose LS
o zlls el sl Gl aps oV Al ¢ ppalud) o aaps e
aan S Led Saill e syl agnl ) Lokl ylsd) e Sl penldll
GO B B ) A dayy Jo el gamd gall ) sl
e Al o3 (3855 L yeadll JaY) 8 Gads dishl) da) b bl Gias cle i
Sila , 2018,Akumu , 2014,Hong et al ,2012, Jensen,1986 ,) clu)a mit

Muthusi, 2014, ) @bl )0 =il ae dagill 228 aliss s (Abughniem et al ,2020
Ghasemi&Noorifard,2015,Ambreen&Aftab,2016,Kamran et al , 2017,
Ahmed et al,2018,Ali et al, 2018,Nguyen & Nguyen , 2018,Njogu ,2018,

. (Rajapaksha & Weerawichrama ,2020

@l ADle asms Al Auhall gV (m il ae s dagill Gl o maly Gas les
g Aushall 3 Cpelal Cus ¢ Al e dypadll dealusall GASE dmyys jal) i)
Ay ¢ Al Jae 4 peadd) Laaluad) GUSEN days all gaill G G dauSe A
C I Al g el ofa aild e ) LY
Dall gl Gl o A0 e Sl (e B duha palaldly GBI il ek -
ol 3axlly SN el Ayl AD) Auball die dpead) Leslud) S A day),
sap wte o Lo (b Jae dpead) daalad) GlSyal dayy o lulaily all
el ) Al Aadl G culS 1) (mana aal) Aed 3L eay e s L)
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Jb A8 Ay e el aill Gl A Gl pals () Jebaall miais Cus
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Jalaall aabos SIS gy Ayl (s dgmsy (K15 Al (puit A3)lie pipas Ally 43l
ald (B3) Jelaall muans Loty - jlasiy) gy Galall culil ¢5all Jiay (Constant) cutil
La Ladd Cun Apldind Gaj asag dl (8 380 dmyy e Jal) gl Gganll i i,
pe Jlb b ADL L e Al Gapdll agay Jl b AD ol () sae L)
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oo g ate JB 8 4D e 4R (sae () dah Apldial (g B ADLL
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Sl il ejal) Gl sae Jieg (INVO) atsl) uiiall Jales grains Gl
Dy Gl giall e Apldinl pad ey dh (B AGAN day)y e jall gl sl
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Clelaall goane 58 Apldind Gajd dsas db 3 A8 Ly o al) amll Gan i
.(Constant + f3,)
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Gl @Dl e daslll A Gl el of WS ¢ duball Jae il o laly day,
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Zadhll (gsinas o(SIZE) Al pand olu il 35ns lete gl Aaliall csiall Zanailly
Y A Cagw sasly dajny i) sda sl of G AN dayy e (LEV) dll)
s Lty ol o daugiall (8 Aapy (a0 ) (v V) ey AN Ay, (alissl
A8 il 32 o dus AHE Layy e (SG) Dlapal sai Jana el sy il
augiall (B Aaa (ver e e )) laieg AN Ay 30l () s s 0 Ay

aatl) Jalae dad g i) (V) ) Jsanll o i )laad dalal) il lasdU Lually;
famyy o iand ) sl e %AALY Auhdll adsal i) Cua (Adjusted R?) Jasal
Al Al Clysie dgasl dagn Slsdall Uaddl ) s %) A AW Lol 3L Wi A,
L Y.7A (Durbin-Watson) dglias) ded ciels Gl .z 3saill Jab lgle sylasd) 5y
el Daaly Al adse bt Gu ) Al e 5 L)) dsms pre ) el
AN dgasr el il Jsds el il (2d) ) (F-Stat) (Fisher) jdd las)
%) Agiae ssiee die JSS Audyall adsail dilas)

:(Dynamic Panel Data aladialy dupal) adgal pal) oaslll gasil) ()
pan Cun e olpm S WIS Leby Lad 488 SN (ge 508 Aie plasin D)l
A58 S sl il cldiay) A i 8 e ¢ by s)laY) sl A,
aaily zuagaly (Residual variance test) slial e sl 4igaa B Lo say . Jilaill xie
g A V) Gl e ) e3all b alae) S ade sl (1) A Jeaall b
(o Aind Coga Laby LASHG JSI ety uaie JAa) DA e clajledals A jdll LAY mllay
Oo SBU @llg ¢ Al @il e lelalad Al 8 dali dagie o caSE asil
Juel e 32 s3lly ((DPD) &Sualioal) Zdghall clbiladl z3sai gas el ity 368 52
oS Uasall il il aladin) 48 &y Gas  (Arellano & Bond, 1991) (AB)
A0 Alsleadly LS Uja Alaee 4800l Andaiy oy Loa e
YVie = @ie—1 + By + U + ¢
) P e sp Ll CE ae z3sall 138 Lo Jalay S i)l 5S4 Ly
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MA(L) Y1 Gaall e datie Javsgio ddae (V) ranal (g301) Unsall il sl s
Gang 3 (ol Aajlall Lplall Lpmj ety lae (£001 o Vs Yiog JsY) s
slasdl aill e 2y f Aals 5] Clyaia aladind iyl e Lela 5y il Aol Al
Ly L adaadlal e dundll il 6 Gicials U o leases Jagig 38 Ay 3l @ paiad
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YAl aaan ji o (GMM system) Glaw ) sxndd xa (AB) met ol Ul
Clangl) e pS 330 ge By i) S 3sa ) (BS N bsa T) — 1y W)
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ghad dla adle —
) LS e Taldie) (Saaliny olil) puaiall -
chad) aal) yuals Ly mbe o Baiifi o Lol Al a5yl clyiall —
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Robustness Checks:

Dependent variable: PROF
Method: 1-step dynamic panel data with asymptotic standard error

Variables Model (1) Model (2)
0.53069 0.62219
PROF(-1
OF(-1) [ 4.317]*** [ 5.108]***
-0.03022 -0.03101
FCF
¢ [-4.074]*** [-1.706]*
0.03924
INVO [ 3.167]*
0.00387
*
(FCF*INVO) [0.169]
0.00498 0.00222
SIZE [1.152] [ 0.493]
-0.06006 -0.05404
LEV
[-3.885]*** [-3.016]***
SG 0.00219 0.00255
[1.729]* [2.078]**
Constant -0.04095 -0.02045
[-0.539] [-0.246]*
Auxiliary test statistics
lumber of instruments 11 12
Test for AR(1) errors [-4.882]*** [-4.882]***
Test for AR(2) errors [-0.014] [-0.014]
Sargan trst [ 5.340]** [2.087]*
Wald (joint) test [ 1483 ]*** [ 1175 ]***
Wald (time dummies) [ 5.943]** [0.730]

Note: *** ** *indicate significance at 1%, 5% and 10% respectively.

Ll lan) allalls dpadill hlaal) ge S 25 Cigu cuadsall) w5 i U8

b %) s die AR(L) errors [lial dysiee Lo iy s o(A) Ay Jsaadl Jaud
(¥ Al e (I3 L) agag pam enall il by A el lee Lol
danal luag Jiw ¥ sed @l G a2l Jeg AR(L) asas didl Gl Jpd s
Lngial Agliany) il ey AR(2) 4stll dsal) (e I LY Laiy oz 3sal
Canagll Sargan sl Heds) Gl L cfjlassy) A4S 8 aalgie pe Ball cualds ¢l
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A8 fidie Aysine dsas Wald [las) Uyl LS ddalla dexiuall @l ol a0 (e S
Glypxie JR) drals ol Wald lidl jeday € %) (ggine vic JSS 3 puiall i puaiall
b J) oz 3saill 8 a3l dpan

Gl asay Alaadle IV Aagl e oSy coplaad) il Aadla e S 2y
Al sl (3 A Tyl el la) OE Calad bl s G e S
iy o (FCF) Ll i) ganll ole 5al ass cddlal) 558 8 45,80 dayy o
ladinl 4 & iy SBI deall ) JENGs LISV zisall 8 %) Gsiae e 3K,
Gglaa) ANY sl pae aas ccblaatV) g Sl Gl Guldl cansl) el sl
Al ol sl ik 8 cllal g el i L (FCF*INVO) el il
3 pae Jb (b Sy A s il e Apleil (e sy JB (A By e
gleiial yaj

(INVO) arsll jiall dplaa) ANa Hsels 2 Gamgiall @l G asll DYy
Jh 8 4a) dayy Je ol gasl) el Sl Galall jlaasy) culi Ay i L
ol Aplin) Gad ags pte JB b Sy AR Gl ol b e Apldinl Ga dga
slidl say JE @Al U Lcabise el lasdl JSU oSy Juall Gaii agd gplasil
A dgayy e 3l aaal i) sl

Effect Size A aaa: v/r/a
aanl L€ Wlie 51 aan g LS ¢ ALl dleall AVAN apadl 51 aas aadiay
VAl okl sl s e Jally ccbaidl o BlaY) § cle sead) o sy
ieal) ANA aaa mmg Al e ol caaag Aflaay) ANA @iy @hlaal) s
Gl 85§ augie ol phua dlee daal ADA G 13 Lo (ol ¢ Jaill adlgll 3 AR
GO il AY1 aaal Al Genlidl e el Gy LAl diel Luuladl
llaall (ga graal dily Ll N1 o AV Gaylie 1oalle (e Baaly ) (o saiyy dalia)

toty bl saa) o glall Cabita 3 LSl il ol 8 51 laald e ¢ LY Alaid)
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P Aslasy) AVAl (bl Jea alaadl 58 ol B o Aplasy) Laal) o) o
G (Apial) dpmdll b)) Cpatie om o) ADle dgag bk Lpad L DS Cad
o Aanl clyrial (G sasasal) A (&5 o Jainall e e 4ol ddaliy 1ol il
o b (Lhee D)) 568) laydl cae e V) aas Uy Lay Al daaall
Y oai Lag oJia ) aaa 0S150.05 e Ji Aglany) ANV dad ()5S 8 JG
SV aas ol Uiy Aglal) el bl (adlanud o Jaall b L) Gai
dade S B

Bl L Apaall 5V alaal aladiul (Key dglasy) AV GSe e Sl o
shab oAV fialll mews WS ddbae clilg aliy 4 agal O al)
Adyall oSI) ST dpale Ayl g sed (Uil el Sl

canslidl) Lil) ana st 5l CDUIaT el & AV alaal 2Ll Gl o

oaby s sl (AUEY) LAl Al lasleey Laey SV aaa o @l (e gt
Null Hypothesis Significance Testing awl st 488lie aag Cua cadall duaji
ey aesi 1.01 Juaill & (APA) Guiil olal 385,051 masll Caasl Al (NHTS)
Syl i ad) Y aas gysdnd) Aglaayl ) e Jedi of ¢ Afadl )l
. (c0e,2002) (APA 2002 _uelal)

(Partial Correlation Coefficients) gl culali V) (e la 31 aas il 2y,
el LU ABle s Ally A Amgys sal) skl Gl 55850 o (PCCS)
oo Lad i el (il 235l (AY) chsid) EL e sland) ae Jiidly 4l
Fisher's Zr &l auh elie ) clbli¥) oda Jisad o el aey (bl il
o sl Adiadl BV Jlaal chine st ) (3) 8 sssll mas
: b W (Hattie ,2009) «(Cohen ,1988)
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(“) o) s
SV alaal i
Interpretation for different effect sizes
| Efeasz  mepeain |

Cohen's d r 7’ Cohen (1988) Hattie (2009)
<0 <0 - Adverse Effect
0.0 0.00 0.000 Developmental
01 0.05 0.003 No Effect effects
0.2 0.10 0.010
03 0.15 0.022 Small Effect Teacher effects
0.4 0.20 0.039
0.5 0.24 0.060 Int diat
ntermediate
0.6 0.29 0.083
Effect Zone of desired
0.7 0.33 0.110 offects
0.8 0.37 0.140
0.9 0.41 0.168 Large Effect
>1.0 0.45 0.200

* Cohen (1988) reports the following intervals for r: 0.1 to 0.3: small effect; 0.3 to 0.5:

Sle (FCA) Al gaal) Gl 5 (S asa) Lleadl AN (V4) Jsandl Gy
Lkl bl dmgie o AN Y] dngie aladinly olsw duhall adsal 8 <Al Gy,

A ualil
(\ ' ) egu Jsas
Practical significance for PROF
FEM approach DPD approach
Model (1) Model (2) Model (1) Model (2)
Effect Size (Cohen's d) -0.7903 -0.6187 -0.5227 -0.2193
Effect Size (r) -0.3855 -0.3046 -0.2585 -0.1094
>onfidence interval (%95)
Lower -0.5113 -0.4304 -0.3845 -0.2357
Upper -0.2598 -0.1789 -0.1325 -0.0168
t-stat. (Effect Size) [6.172]*** [4.833]*** [4.074]*** [1.706]*
Interpretation Large Effect  Intermediate Effect Intermediate Effect  Small Effect

Note: *** ** * indicate significance at 1%, 5% and 10% respectively.
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adlal (Large Effect) s ddee dVs d5a moais @lall (V) &8y Jsaall e
3 ORS 583 els) SV aaa (grdne il o by @llyg A, Angy sal) salll 38l
AN ) aas iy oSl Al Y Gl alasinly ISV el (Ll
Ll Aplainl) papdll e ladl any SO zosad) ) JESYL dasgie ) dolead)
oal) sl Gax) Akal Aaussie dglee AN dpay ety Aaeliall A ghall cibibl) CisluS
S el ) QYL Spa ) (2ids LSl (J5Y) m il 8 A8 day

@l Al dppadl Apulad) Al 8 ddadsy dlee dgaal 2smg s Jull
Cuen Alangio ) 5308 G L 250 Aleall LpaaY) o3 o LS ¢ AN Lmgy el sl
oAl e o sl ey Lleal) Lpaal) sda J8 oSl Laadieall Guldll ol
Dle 4 e el Gl W Gal Apinw) (el of diss o oS Lee LdgLenay)
ASED daay ) gawl) Gaxl) ADle b dusds ddlad o Gupla Y sl Al

e A exall A ald) sl ¢ Auball (mgyd sy mlall Jdad e e L) e
J8a o (S ) Vsl e el s ¢ bl oded Biage LadlA sy Audl
Al Cgand Ll

b Aliiaal) cilufally iy Auhal) Lada -
iy Auhal) Aada : /Y
daaluall DA (e @lldg ¢ Ayl gomsal Guadall LradY) o Adlall Aulll duaal s
Gl A odlaiad DA e Ldiad ) A Al s ) ddealls dylail)
e LW (a1 Auas ¢ dal e dpadl Ll GlSHEN) duayys jall gawl
A alaie i€ LA die dppadll dealuall AN dmyys jall aiil) 3 4D
Gl Lal (e 4D
siaal) 55l DA Appae daabis 4555 (IV4) (e Bfe ate e duball cujal 6,
by s 21Ky Lpenally dpelial) Aaddl) AN 28 plady ¢ Y409 = YOIV Ll o
N e AllS Llle A8 ilg ) dilayl () Al el e L ks,
S sall ol el Al cpidl s el IS8 e 3858 IS dllie s
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el G ARl e LWl g il ¢ dual e doyead) Ll @l day,
dali e AL Gl alaie jaieS LA die dppaal) deabludll QAN dmyys jal) caiil
PN

lewnti PIA (e @lldg ¢ ool S8 il 8 dade daaliw dolia Aallal) dulyall aatg
O Al bl V) AL Gl Lad ¢ Appeaall Jlee Y1 & (e dlee A8 dpds AY
L GhY) daays b Alasd) Al deabludl GlSHE 3 daylly all il sl
O Ao sana ) Al Ayl cliag g, . A0 Gl e L) jap jils ¢ dgpadll
Pl Lad Jiat Alls dalel) il
gy o oal) il Gl geieay ale HE0 Gls o el duhall &l ekl -
all i) Al dgine danle ADLe dpag (sl . Auhall e Ao yad) daaludl CilS
bl die A pead) daled) lS,a) L),

8 Ayl CVare e al) el ganll ol 50 el o Alad) duhal ol el -
Iy pres . Apldiind ey L g Y Al Gl dplainl pasd e g Sl QIS
WDle e diinl ap sy Jb 8 A8 Dy el gl Gl Adle & adlal
Aplainl (el of f Apldind (e sy ae Jb 3 3 Gy jall gl saxl)

cAuhal) de Al Ay gal) il By AuSall ADLA 8 b Al

i) Bl dsay o) Cus ¢ IS Ll aal aal e all ol s 3 LKA )
Jadd @llig L 5V DLl o allaall (et e dailil) AN e GI8 1) 250 sl
Laaiill agailieg sginlSay sealliae (st i jall aill Gaxil 1 Jasiul ) 5V
sl ol ¢ 1AL SN iy e e s aili e 63 ) ¢ DL mllae s e
Gl aladia) 3 5ol (Siay Cagu all saill Gavll 8 WSl A0, Al giae Al sind
@l Ay e 3 ld e A ) ¢ all saall
Al Gagylall cdial o e llee by ax s duhall of sl 555 ¢ Jeadl) i
O e il Sa b say ¢ gl e ) deasil o Lo e AL S S8 % o oS
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