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Impact of investment opportunities on capital structure
A case study of the basic materials sector institutions

listed on the Saudi Stock Exchange
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Abstract

The study aimed to test the impact of investment opportunities on the capital structure
of a sample of 35 institutions in the core materials sector listed on the Saudi financial
market during the period 2018-2014

The variable Cash flow-to-asset ratio( CFA) , the growth rate of the assets (GFA) has
been used to measure investment opportunities , financial leverage (Lev) to express the
capital structure. As for the variables Operational risks, size and profitability, they were
used as control variables Based on modeling of segmental time-series data and using R
Studio analysis software The study showed that the best model for explaining the
phenomenon is the fixed effects model.

The study also found a positive and statistically significant impact of the growth of
fixed assets on the capital structure of the institutions studied ,While the results showed
that there is a negative and statistically significant impact of operational risks and size
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on the capital structure of the institutions under study On the other hand, there was no
impact of profitability on the capital structure.

Key words: investment opportunities, capital structure , , financial leverage , Fixed
Effects Model ; Saudi Stock Exchange.

JEL classification: G11, G32, C33, D53
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p-value: 0.17960

p-value; 9.1708e-"°

PRM FEM REM
CEA ~0.1580780* ~0.0601054 ~0.0684194
Prob (0,03490, 0,19986) 0,1617539,
GFA 0.0128082 0.0157916* 0.0149570
Prob 0 ;45273 0,02213, 0,398905,
RISK 0.0122471 ~-0.0290005*** ~0.0095814 *
Prob 0,15420, (1,79¢) 0,0849260)
PROF 0.0046388 ~0.0187472 -0.0107075
Prob 0,92374, 0,50273, 0,7163180
SIZE 0.0068132 ~0.1606128*+ ~0.0353859*
Prob 0;52082) (1,339¢ ™, 0,0463902)
Constant 0,190417* 0,324813** 0,5452495%*
b 0,03653) (0,0000, (0,00043,
Observations 175 175 175
R? 0.043604 0.20348 0.064104
Adjusted R? 0.015308 ~0.026623 0.036414
F Statistic 1.54102 6.89755* 11.5755*
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* p<0.1; ** p<0.05; *** p<0.01
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