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Abstract

The Impact of Liquidity and Investment Opportunities on Financial
Structure: An Empirical Study of The Manufacturing Companies
Listed in Palestine Stock Exchange.

This study aimed to investigate the impact of liquidity and
investment opportunities on capital structure. The study was applied on
manufacturing sector companies listed in Palestine Stock Exchange
including (11) firms, from 2011 to 2015. In this research, the capital
structure was used as the dependent variable and liquidity ratios (the
ratio of cash flows to total assets, the ratio of cash flows to net income,
the ratio of cash flows to equity, and the ratio of operating cash flow to
total assets) and investment opportunities ratios (the ratio of market
value of assets to book value of assets, the ratio of the market to book
value of equity, and the earning / price (EP) ratio and the growth rate in
fixed assets (GFA)) were considered to be the independent variables.
The study used multiple regressions to analyze data and to test research
hypothesis.

The results of the first hypothesis test showed insignificant effect
of liquidity on capital structure. In addition, manufacturing companies
are suffering from a problem with cash flow, while the second
hypothesis showed the existence of significant effect of investment
opportunities on capital structure. This indicates that while the
Palestinian manufacturing companies use lower amounts of debt to
finance their investment opportunities; they prefer equity finance.

The study recommends the companies to:

1. use the cash flow as an indicator to assess the cash liquidity and to
manage it efficiently.

2. determine appropriate mix of debt and equity sources as the
optimal use of this combination, which may lead to lowering the
cost of capital in order to serve the financing of viable investment
opportunities.

3. raise the operational efficiency of assets in order to achieve high
returns of profits and operational cash flows, which may
contribute to maximizing their market value.
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0.3836 0.06866 | 0.1227 | 1.6005 | 1.3701 | -0.5972 | -0.1173 0.1229 -0.0723 | 2011
0.3651 0.04752 | 0.1365 | 1.4936 | 1.3134 | -0.0907 | -0.0185 0.0858 -0.0117 | 2012 i
0.3106 0.02100 | 0.1572 | 1.6962 | 1.4799 | 0.1366 | 0.0364 0.1263 0.0251 | 2013 | Apc ciwa
0.3111 0.01507 | 0.1073 | 1.9099 | 1.6268 | 0.2379 | 0.0487 0.1852 0.0336 | 2014
0.3113 0.06495 | 0.1575 | 2.0168 | 1.7003 | 0.1152 | 0.0366 0.1744 0.0252 | 2015
0.4147 0.07511 | -0.0091 | 1.7992 | 1.4678 | 0.5833 | -0.0095 0.0111 -0.0056 | 2011
0.3897 0.04474 | 0.0207 | 1.7012 | 1.4280 | -0.0561 | -0.0020 0.0432 -0.0012 | 2012 | . .
0.2946 0.08117 | 0.0845 | 1.6385 | 1.4504 | 0.3845 | 0.0532 0.1425 0.0376 | 2013 A;T;/:ﬁ;fuﬁ
0.2935 -0.07781 | 0.0596 | 1.7401 | 1.5228 | -0.2644 | -0.0274 0.1021 -0.0194 | 2014
0.2508 0.02868 | 0.0932 | 1.3889 | 1.2914 | 0.3300 | 0.0427 0.1640 0.0320 | 2015
0.2063 0.02662 | 0.0710 | 1.3053 | 1.2424 | -0.3623 | -0.0336 0.0615 -0.0266 | 2011
0.1957 0.04660 | 0.0844 | 1.2232 | 1.1795 | 0.5625 | 0.0580 0.1371 0.0467 | 2012 | _ . . .
0.1981 0.11015 | 0.0978 | 1.0790 | 1.0633 | -0.4690 | -0.0495 | 0.0348 -0.0397 | 2013 “B“*lfg M::ju
0.2366 0.02383 | 0.0751 | 1.0527 | 1.0403 | 0.9092 | 0.0719 0.1219 0.0549 | 2014
0.1824 0.02264 | 0.0762 | 1.1458 | 1.1192 | -0.3717 | -0.0324 0.0714 -0.0265 | 2015
0.1131 0.01824 | 0.0860 | 0.4475 | 0.5099 | -1.0797 | -0.0416 0.0257 -0.0369 | 2011
0.0769 0.01315 | 0.0680 | 0.4550 | 0.4969 | 1.0230 | 0.0317 -0.0080 0.0292 | 2012 | 5,4l piuas
0.0809 -0.00424 | 0.0642 | 0.4675 | 05106 | -0.8333 | -0.0250 | -0.0069 -0.0230 | 2013 25 A<
0.0638 -0.06379 | 0.0607 | 0.4876 | 0.5203 | 0.3402 | 0.0101 0.0434 0.0094 | 2014 | ELECTRODE
0.0734 -0.01684 | 0.0589 | 0.5003 | 0.5369 | 0.6988 | 0.0206 0.0404 0.0191 | 2015




i) juaiall

(Auldiny) padll ) Jiiuall aiall

(Aggadl ) Jiosall picial

(o ds ) i) s,
TD/TA GFA E/P MTBE MTBA | NCF/NI | NCF/TE | NOCF/TA | NCF/TA
0.0533 0.00316 | 0.0741 | 0.8937 | 0.8994 | 0.1066 | 0.0071 0.1418 0.0067 | 2011
0.1609 0.00344 | 0.0440 | 0.6275 | 0.6874 | 0.0937 | 0.0026 -0.0561 0.0022 | 2012 il
0.1413 0.00223 | 0.0159 | 0.8429 | 0.8651 | -0.5931 | -0.0080 0.0609 -0.0068 | 2013 | cyc i
0.1129 0.00934 | 0.0149 | 0.6771 | 0.7136 | -0.7271 | -0.0074 0.0506 -0.0065 | 2014 )
0.2707 0.05239 | -0.1171 | 0.6978 | 0.7796 | -0.0042 | 0.0003 -0.1520 0.0003 | 2015
0.5895 0.01094 | 0.0253 | 0.7482 | 0.8966 | 3.0921 | 0.0585 -0.0351 0.0240 | 2011
0.5097 -0.01492 | 0.1920 | 0.4903 | 0.7501 | 0.4235 | 0.0399 0.1707 0.0195 | 2012 )
0.5578 0.26915 | 0.0555 | 0.5501 | 0.8011 | -4.2164 | -0.1288 | -0.0190 | -0.0570 | 2013 “‘“j‘c’él"“
0.5535 0.07165 | -0.2768 | 05299 | 0.7901 | -0.0562 | 0.0082 -0.0322 0.0037 | 2014
0.4281 -0.03896 | 0.0026 | 0.3306 | 0.6172 | -8.9326 | -0.0076 0.0575 -0.0043 | 2015
0.2899 0.29540 | 0.0455 | 1.0072 | 1.0051 | 0.6281 | 0.0288 0.0928 0.0204 | 2011
0.3103 0.09773 | 0.0058 | 1.0016 | 1.0011 | -3.9773 | -0.0230 0.0718 -0.0159 | 2012 )
0.3122 0.06829 | 0.0468 | 0.9670 | 0.9773 | 0.3047 | 0.0138 0.0197 0.0095 | 2013 | <l jdaaiual
0.3476 -0.04811 | 0.0486 | 0.8388 | 0.8948 | 1.2416 | 0.0506 0.0727 0.0330 | 2014 | JPH 4
0.2927 0.02976 | 0.0655 | 0.9376 | 0.9559 | -1.4423 | -0.0886 0.0361 -0.0627 | 2015
0.1825 0.00863 | -0.1759 | 0.7633 | 0.8065 | 0.0311 | -0.0042 | -0.0064 | -0.0034 | 2011
0.2335 0.00264 | -0.2074 | 0.9956 | 0.9967 | -0.0306 | 0.0063 -0.0155 0.0048 | 2012 | dcliwal opacdd
0.2848 0.00889 | -0.2464 | 1.0298 | 1.0213 | 0.0622 | -0.0158 0.0385 -0.0113 | 2013 Gilall)
0.3525 0.00695 | -0.3721 | 0.7608 | 0.8451 | -0.0279 | 0.0079 0.0199 0.0051 | 2014 | LADAEN
0.4857 -0.69607 | -0.3797 | 3.1844 | 2.1235 | -0.0096 | 0.0116 0.0393 0.0059 | 2015
0.5467 0.04953 | 0.0160 | 0.7310 | 0.8781 | 11.7718 | 0.1381 0.0300 0.0626 | 2011 | Aslial &kl

Vi




i) juaiall

(Auldiny) padll ) Jiiuall aiall

(Aggadl ) Jiosall picial

(I b g ) L A, #
TD/TA GFA E/P MTBE MTBA | NCF/NI | NCF/TE | NOCF/TA | NCF/TA
0.5396 0.11228 | 0.0297 | 0.5897 | 0.8111 | -2.2006 | -0.0385 0.0377 -0.0177 | 2012 pald)
0.5444 0.00491 | 0.1570 | 0.4821 | 0.7640 | -0.0427 | -0.0032 0.0194 -0.0015 | 2013 “N”:Ffé‘”oj
0.5482 0.02511 | 0.1513 | 0.5018 | 0.7749 | -0.2610 | -0.0198 0.0150 -0.0090 | 2014
0.5671 0.07639 | 0.0139 | 0.5223 | 0.7932 | 1.3768 | 0.0100 0.0460 0.0043 | 2015
0.0651 -0.00099 | 0.0067 | 0.6430 | 0.6663 | 6.0032 | 0.0260 -0.0052 0.0243 | 2011
0.0941 0.05790 | 0.0381 | 0.5032 | 0.5500 | -1.1500 | -0.0220 0.0608 ©0.0200 | 2012 | . . L)
0.1382 -0.04205 | 0.1008 | 0.7905 | 0.8195 | 0.3779 | 0.0301 0.0910 0.0259 | 2013 | \cjoss | 10
0.1520 0.05341 | 0.0623 | 0.8970 | 0.9126 | -0.1969 | -0.0110 0.0676 -0.0093 | 2014
0.1642 0.01692 | 0.0956 | 0.8822 | 0.9015 | 0.5866 | 0.0495 0.0905 0.0413 | 2015
0.0674 0.00830 | 0.1137 | 1.4133 | 1.3855 | -0.4778 | -0.0768 | -0.0712 | -0.0716 | 2011
0.0585 0.00133 | 0.1311 | 1.4955 | 1.4665 | 0.3394 | 0.0665 0.0479 0.0627 | 2012 -
0.0609 0.01978 | 0.1846 | 1.5063 | 1.4755 | 0.1572 | 0.0437 -0.0042 0.0410 | 2013 \‘}’é‘f’é‘ i‘_:fj‘ 11
0.0667 0.05808 | 0.1542 | 1.5647 | 1.5271 | 0.0624 | 0.0151 -0.0045 0.0141 | 2014
0.0657 0.00307 | 0.1412 | 1.6325 | 1.5909 | -0.0370 | -0.0085 | -0.0140 | -0.0080 | 2015

VI




(Blasy) Judasl) :(2) (gala

Descriptive Statlstlcs

[ Minimum | Masdmum Rlean Shd. Ceviaticn
CFTA =] -.0723 DBZT 002843 0305382
OCFITA a5 - 1520 V1882 J4EDEE [DESTE49
CFITE =5 -.1258 3B 003F7 0453465
CFiM 5] =5.59G526 11.7715 083136 24280377
WMTBA 55 4953 21235 1.028350 3653555
WMTBE 55 JEE0E 31844 1.038604 435309
EP =5 - 3797 1820 D3s0aL 1256005
GFA 5] - E2E07 .2asd40 205503 TE744E1
TOTA a5 0533 JSEES 270913 1 i
Walld M (ishwlse) a5
Comalations
CFITA OCFTA CFME CFIN TOTA
ol Earson Lormeatkan 1 FEEY R .&30" - 047
Sig. (1-taled) 018 0oa 000 366
M 55 5 55 55 =
OCFTA  Pearson Cormelation ek b - 035 139
Sig. (1-talad) 018 0E2 = 369
N 35 5] 55 55 ==
CFITE Pearson Correlatkan JZA4™ 5o i 556" - 018
Sig. (1-taled) 000 03z 000 449
M 55 5 55 55 =
e alil| Pearson Correlatian 480 - 035 T 1 116
Slg. (1-taled) .0aa 390 0o 455
b 35 o 35 35 5
TOTA Pearson Correlatkan -7 o3e -3 e 1
Sig. (1-taled) 368 38k 443 455
k 55 5 55 55 =
", Comelation is significant at the 0.05 level (1-1alled).
", Comelaiion ks significan: at the 0.01 level (1<alleg).
Correlations
WTEA MTEE EF SFA TOTA
[ WTEE  Fearson omelaion 1 270 &7 -30" =3
3ig. (1-lalled) (1] =40 M3 235
M oe 55 55 ES 55
KMTEBE  PFearson Comelaion iy i =032 - 43 -D05
3. (1-1alled) oo 410 00 Ag5
W 5 5 a5 == =5
EP Fearson Comelalion 057 - o2 1 B0 -3
3ig. (1-alled) 340 410 11 D53
M 55 55 55 = 55
GFA Fearson Comelalion TR - 432 330 i iy}
Sig. (1-alled) 013 0 0z Ad47
W 5 5 a5 == =5
TOTA Pearson Comelation 05E - 005 -220 il 1
3ig. (1-lalled) 33E 455 53 447
M oS 55 55 = =]

. Comelalion k& significant at the 0.01 level (1-1alled).
", Comedation ks significant at the 0.05 level (1-lalled).

Reqression

VIl




Variables EnteredRemaowved?

arshles Wariabies
Miodel Enierad Rermaved Wethod
1 RN,
QCFTA
CFITA, Enter
CFITE
a. All reguested wariables entered.
b. Dependent Warable: TOTA
Model Summary
.-h:.:jus:.e-: R | Sid. Emor of
Model R R Suare Sguare e Estimaie
1 e i - 0&1 720038

a. Predictors: (Constant), CRIM, OCRTA, CRTA, CRTE

ANOVAR
Sum of
Meodel Squares di Mean Sguare F g
1 SEgresson 026 4 R L 218 ez
Sesidual 1470 80 030
Tota 1.508 &4
a. Predictors: {Constand), CRN, OCFTA, CRTA, CRTE
b. Cependent Yarable: TOTA
Coefficients?
Unsiandardized Standardized
Coefficients Cioefiicients
Miodel H Sid. Errer Bsta t <ig.
1 (Consian) 264 0zs .07 .0oa
CETA -2.525 Ay - 453 -810 A2
QOCFITA 67 mg 0es 441 51
CHITE 1.505 2 260 412 GEg RO
CFiN 000 013 -.002 - 003 JBES

a. Deperdent Yarable: TOTA

Regression

Variables Entered/Remowed?

Meodel

Wariables
Enierad

Wariables
Rermoyed

Method

GFA
MTE&,EF,

MTBE

Enter

a. All requested wanables entered.
b. Dependant Varable: TOTA

IX




Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 4278 183 N 1568600

a. Predictors: (Constant), GFA, MTBA, EP, MTEE

ANOVAD
Sum of
Model Squares df Mean Square F Sig.
1 Regression 275 4 069 2.7492 033
Residual 1.230 A0 025
Total 1.505 h4
a. Pradictors: {Constant), GFA, MTBA, EF, MTBE
b. Dependent Variakle: TOTA
Coefficients?
Linstandardized Standardized
Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 03 100 309 759
MTEA T759 287 1.707 2.710 009
MTEE - 523 203 -1.703 -2.574 013
EF - 458 1849 -343 -2.408 020
GFA - 105 250 -073 - 421 676

a. Dependent Varable: TOTA




bl ) L) il 1(3) gala

dlaiay) dadl)

(Sig) JLHAY) dad S8t
0.867 0.598 NCF/TA
0.864 0.600 NOCF/TA
0.822 0.630 NCF/TE
0.691 0.701 NCF/NI
0.275 0.995 MTBA
0.340 0.940 MTBE
0.805 0.698 E/P
0.827 0.639 GFA
0.688 0.714 TDTA

Xl




