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Impact of Human development on Economic complexny and Export
diversification in The Kingdom of Saudi Arabia: an empirical study
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Abstract

The Kingdom of Saudi Arabia seeks to achieve its
development plans and goals in accordance with
Vision 2030. the Kingdom attaches great
importance to human development as the main
element in achieving that vision. In this study, we
seek to identify the impact and contributions of
human development on economic complexity and
export diversification in the Kingdom of Saudi
Arabia. The concept of economic complexity refers
to the knowledge and technological density in the
products and services exported by the state.
Economic complexity as one of the most important
reasons for achieving growth and prosperity in
modern economies. Economic complexity explains
and variation in economic growth and income
difference between countries.

Based on the methodology of the Unrestricted Error
Correction Model (ARDL), this study aims to find
out the impact of human development on export
diversification and economic complexity in the
Kingdom of Saudi Arabia during the period 1995-
2019. The study showed that it is necessary to
review the human development policies in Saudi
Arabia to include other sectors and economic
activities of additional value in the economy to
increase economic complexity and diversify exports
and the productive base.

Keywords Human development, Economic
complexity, Export diversification, Unrestricted
Error Correction Model (ARDL)
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The impact of market risks on the National Bank of Iraq

Abstract :

The mathematical and statistical method was used in
calculating the VAR by relying on JP. Morgan in
measuring the market risk of a hypothetical trading
portfolio that is exposed to foreign exchange rate risk and
stock price risk, as well as analyzing the portfolio
consisting of foreign exchange positions and stocks and
measuring the values at risk for each position exposed to
market risk to arrive at the total market risk through a
matrix model. JP. Morgan The study was conducted on
the Iraqi Credit Bank, and for a period of seven years from
(2015 to 2021), Where the National Bank of Iraq had the
highest risk (0.177) according to the standard deviation of
the portfolio, and accordingly, the value at risk was
applied to the National Bank of Iraq and its impact was
measured on who the financial and statistical analysis was
done. The study came to the conclusion : It is clear from
VAR?2 of the National Bank of Iraq that the year 2021 is
the most at-risk value, amounting to 602,071,528
(28.billion dinars), due to the bank’s possession of a large
financial position for shares equal to (42,533,799,313)
billion dinars, and the highest price volatility, which
equals( 0.2126).

Key words : banking risk, market risk, value-for-money
measure For VAR risk according to (J.P. Morgan) model.
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The effect of primary market indicators on the revenue power of commercial
banks, a study in a sample of commercial banks listed in the market for the
period (2005-2020)

Abstract

Purpose: The stock market is an important tool for
evaluating companies and projects. As it contributes to
increasing the awareness of investors and their insight into
the reality of companies and projects, and they are judged
to succeed or fail. The drop in stock prices for a company
is conclusive evidence of its lack of success or the
weakness of its financial position, which may lead to
making some adjustments in its leadership or in its policy,
in the hope of improve its profitability.

Research design: The descriptive analysis approach was
adopted through financial analysis in the cognitive and
empirical field of the model and hypotheses of the study,
and commercial banks listed in the stock market were
adopted for a community for the study, and a deliberate
sample was adopted from eight banks, including being the
most traded and active in the market, the study data were
collected for the period (2005 -2020) and according to the
annual financial reports issued by the Securities and
Exchange Commission. In the statistical analysis, the
researcher relied on solid standards, the hypotheses were
tested through to prove the hypotheses using multiple
regression to prove the main hypotheses, and the data was
processed through the use of advanced statistical software
(EViews10).

Results: The results of the statistical analysis of the
research community showed that the primary market and
the secondary market have a good relationship in the
revenue power, as the financial markets operate within an
environment characterized by continuous and complex
dynamics accompanied by risks and threats that the
managements of these banks must avoid or confront.
Originality/Value: This research came in an attempt to
contribute to the detection of measuring strengths and
weaknesses and how the primary market contribute to
exploiting strengths and overcoming weaknesses in light
of revenue strength.

Keywords: Primary and secondary market, revenue
power.
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) L@J\Aub Laal) Jlalt Gl Hm\ Shall Gty 2020
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767,223 334,223 911,380 577,157 € saxall
Pooled Regression Model
Dependent Variable: Y1
Method: Panel Least Squares
Date: 10/22/22 Time: 00:13
Sample: 2005 2020
Periods included: 16
Cross-sections included: 60
Total panel (balanced) observations: 960
Prob. t-Statistic Std. Error  Coefficient Variable
0.0000 53.73827 0.001177 0.063233 C
0.0000 -20.14385 0.409028 -8.239401 X1
0.0006 3.465815 0.088449 0.306548 X2
0.0000 24.86452 0.092190 2.292266 X3
0.075216 Mean dependent var 0.449722R-squared
0.022108 S.D. dependent var 0.447995Adjusted R-squared
-5.375839 Akaike info criterion 0.016425S.E. of regression
-5.355561 Schwarz criterion 0.257917 Sum squared resid
-5.368117 Hannan-Quinn criter. 2584.403Log likelihood
1.833432 Durbin-Watson stat 260.4348F-statistic
0.000000 Prob(F-statistic)

Fixed Effects Model

Dependent Variable: Y1

Method: Panel Least Squares

Date: 10/22/22 Time: 00:28
Sample: 2005 2020
Periods included: 16
Cross-sections included: 60

Total panel (balanced) observations: 960
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Prob. t-Statistic Std. Error  Coefficient Variable
0.0000 52.05362 0.001215 0.063233 C
0.0000 -19.51235 0.422266  -8.239401 X1
0.0008 3.357165 0.091312 0.306548 X2
0.0000 24.08504 0.095174 2.292266 X3

Effects Specification

Cross-section fixed (dummy variables)

0.075216 Mean dependent var 0.449722R-squared
0.022108 S.D. dependent var 0.411687 Adjusted R-squared
-5.252923  Akaike info criterion 0.016957S.E. of regression
-4,933530 Schwarz criterion 0.257917 Sum squared resid
-5.131291 Hannan-Quinn criter. 2584.403Log likelihood
1.833432 Durbin-Watson stat 11.82397 F-statistic

0.000000 Prob(F-statistic)

Random Effects Model

Dependent Variable: Y1
Method: Panel EGLS (Cross-section random effects)

Date: 10/22/22 Time: 00:31

Sample: 2005 2020

Periods included: 16

Cross-sections included: 60

Total panel (balanced) observations: 960

Swamy and Arora estimator of component variances

Prob. t-Statistic Std. Error  Coefficient Variable
0.0000 52.05362 0.001215 0.063233 C
0.0000 -19.51235 0.422266 -8.239401 X1
0.0008 3.357165 0.091312 0.306548 X2
0.0000 24.08504 0.095174 2.292266 X3

Effects Specification
Rho S.D.

0.0000 0.000000Cross-section random
1.0000 0.016957Idiosyncratic random

Weighted Statistics

0.075216 Mean dependent var 0.449722R-squared
0.022108 S.D. dependent var 0.447995Adjusted R-squared
0.257917 Sum squared resid 0.016425S.E. of regression
1.833432 Durbin-Watson stat 260.4348F-statistic

0.000000 Prob(F-statistic)
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Testing the Hypothesis of the Triple Deficit in the Sudan Economy

(2021-1990) An econometric study during the period
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Abstract

The study aimed to test the hypothesis of
nonlinear relationship  between both the
government, private saving deficit and the current
account deficit( the triple deficit) in Sudan during
the period 1990 — 2021, by using Autoregressive
Distributed Lag model, it revealed the existence
of an equilibrium relationship in both short and
long run, and asymmetric relationship in long run,
the significance of government and private saving
deficit coefficients, if they increased by 1%, the
current account deficit will increase by 0.16, 0.49,
a decrease of 1% leads to an increase in the current
account deficit by 0.75, 0.49, this due to the small
saving scales and not directing a part of them to
investment, the wvalue of Error correction
coefficient was (-0.97), this means there is a long
run equilibrium relationship, so any short run
imbalance can be corrected within 12.27 month,
it recommended the necessity to mobilizing
savings and directing them towards investments to
increase the competitiveness and reduce the
current account deficit.

Key words: Triple deficit, nonlinear
Autoregressive Distributed Lag Model, Error
correction model.
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glall ¥ a5 w5l 1(4) 08y Jou

Variable Coefficient Std. Error t-Statistic Prob.

GD_POS 0.157236 0.047310 3.323547 0.0050
GD_NEG 0.748770 0.205729 3.639591 0.0027
SP_POS 0.491620 0.407504 3.660379 0.0026
SP_NEG 0.491837 0.136341 3.607412 0.0029

Eviews 10 zeliys 9 &alyadl coliles plaiialy G Ll slie] :jaiad]l
eall iy Wald L] alasiial @ zisadl claiie oo Symmetric Adiles L5Me 3929 5Las) Ja2l e
puall 4us 8 Joud Gay Las Ligian e (29 (0.7140) «(0.5731) %5 (Sgius e F-Statistics slasy Aflazsy]
G LS doshall Ja¥ 3 Adiles gsladl luwd) e g uolidly dua sl il aadl (G3me o A8l Gy AL (Ho)
(5) ey Jgazd!

Wald Test: Equation: NARDL ;L) :(5) 8, Jgix

Test Statistic Value Probability | decision
t-statistic 0.577039 0.5731

F-statistic 0.332974 0.5731 Accept Hy
Chi-square 0.332974 0.5639

t-statistic -0.374002 0.7140

F-statistic 0.139877 0.7140 Accept Hy
Chi-square 0.139877 0.7084

Eviews 10 galiys 5 &l bl ol aieialy s Ll slie) aiadll
(NARDL) Jazell s dejsall clgzmall 93 SN Hlams¥l 7300 il (oo (ECM) Uasdlmimin 7 35ai pdd @3
miad Jolas Zaud Ol Lasg (6) 08y Jouzdl (3 LS (0.0000)a et 2z yuts (-0.97) Uaiel) rumsas Jalins Laud cilig
Iz & oly dashadl J2¥1 8 23ls5 AN 3529 Gay 1dd (%5 Bgine Sytuna ie (las] Buaiany Lllu Uasl)

kaﬁiaﬁujﬁmjm‘g,bb‘a\_c JM}W’(‘J—HM‘ d:;ﬂ\ ‘3

Variable Coefficient Std. Error t-Statistic Prob.

C -1014.978 233.2326 | -4.351783 0.0007

D(GD_POS) -0.120987 0.024835 | -4.871634 0.0002

D(GD_POS(-1)) -0.148105 0.052473 | -2.822513 0.0136
D(GD_NEG) 0.003420 0.015324 0.223172 0.8266

D(GD_NEG(-1)) -0.389073 0.110868 | -3.509346 0.0035
D(SP_POS) -0.006423 0.030237 | -0.212416 0.8348

Democratic Arab Center For Strategie, Political & Economic Studies Berlin/ Germany Py L1 0t/ ATty el o Sty 5500 i 1 52l

November (Issue 23) 2023 ESaka3 2023 (23 3de) rtadsh /AN (2,55



International Journal of Economic Studies Auale=idUl Eiluljall Avdegall Al=unil

D(SP_POS(-1)) -0.783324 | 0.223420 | -3.506060 | 0.0035
D(SP_NEG) -0.277210 | 0.067875 | -4.084113 | 0.0011
D(SP_NEG(-1)) -0.327589 | 0.137410 | -2.384036 | 0.0318
CointEq(-1)* -0.969850 | 0.136792 | -7.089976 | 0.0000

Eviews 10 zaliy 9 &l yudl bl aladezuls e Ll slae ] yiasdl
(Coefficient Diagnostics tests) & yao]| GS}AJJ\ EMolae] Apm e &30 &l s | ‘a‘d.’i'i_wl.g sl éLI_q oas=d @5
ih LS

slial (7)‘«% Jguzll ‘3 LS (prob Jarque- Bera) Ly ddleis¥! dawsll caly tellasSU gﬂ.g.gla.” a”ﬂ‘)bb! -

’La.__gjs £ Slgdeall lasel| ol aball (Ho) puall 45,8 Joud aay Law (Huginn e gl %5 (1 Y P9 (0.1484)

Lagb

Jarque- Bera ;L) @3l :(7) 08y J9ix

8
Series: Residuals
74 Sample 1993 2021
6 Observations 29
5 Mean -3.91e-11
) Median 4.421861
4 Maximum 1551.967
Minimum -1366.785
3] Std. Dev. 534.3668
Skewness 0.178903
2 Kurtosis 4.740700
1 Jarque-Bera  3.815991
0 Probability 0.148378
-1500 -1600 -500 0 500 10‘00 | 1500

Eviews 10 zaliy 9 &yl cibily s yiadl
& LeS (0.9851) LM allars! dagall cuilg (M) las] alasia] o3 sellas¥l o 1A Lol slas) -
Ot 13 BLy| 392 pay ASLEN (Ho) poall A8 Jsud (g Les cgine a2 6 %5 oo aST (29 (8)edy Jgoinl
sllas

Breusch-Godfrey Serial Correlation LM Test: ;L] :(8) e, Jga

F-statistic 0.015029 Prob. F(2,12) 0.9851

Obs*R-squared 0.072461 Prob. Chi-Square(2) 0.9644

Eviews 10 zaliys 9 duhyudl Sbily alusialy co Ll slae] uiaall
ol adlarsyl Aeydll cualig AARCH  Breusch-Pagan-Godfrey sLas| (e slaed @3 sonbadd! s | jLus| -
paadl dun 8 Joud am Lo Hugine e 61 %5 (0 ST (29 (10 -9)cnlouztl § LS (0.5595) 9 (0.1322) Jlsall e
ol M| g9 aay dslall (Ho)
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Heteroskedasticity Test: Breusch-Pagan-Godfrey ;Las|:(9) 03y Jgaa

F-statistic 1.843886 Prob. F(14,14) 0.1322
Obs*R-squared 18.80268 Prob. Chi-Square(14) 0.1726
Scaled explained SS | 8.196017 Prob. Chi-Square(14) 0.8789

Eviews 10 gabiy 9 &l yudl @bl alusezals co Ll sle]  yiiasll

Heteroskedasticity Test: ARCH L] :(10) 08, Jou

F-statistic 0.349508 Prob. F(1,26) 0.5595

Obs*R-squared 0.371400 Prob. Chi-Square(1) 0.5422

Eviews 10 gabiy 9 &l yudl bl alusezals co Ll slae] yiiasll

OS]
Fdeddy
o) N
Bladl J] dwhyudl cuals (NARDL) sl ae dejgadl cilgmall 93 JIAN slosei¥) 73908 a=d mili (0
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ashadl Jo¥1 9 I seall lisSe (s Aliles A8De 399 -

&2 Los ¢ %5 Agian Sottus dic Alas| Lgine l3g Allu 208 (29 (-0.97) Uasdl mumsat Jolas Aoy ialy -
LoyaiTagy (19,deeg Aaruwg unly ale I domgmims wiiw puadll 231 3 Plis| ¢ o

(Diagnostics tests)duarse dddl o LasYl sl ] day eleall Sliw (po Glan¥ dulyudl 7z 3905 -

10.4950.16 Ly okl bl s 315 I (5385 45 %1 By Lol g sSaell il y3 el Gme 53L5 0] -
Ly o) ol e 8315 ) (5352 48 %1 Aaads Lo lasmi] O cnor @ eyl Aaind o 3435 2m il 0.1
G Sl lediadl g L 939 ol aedl Aaty aloia¥l aue uShs Loe dulyll dusy8 a0 3a1¥ 1dag 049 90.75
Sl lusdl @ jzall pads Lod L Glogud) sLazsy 201 8laall 3ans

SA PPN et
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The Economic Diversification : The Strategic Option for Realization

of Sustainable Development in Libya

Leted - g3 ) Amaler ¢ ol Sl

Abstract

This study treated the endeavors of the economic
diversification , its plans , policies and achievements
in Libya. It reached to the fact that the economic
diversification process which was started since the
mid- seventies did not change the national economic
structure  which is founded on the petroleum.
Thereby the economic diversification remains a
challenge which should be rapidly achieved. The
reason thereof is not only the exhaustion and the
price fluctuation factor but also the policies of
direction towards the renewable energy (Oil
substituting energies ) which will deprive the oil of
its importance as  an international strategic
commodity. The study recommended for some
recommendations which may contribute to curving
the economic diversification policies in the future.

Key words: Sustainable development, economic
growth, economic diversification, exports,
renewable energies.
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Abstract:

The study aims to formulate a clear vision
through which one can learn how to benefit from
the development experience in South Korea, and
how Egypt can benefit from pioneering
development models. And that is through the
descriptive analytical approach. The Korean
experience is one of the successful development
experiences, thanks to which South Korea has
become among the ranks of advanced industrial
countries. It focused on the education system and
its modernization in line with the policy and will
of the state, in addition to relying on vocational
education, which had an effective role in achieving
economic development.

The most important results of the study were:
The necessity of investing in human capital and
moving towards a knowledge economy, to keep
pace with the changes taking place in the world.
The Korean experience is one of the most
successful development experiences. Science,
technology and innovation are urgently needed to
drive economic development. Hence, benefiting
from the Korean experience has become an urgent
necessity for developing countries, especially

Egypt.

Key words: Investing in human capital, the
Korean experience, economic development,

Egypt.
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Analyzing the relationship between total productivity and banking performance
An analytical study of a sample of Iraqi private banks for the period (2020-2010)

Sl (A8l Analer calazd Vg 80¥1 28 gt padl 392 jiemm..a.]

Abstract

The banking sector faces great challenges resulting from intense
competition in the financial and banking environment, and this
is what makes the management of banks constantly and
continuously seeking to innovate new ways to increase their
banking productivity and guarantee them for the longest
possible period, and this has become the preoccupation of many
banks, and perhaps the most prominent thing that helps these
Institutions on their banking productivity is to keep pace with
the developments witnessed by the external environment that
operates in their surroundings and translate these developments
into their internal environment, and through this the study
aimed to analyze the indicators of the total productivity of banks
(current accounts and deposits, basic capital) as inputs and (cash
credit, investments, investments Net profit) as output, and the
results were obtained using (Data Envelopment Analysis)
program based on the Malmquist method for total productivity
in Iragi private banks, as well as analysis of financial
performance indicators (rate of return on equity, rate of return
on investment, earnings per share, rate of return on assets )
through the (Excel) program, and data was collected from the
annual financial reports of the Iraqi private banks listed on the
Iragi market For a sample of (15) banks, for a period of (2010-
2020), the Banking Productivity Analysis for Malmoquist and
the Financial Analysis was adopted, and a number of
conclusions were reached, the most important of which is the
existence of a discrepancy in the productivity of the study
sample banks, and the results showed a development in the level
of productivity Malmoguist with regard to the banks
investigated, as well as a discrepancy in the performance of
Iragi private banks listed in the Iragi market according to the
approved financial performance indicators, and the study
recommended several recommendations, including the Central
Bank of lIraq to urge private Iraqi banks to use banking
technology, which makes them achieve a new competitive
advantage and revive the national economy And its gradual
introduction into the global financial markets, as well as the
Iragi private banks need to work hard according to pre-
established plans in order to achieve development in their work,
increase their productivity and face recurring financial crises in
light of the financial instability within the Iragi banking sector.
Key words Total Productivity, financial performance,
Malmoquist Index, Data Envelope.
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Economic feasibility studies in the light of Block chain technology and smart nodes
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Abstract :

This study aims to highlight the topic of the
economic feasibility study as one of the important
mechanisms in the success of investment projects.
It also aims to demonstrate the importance of block
chain technology and its usefulness as a technology
to document transactions transparently. They also
allow the building of decentralized models through
which new horizons are opened for the conduct of
transactions and the conclusion of agreements. This
study will also illustrate a technique that is a
substitute for the traditional model of smart, self-
executing nodes "Electronically" the contractual
terms will only be implemented if the pre-formed
conditions are met. This study aims to analyze the
role of block chain and smart contracts as a risk
management tool and reduce the costs of economic
feasibility studies.

The study concluded that the economic feasibility
study is one of the pillars on which entrepreneurs
rely to determine the success or failure of the
project. Block chain technology is also one of the
most influential modern technologies in today's
world, and its extended applications cover different
sectors, and societies should try to overcome the
challenges and risks arising from its use in
partnership ~ with  specialists. ~ The  study
recommended the need to enhance awareness
regarding block chain techniques and their role in
transaction delivery in the sectors. It is one of the
technological innovations that need to be taken
effective measures to strengthen their application,
especially in the light of their positive results in
improving the quality of service. The study also
recommended the need to activate the model
presented in the study by establishing an electronic
platform operating through block chain technology
supervised by institutions specialized in economic
feasibility studies aimed at avoiding the difficulties
of economic feasibility studies and reducing effort,
time and cost.

Keywords: Economic Viability, Detailed Study,
Block chain , Smart Contract, implementation
mechanism.
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Abstract :

The banking sector represents the backbone of
economic life in any country in the world, as it
plays the main role in financing economic
development. There is no development today
without an effective and developed banking
sector in the field of performance and upgrading
banking services with stakeholders, and the
most important characteristic of banking is the
increasing development Banking technology in
order to modernize the systems and means of
providing banking operations and innovating
modern techniques for banking service, all of
which leads to the expansion of the market share
of customers and increasing confidence with
them. The statistical analysis of it in the Iraqi
commercial banking sector (governmental and
private), and a sample was taken of the
commercial banks located in the Middle
Euphrates region, a questionnaire was prepared
to ensure the existence of a relationship between
the study variables (banking information
technology) as an independent variable, and
(financial inclusion) as a dependent variable,
Accordingly, (270) questionnaires  were
distributed to the employees to ensure the
retrieval of the minimum sample, which should
be (200) employees, and the data was analyzed
For (200) questionnaires retrieved using a
number of statistical tests within the statistical
programs (Spss-v26) and (SmartPLS) program.

Keywords: Banking information technology,
Financial inclusion, Hardware and equipment,
Software, communications, Databases, human
resources, Access, Use, Quality.
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Correlation *
Sig. (2-tailed) .000 .000 .000 .000 .000 .000 .000 .000 .000
N 200 200 200 200 200 200 200 200 200 200

**, Correlation is significant at the 0.01 level (2-tailed).
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Entrepréneurship in Jordan
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Abstract :

This study aimed to find out the reality of
entrepreneurship in Jordan, and to develop
strategies, plans and approaches to
entrepreneurship  in  various fields in
institutions, and to provide solutions that help
solve the problem of small projects, as
entrepreneurship works to integrate into
economic development projects, create diverse
job opportunities, and reduce poverty. One of
the results of this study is the characteristics of
the entrepreneurial climate within international
trade This study recommended promoting
entrepreneurship practices in Jordan as an
effective and stimulating guidance tool,
encouraging institutions to adopt modern
administrative  methods ,creative ideas,
consolidating the entrepreneurial culture and
paying attention to its application among
creative entrepreneurs in Jordan.

Key words : Business Entrepreneurship, the
pioneer, Small Projects.
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AN EXPLORATORY STUDY TO INVESTIGATE THE ROLE OF
SUPERVISORY AUTHORITY IN PROMOTING EQUITY
FINANCE : A CASE OF CENTRAL BANK OF SUDAN CBOS
@pg\w\w;gwaguamuﬁ
G, Aol ilodnl o i Lty Ll sy 25 9

Dr. Abozer Magzoub Mohamed

International Islamic University of Malaysia IIUM, Institute of Islamic Banking and Finance

Abstract :

As Islamic finance evolves and expands annually,
Equity financing remains relatively small in size and
practice. In Islamic finance, equity financing (risk
sharing) has remained an oft-studied issue and focus
of discussion since establishing Islamic financial
institutions about four decades ago. This study
explores the question, "what are the major issues and
challenges facing the prevalence of Equity finance ?".
Face-to-face interviews are employed to achieve the
research objectives. The Central Bank of Sudan CBOS
and Islamic banks in Sudan were contacted for this
study. The researcher conducted 30 interviews with
central bank staff (regulations and inspections),
Islamic bank managers and Islamic scholars. The
researcher employed Nvivo software to present the
results. According to the study's initial findings,
supervisors believe that regulations, guidelines,
objectives, and instructions support Equity finance.
According to this study, Equity Finance is hard to
follow up and monitor and directly impacts banks'
capital depletion if the finance defaults.
Governmental banks provide more equity finance
compared to private commercial banks, which is
usually because government banks have no pressure
on profit distributions and the ability to restructure the
capital. Following the data analysis, Nvivo concluded
that four specific recommendations might help banks
move toward equity finance. These recommendations
include providing new guarantees for equity finance,
knowledge and competence of commercial bank staff,
and reducing the risk-weighted assets for Mudarbah
and Musharkah. This study will be of significant value
to national and international regulatory agencies as it
explains why Islamic banks and financial institutions
are unwilling to offer equity finance often instead of
debt-based finance. However, the market needs for
equity finance are higher.

Key words Equity Finance, Islamic financial
Institutions, Risk-Weighted Assets RWA,
Supervisory authority, Capital Adequacy.
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Introduction :

In Islamic finance, equity financing (risk sharing) has remained an oft-studied issue and
focus of discussion since establishing Islamic financial institutions about four decades
ago. Arguably, the interest in equity financing — a combination of Musharkah,
Mudaraba, and other variations based on these two. It is not by happenstance; Shari‘ah
advocates and recommends a system that promotes equitable wealth distribution and
avoids excessive wealth concentration and deprivation in owning wealth. Since Riba
(interest) is prohibited in Islam, equity financing seeks to avoid debt-related financing;
in fact, the raison d'étre for establishing Islamic financial institutions introduces a
genuine mode of equity financing (Sadique, 2012). In this case, the Islamic financial
services industry IFSI is expected to develop an impressive profit and loss-sharing
modes as its central allocation tool to avoid interest (Farooq, 2007). Although sale
contracts such as Murabaha and other sale contracts are also permissible under the
Shariah parameter, the unique feature of Profit and Loss Sharing PLS in Musharkah and
Mudarbah represents the paradigm of Islamic finance (Bing, 2008).

Moreover, financial institutions could extend funds to their clients through debt or
equity financing. However, the former usage is more pronounced in practice than the
latter since it will provide a more equitable finance mode that shares risk and rewards
between both parties. While the conventional banking and finance system is principally
founded on debt financing, these types of finance are supposed to be minimum in Islamic
finance. The Basel Committee for Banking Supervision (BCBS) defines Equity Finance
exposure as "Equity exposures are defined based on the economic substance of the
instrument. They include both direct and indirect ownership interests, whether voting or
non-voting, in the assets and income of a commercial enterprise or of a financial
institution that is not consolidated or deducted” (Basel Il (2006). International
Convergence of Capital Measurement and Capital Standards, 2013). According to the
abovementioned definition from BCBS, we can notice it is limited to the conventional
type of equity financing. Hence, it is not similar to Equity financing in Islamic finance.

Islamic banking and finance are synonymous with interest-free and profit and loss
sharing with distinct characteristics (Mohd. Ariffin, Kassim, & Abdul-Razak, 2015).
However, the inapplicability of stare decisis of equity financing by Islamic banks is
questionable. Usually, equity financing is less common than debt-based modes
structured on various markup schemes, such as Murabaha, ljarah, Istisna, etc. According
to Jalil (2005), Islamic equity financing has dominated theoretical literature on Islamic
banking and finance during its early stage. However, the actual up-to-date practice of
Islamic banks seems to focus their financing approach on markup, commissioned
manufacturing, or leasing. That can be attributed to the prevalence of conventional
practice in the Islamic banking industry.

According to the researcher, no prior study has empirically determined the key issues
and challenges facing equity finance in Sudan. This knowledge is the primary
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contribution of this research. As a result, the literature will take on a new dimension in
several ways on how equity finance evolves. The supervisory authority has been
interviewed on the role of supervisors in facilitating the utilisation of equity finance. It
will also be utilised to describe equity finance practicality and various reasons
hampering bankers from using this mode, which will result in a high degree of
dependency on debt-based finance. The Board of Directors (BOD) is also responsible
for designing risk tolerance and risk appetite for Islamic banks to increase their profits
and maintain their capital adequacy according to the supervisory threshold. Fourth, this
study contributes to the body of Islamic banking and finance knowledge by emphasising
the importance of equity finance, allowing entrepreneurs and new customers access to
financial services despite the lack of collateral and guarantees. Fifth, the study
emphasises the need for flexible and resilient guidelines for Islamic banks to
successfully execute equity finance, protect bank capital, promote access to finance, and
acquire legitimacy from authorities and society that support the partnership and enhance
innovations. Equity finance will increase access to finance and financial inclusion and
facilitate small and medium enterprise schemes.

1. Literature Review

The inception of Islamic equity-based financing could be traced back to the pre-
Islamic era of paganism (Jahilia) when equity-based financing (e.g. Mudaraba) was
used as a standard investment vehicle. Especially by those people, such as soldiers,
orphans, or government officials, possessed surplus funds but could not do the job
themselves. During this period, Mudaraba was particularly common and was later
approved by Islam. Similarly, the emergence of the Holy Prophet witnessed the
prevailing practice of Musharkah in Arab commercial activities. Thus, this mode of
financing was not only ratified by the Holy Prophet but carried out business based on
Musharkah (Al-Harran, 1993; Hamoud, 1995; Sapuan, 2016).

Moreover, the prohibition of usury during the early stage of Islam was one of the
basics of Muslim society. In particular, it has echoed the adoption of equity-based
financing as the primary source of financing from Mudarib's s perspective. Since the
Islamic religion came with comprehensive guidelines for what is permitted to be done
and what is not, all Islamic scholars from various schools of thought have accepted
Musharkah and Mudaraba and their primary forms as recommended modes of financing
(Hamoud, 1995; Sapuan, 2016). Hence, the classical practices of Musharkah and
Mudaraba during the early period of Islam have provided the basis for the modern
Islamic banks' current formulae.

In addition, the emergence of financial intermediation and modern limited
liability company that came with their unique features have raised requirements for
ljtihad to keep changing the formulae, according to Shari'ah, to meet the needs of
modern commercial transactions. In addition, cooperation between Muslim brothers
remains an essential value of Islam's economic philosophy that focuses on ensuring
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justice, development, and growth. In short, the need to achieve the following
(cooperation, modern financial intermediaries, etc.) has promoted the establishment of
modern Islamic financial institutions to introduce a genuine mode of financing
(Hamoud, 1995; Sadique, 2012; Sapuan, 2016). As discussed shortly, Islamic banks
should play and provide funds to their entrepreneur for various business activities is an
ultimate issue when considering a choice between equity-based financing and debt-
based financing (Thomas & Thofeek, 2005). Any Muslim who wants to follow Islamic
banking should also agree to the Islamic rules. The banking system should also include
the implementation of Islamic Shariah. Since adherence to Shariah rules and principles
are the standard practice adopted by all the Islamic banks in the country. Moreover,
future entrepreneurs also need to be aware of the Islamic banking system and the Laws
that should be followed. Therefore, there is no backlash between Islamic Shariah and
standard banking operations.

Risk sharing is a fundamental principle in the Islamic economic system. The
Islamic financial sector is built upon the Islamic economy. The provider of funds
(usually Investment account holders IAH) channels funds to financial intermediaries
based on profit and loss sharing. The loss-sharing mode is based on Mudaraba, and PLS
Islamic banks accept deposits based on Wakalah, Qard and reverse Murabaha. Upon
receiving the funds, financial intermediaries also forward them to the fund users partly
based on profit and loss sharing (Mudaraba & Musharkah) and partly on sale finance
(Murabaha, IMP, Salam). Islamic finance is tantamount to a participatory sport, where
everyone participates in sharing the risk; this is to a certain extent different from
conventional finance, which is risk-averse when a minority bears the risk, but the
majority risks nothing (Al-Jarhi, 2004a, 2004b). This risk-bearing mechanism suggests
that the Islamic economic system provides a platform beyond mere capital market
integration between capital providers and entrepreneurs; however, a more prevalent
financial market structure can reach macroeconomic goals with greater efficiency and
stability (Al-Jarhi, 2017).

Moreover, risk sharing is almost absent in conventional finance. For example, on
the resources incentivised side, customers provide customers to financial intermediaries
based on Interest-bearing loan contracts; in return, both principal and interest are
guaranteed on the customers' deposits by the banks receiving deposits. Moving to the
resource use side, banks will consider this finance as a liability on the entrepreneurship
side, and he has to pay back the principal plus the interest regardless of his business
success or not. Moreover, the conventional Bank is only involved in collateral risk, not
entrepreneurship activities. In this case, using collateral has enabled banks to limit their
monitoring of their borrowers without increment in default risks since the collateral will
represent the first line of defence in case of default. Conventional banks are eligible to
charge and compensate for any arrears even if there is a default. Stability and equitable
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growth challenges are arguably challenging to achieve through debt financing since one
side will benefit from the expense of the other. Which transfers the burden of losses
from financiers to entrepreneurs, even at microfinance levels, distorts economic
incentives, increases systemic risk, and renders financial regulation more complex
(Abbas Mirakhor & Nabil Maghrebi 2015)

2. Methodology

A qualitative approach is used to understand Equity finance's primary role and
indicators (Moflih, 2016). Researchers used a variety of interpretative approaches to
characterise, decode, and understand the meaning of certain more or less naturally
occurring events that occur in the social environment rather than the frequency of their
occurrence (Cooper & Schindler, 2011). "Qualitative research and case studies might
provide answers to "what" inquiries, as well as "why" and "how" ones, in a more detailed
and comprehensive manner" (Alam, Islam, & Runy, 2021).

It was decided to use semi-structured interviews to collect data and better grasp
the study problem. Semi-structured interviews are when the interviewer asks a few
questions that have been prepared but have some latitude in the questions (Dane, 1990).
Due to its versatility, the researchers were able to investigate in-depth the respondents'
points of view, which resulted in a broader range of information in the replies (Dane,
1990). This approach allows respondents to express their thoughts based on their
experiences and expertise (Saunders, Lewis, Thornhill, & Bristow, 2019). Due to its
differences from the other interview methods, this one allows interviewees to express
their perceptions of the supplied information or phenomena (Berg, 2004). It is also
crucial for explaining and comprehending events and providing a more excellent grasp
of respondents' situations (Bryman & Bell, 2007).

The researchers conduct a face-to-face interview during the study process to
clarify and better grasp the research questions. Face-to-face interviews allow
participants to give more detailed replies. In qualitative research, this approach helps
participants comprehend the questions and ensures their freedom while expressing their
ideas (Gillham, 2000). In interviews with regulators, treasury managers, Shariah
department executives, and investment specialists, issues and challenges in equity
finance at Islamic banks have been explicitly addressed. As a result of the research
study, 30 respondents were interviewed (Alam, Rahman, et al., 2021) and symbolically
coded.

Research strategy is also a judgement that links research objectives and questions
to processes for data collecting, processing, and the results of the data obtained (Yin,
2009). The Nvivo has been picked to evaluate transcriptions and other documents and
improve data analysis (Gibbs & Su, 2002). The Nvivo programme is used for initial
coding, categorisation, and theme creation from the collected data (Strauss, 1987; Alam,
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2020). Additionally, it allows for a more environmentally friendly data administration
approach than the traditional paper and pencil method (Alam, Rahman, et al., 2021).

3. Results

3.1 Respondents® Profile

For this study, the researcher travelled to Sudan and had to go to the respondents’
workplaces for the interviews. The respondents were located in Khartoum, Sudan's most
significant financial and industrial city, the country's capital city. The interview was
performed in the lapse of four months. The lists of respondents were in total of 30. R1
through R30 have been allocated to the respondents as pseudonyms to protect
confidentiality. The average age of the interviewees was 46, with 12 of them holding
managerial roles and 5 being an investment and treasury experts. 15 respondents were
from full-fledged Islamic banks, 15 came from the supervisory authority, and they were
from banking regulations and supervision (on-site & off-site). All managers are mature
enough to comprehend the concepts of equity finance, risk-weighted assets RWA, Risk
Perception, and capital adequacy calculations.

3.2 Thematic Analysis

As Nvivo required coding for each item, themes or nodes coded to present the
text instructively were identified. In data analysis, themes are unique patterns across
data sets related to a particular study issue (Fereday & Muir-Cochrane, 2006).
According to the code, we have most of the themes from the role of the supervisory
authority in promoting equity finance (N=28) from all the respondents. Then there are
51 and 49 references regarding the role of risk weights attached to equity finance and
monitoring and following equity finance. Cash outflows and impact on banks' NPFL
and profits are fourth and fifth, with 30 and 41 references, respectively. The primary
themes are bold, and there are several sub-themes within them. Each node includes a
description of the theme's sources and references. There are some variations in language
because one theme was designed for supervisors while the other was designed for the
market players.

3.3 Themes and categories

There are four major issues and challenges, as determined by Nvivo's data
analysis of the interviews. The first theme, Current Investment Situation, explained the
first three objectives, which focused on the current practice of Equity-Based financing
in Sudan and what are the challenges preventing Islamic banks from moving Equity-
Based financing to their main banking businesses, in addition to the impact of equity-
based financing on the Bank's capital and the level of contribution to the NPLF. The
answers from both informants, regulators and supervisors came in different sub-themes,
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which mainly focused on current practice, investment behaviour, the main challenges
and the impact on the Bank's profit. Nvivo detected a theme and categories.

4. Discussion

Respondents' perspectives on issues and challenges in promoting equity finance
for Islamic banks in Sudan are presented in this framework. According to the literature,
Islamic finance principles have a unique and specific feature: risk-sharing on the assets
via equity finance and liability via profit-sharing investment accounts. Therefore, the
economic system where true risk-sharing exists is the Islamic economic system, where
risk-sharing is considered its primary feature. In this economic system, risks are shared
from resource incentives to when resources are channelled to the users (Khalifa. M,
2016). This sharing methodology is not the same in conventional economies, where
significant financing portions are issuing government and household debt instruments
and borrowing from banks (Khalifa. M, 2016)). In the following lines, many responders
address the notion of risk-sharing:

"We usually explain to the customer of the PSIA the risk surrounding his
investment and how he can opt for deposit insurance to mitigate the risk of losing the
capital. For the investment of PSIA in equity finance, usually at our Bank, we create a
pool of investment that includes (a current account, investment account, saving account
and shareholder's capital), and then we invest in various activities. We do not specify
each account to a specific investment mainly because the Bank will use the pool
available for investment regardless of its source and cannot link it to specific finance
unless it is a restricted investment account. Nevertheless, the profit margin will differ
according to each category (current, investment or saving account), but we commingled
all the funds in one pool when we used these accounts' (R5)

"The practical practice in financing Murabaha in Sudanese banks is represented
in the customer's request from the Bank to buy specific commodities and sell them to the
customer in instalments. With an additional amount to them as a profit to the Bank under
a contract of sale of the commodity with a specific profit agreed upon in advance by the
two parties, the original purchase price is added. This practice is carried out in its
current form for all receivables Postponed sales™ (R9)

"This can be considered an advantage for equity finance, and it provides a
significant time for banks and the customer." (R11)

"Islamic banking in Sudan back to 1983. However, it started in 1994 through
many circulars that explained various standards, and the banking act established the
Shariah governance and Shariah framework. The most common mode discussed was
Murabaha for Purchasing Order MPO since normal Murabaha was not allowed
because pure Murabaha will make banks look like traders." (R16).
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Equity finance risk-weighted assets and their implication on how this mode can
be used were discussed in this section. According to (Maha Mehmet 2017), when it
comes to specific contracts, the equity financing contracts that usually attract higher
RWA play a vital role as an early warning indicator for increasing NPLF since it reflects
the high-risk level of the finance portfolio.

"Murabaha has only default risk (credit risk), but the principal and profit will
remain. However, for equity finance, the banks might lose their capital and also the
issue of market risk in Musharkah assets.” (R11)

"The current practice does not help in identifying high-risk operations before and
during implementation due to many factors, the most important of which are: the
difficulty of accurate assessment of the risk, the credibility of the customer, and technical
issues that are not available for banks to measure and monitor risks, and the lack of
accuracy of the actual activity and its size until after a long period in which signs of
failure or weakness appeared, and thus weakening The possibility of determining the
weight of the risk promptly." (R13)

This is due to the customer's experience and how he manages the Musharkah or
Mudarbah, which leads to profit or loss, as the Bank's intervention in the management
is less than the clients. At the same time, the losses fall on the bankside in Mudarbah
and according to the participation in Musharkah. As for Murabaha, there are sufficient
guarantees of up to 125% of the value of the financing, and they are liquidated in case
the client defaults, so it takes fewer risk weights.” (R17).

Another issue discussed was the absence of equity finance and its impact on
entrepreneurs and new customers. The emerging Islamic Financial Services Industry
(IFSI) is being championed as an ideal alternative to the interest-based conventional
financial system and an authentic way out of the looming impasse of interest rates and
leveraging debt. Islamic financing, mainly through Profit and Loss Sharing PLS
contracts, is prescribed as a cure for the ills of debt-based finance and an opportunity for
entrepreneurs to share, rather than bear, the risk of starting new businesses and
expanding existing ones (Rasem. Kayed, 2012).

"Usually, equity finance is not an easy option for small customers or
entrepreneurs, as the Bank fears providing this mode to customers without experience.
Hence, banks provide equity finance solely to excellent customers with long experiences
and good financial positions.”" (R7)

"The entrepreneurs are the most affected parties since this type of finance serves
the development of the business sector more than others. As for new clients who do not
have guarantees, this does not seem to be accurate in reality because the issue of
guarantees in Musharkah covers misconduct, negligence or breach of contract terms.
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Moreover, it does not need to provide a guarantee in the ordinary meaning, and the Rab
al-mal (the Bank) does not require a guarantee for the capital. As for the Musharkah,
the capital is paid with agreed shares. The guarantee is not an obstacle that prevents
implementation (also within the limits of the misconduct, negligence or breach of
contract terms). (R9)

Based on the above discussion, it is concluded that reducing the risk weights of
equity finance is very important for promoting equity finance among Islamic banks in
Sudan. An innovative collateral and guarantees system to assist banks in covering the
lack of collaterals in equity finance will promote equity finance among Islamic banks.
We have an updated information system where banks can use this information to decide
customers' integrity and credibility.

Conclusion

This study explores the question, "what are the issues and challenges facing
Islamic banks when implementing equity finance?". Face-to-face interviews are
employed to achieve the research objectives. The central Bank and Islamic banks in
Sudan were contacted for data for this study. Nvivo concluded that four distinct roles
affect the promotion of equity finance among Islamic banks. These roles include
providing new guarantees for equity finance, knowledge and competence of commercial
bank staff, and reducing the risk-weighted assets for Mudarbah and Musharkah.
Currently, Mudarbah got an RWA of 400%, while Musharkah can be 300% if it is in
the listed project while unlisted projects can be assigned 400%, which is considered a
very high weight compared to Murabaha or ljarah. Promoting equity finance is essential
since these contracts are unique for IIFS. Efforts are needed for an Islamic financial
system to move away from debt-based finance and stand different from the conventional
system; equity finance issues and challenges must be addressed and resolved by
supervisors and market players.
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FOREIGN R&D SPILLOVERS, HUMAN CAPITAL AND TOTAL
FACTOR PRODUCTIVITY
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Abstract :

Foreign R&D spillovers depend strongly on the level of human capital in host countries.
In this paper, we empirically study the direct and indirect effects of human capital on the
magnitude of foreign R&D spillovers and on economic growth. To do so, we use panel
data from a sample of 42 countries over the period 2000-2019. This sample is divided into
four regional subgroups to analyze the regional effects of foreign R&D spillovers. Our
main results are: i) the diffusion of foreign R&D is an important factor of economic growth,
I1) human capital plays an important catalytic role in internalizing foreign R&D spillovers.
Spatial interactions of human skills are an important source of ideas and information flows
and positive externalities and iii) countries with higher levels of human capital benefit more
from foreign R&D spillovers conveyed through international trade.
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Introduction :
Openness plays an important role in the exchange of ideas and knowledge

between different countries and has a positive effect on their different productivities
because it allows rapid access to foreign technologies. These effects depend on the
extent of diffusion and the mechanisms by which knowledge and technologies are
transmitted. The extent of spillovers depends on human capital, which plays a direct role
as a factor of production and an indirect role as a catalyst for spillovers. This is because
human capital facilitates the understanding of the technical configurations of imported
equipment and machinery. In addition, it enables the internalization of foreign R&D
spillovers and spillovers from FDI activities. Our objective in this paper is to study the
effects of knowledge diffusion on the economic growth of recipient countries and to test
the role of human capital in the diffusion of foreign R&D spillovers. First, we test the
interaction effects between foreign R&D spillovers and human capital on economic
growth for a set of developing countries. Secondly, we test the same effects but in a
regional context. Thus, we empirically investigate the direct and indirect effects of
human capital on foreign R&D spillovers and on economic growth. To do so, we
organize the rest of our paper as follows: Section 2 presents a review of the literature on
the role of human capital in foreign technology internalization and FDI spillovers. In
Section 3, we define the variables of interest and describe our empirical methodology
by presenting the model to be estimated, the different variables of interest and dataset.
The estimates, results and comments are presented in Section 4. Section 5 concludes,
summarizes the results and provides policy recommendations.

1. Literature Review

R&D benefits not only countries that invest heavily in research activities but also
other foreign countries through cross-border knowledge flows. The effects of foreign
R&D depend on several factors and in particular on the level of human capital. The role
that human capital plays in the benefit of foreign R&D as a source of economic growth
has received much attention in the economics literature. Indeed, several theoretical and
empirical models have shown that human capital is an important factor for productivity
and economic growth. It helps to understand the configurations of new technologies
adopted and facilitates the international transmission of knowledge between different
countries. Human capital also helps to assimilate imported technologies and is an
important catalyst for spillovers. Imported technologies can only play their role in
spillover transmission and economic growth when the level of human capital is
sufficient. In terms of knowledge diffusion, human capital is important because it
diversifies the channels for transmitting new technological knowledge and promotes
communication between different actors. Acquiring information is easier and less costly
for people with a considerable level of human capital. Highly educated people only need
to leaf through catalogs, briefs, inventories, manuals, etc. to get the refined and
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necessary information. Some studies that have analyzed the relationship between the
knowledge diffusion and human capital have shown that the latter facilitates, in a
dynamic process, the subsequent adoptions of new technologies. Moreover, human
capital promotes economic growth through the learning process, especially in export-
oriented manufacturing industries. This effect is clearly explained by models of
endogenous growth theory.

Economists identify two types of relationships between human capital and
technology: there are those who use the term "skill in adoption™ to say that human capital
is a key factor in the diffusion and adoption of new technologies. Others use the term
"skill in use" to mean that certain technologies are complementary to human capital.
Comparing these two types of relationships between human capital and technology
diffusion, we can say that in the first relationship, the diffusion of any new technology
depends on human capital. In the second, only the diffusion of some technologies
requires human capital. In discussing the effect of human capital on knowledge
diffusion, a distinction must be made between technical and general education.
Technical education is considered more important than general education in promoting
the diffusion process and assimilating foreign technologies. Moreover, technical
education should have a much stronger and more direct effect on production than general
education. However, this does not diminish the role of general education, which remains
an important factor in the overall production process. There is no doubt that a better
general education of the population allows a better assimilation of new technologies and
strengthens technological capacity in the country. Some works, have shown that the
convergence process is a conditional outcome of technological diffusion. The catching-
up process is faster when the level of human capital is higher. In our recent paper in
International Review of Economics and Finance (Hamrouni, 2022), we developed two
theoretical models to study the effects of the international diffusion of knowledge on
differences in labor productivity and catching up between northern and southern
countries. In particular, we found that catching up is an endogenous process and that its
speed depends negatively on the rate of knowledge accumulation in the North and
positively on the investment in human capital in the South. Moreover, the difference in
average labor productivity between Northern and Southern countries depends on the
differences in the rate of knowledge accumulation between them (innovation in the
North and imitation in the South).

Human capital is important because it also enables the internalization of FDI
spillovers, which represent the second channel of knowledge diffusion after the import
of foreign technologies. Indeed, generally, FDI typically provides significant training to
its managers and workers through training or learning-by-doing schemes. Human capital
helps domestic firms to understand the technologies adopted by foreign firms and thus
facilitates imitation and learning processes. Indeed, in the presence of FDI, externalities
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will arise if skilled workers move from foreign to domestic firms. Moreover, domestic
firms can improve their productivity even by observing foreign firms. This “Learning-
by-Watching” effect represents a form of direct imitation that allows domestic firms to
benefit from new products, new technologies, new techniques and new production and
marketing methods introduced into the domestic market by FDI. These positive
externalities, which represent a contagion effect, are important if domestic firms use
technologies comparable to those used by foreign firms and if the level of human capital
in the host countries is relatively high to allow transmission of these spillovers. On the
other hand, if the level of learning of foreign firms is low, spillovers are also lower. In
other words, the spillovers resulting from imitation or observational learning processes
depend on the level of competence of domestic firms in assimilating information flows
Thus, it becomes essential to intensify the relationship between foreign and domestic
firms to promote technology diffusion and spillovers. Moreover, if spillovers are a result
of cooperative practices and strategies between foreign and domestic firms, then the
latter can only access cooperative arrangements if they have highly skilled workers.
Moreover, if the spillovers depend on the volume of FDI, then human capital, which is
a factor in attracting FDI, has a positive and indirect effect on spillovers.

The importance of human capital to internalize spillovers from FDI is confirmed
by several empirical studies. Indeed, Wang (1990) developed a model to study the
interaction between human capital and FDI. Wang concluded that FDI is directed
towards countries with higher levels of human capital and more developed innovation
systems. Moreover, FDI represents an important source of improving the quality of
human capital (learning) in host countries. Su and Liu (2016) used panel data to study
the determinants of economic growth in Chinese cities over the period 1991-2010. In
particular, they focus on the interaction between FDI and human to affect the economic
growth of Chinese cities. Among the results of this study, the effects of FDI on the
economic growth of Chinese cities are intensified by the city's human capital
endowment. Moreover, the complementary effect of FDI on human capital is higher for
technology-intensive FDI than for labor-intensive FDI. This implies that human capital
facilitates technology transfers resulting from FDI. Similarly. Blomstrom and Wang
(1992) studied the effect of FDI on economic growth using cross-sectional data from a
sample of 78 developing countries They use human capital as an internalizing factor of
FDI spillovers. The results show that the positive effect of FDI on economic growth is
conditioned by the level of human capital in host countries. FDI spillovers only exist
above a threshold level of human capital. Borensztein, De Greguerio and Lee (1998)
studied the effects of the interaction between FDI and human capital on technology
diffusion and economic growth in 69 developing countries during the 1970s and 1980s.
The main results of this study are: FDI contributes to economic growth only when the
host country has sufficient capacity to absorb advanced technologies. Specifically, FDI
can play an important role for growth if the level of human capital is relatively high FDI
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has a positive effect only in countries with a secondary school enrollment rate above
0.45. This implies a complementary relationship between FDI and human capital in the
promotion of economic growth. FDI has a positive and significant effect on domestic
investment, which implies a complementary rather than a substitution effect between
the two types of investment. The lack of spillovers can be explained by several factors
such as the scarcity of skilled labor, low mobility in the labor market, and the weak
incentives for multinationals to diffuse their knowledge to local firms. Berthélemy and
Démurger (2000) estimated the interaction effects between FDI and human capital with
a simultaneous equation model using panel data for 24 Chinese provinces during the
period 1985-1996 The results of this study proved a positive and significant interaction
effect between human capital and FDI.

2. Empirical methodology
Building on previous works, our objective in this paper is to study the interaction

effects between human capital and foreign R&D spillovers on economic growth. For
this purpose, we use panel for a sample of 42 countries during the period 2000-2019.
The estimated model is as follows:

TFP, = a, +@,FRD, +d,H, +a,FRD, *H, +d,open, +¢ (2)

For each country i, TFP is the total factor productivity. The variables FRD , H
and open measure respectively the stock of foreign R&D, human capital and the degree

of openness. All these variables are expressed in logarithm. The variable FRD *H
measures the interaction effect between human capital and foreign R&D. Thus, human
capital is used in two different ways: first, as a determinant of TFP, and second, as a
catalyst for spillovers. In the latter case, we are interested in the interaction effects
between human capital and foreign R&D to see to what extent spillovers from foreign
R&D are influenced by the level of human capital. These interaction variables are
interpreted as follows: if the estimated coefficient of the interactive variable is positive
and significant, then the effect of foreign R&D is larger if human capital is high. On the
other hand, the effect of human capital larger if the stock of foreign R&D is high.

a) Total Factors Productivity
TFP is measured by the growth accounting method in which TFP is synonymous

with technical progress. In other words, TFP is the part of growth not explained by the
physical quantities of two traditional factors (capital and labor). For each country, TFP
is calculated from a Cobb-Douglas production function with constant returns to scale as
follows:

TFP, =— L (2)

Yt
KL

Where Y,,K,and L, represent at each point in time t respectively real GDP, the
stock of physical capital and the employed population respectively. Since the
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contribution of TFP depends on the elasticity of production to physical capital, we
calculated TFP by assuming a value of 0.4 of g that is often used in empirical studies

(Coe, Helpman and Hoffmaister, 1995).

b) Foreign R&D stock
The stock of foreign R&D measures the technological diffusion of advanced

countries, which has an effect on the economic growth of host countries. This effect can
be summarized as follows: If R&D generates different new intermediate goods
(horizontal differentiation) and of different qualities (vertical differentiation) and if
these intermediate goods are exported to other countries, then the total factor
productivity of importing countries increases. The use of new goods creates new
opportunities in several areas of production and allows the creation of new productive
activities. To calculate the stock of foreign R&D, we adopted the method adopted in
other empirical studies. For each country in our sample, the foreign R&D stock is the
sum of the domestic R&D stocks of the seven advanced countries, weighted by the
shares of bilateral trade with each country. It is therefore essential to first calculate the
domestic R&D stocks of advanced countries. The method used is the perpetual inventory
method. Thus, the R&D stock in year t is equal to its value in t-1, corrected by a
depreciation rate, to which is added the investment in year t, measured by domestic R&D
expenditure.

R&D, =1, +(1-5)R&D,, (3)

Where 1,isthe R&D investment in year tand & is its depreciation rate. Following

Coe and Helpman (1995), we have chosen a value of 5% for this rate. The initial R&D
stock R & D, is equal to the initial investment 1, divided by the sum of the annual growth
rate of investment in R&D, (g ) and the R&D depreciation rate, (5).

I

R&D0+m (4)

Data on R&D expenditure at constant prices and PPP $ are taken from the OECD
database (science and technology indicators). For advanced countries (spillover sources)
we calculated average annual growth rates of R&D investment between 2000 and 2019.

Table 1: Average annual growth rate of R&D investment in advanced countries (2000-2019)

country | rate % country rate %
Canada | 1.15 USA 2.82
France 1.55 UK 2.13
Germany | 2.74 Japan 1.36
Italy 2.22

Source: Author's calculations based on OECD database
(Science and Technology Indicators)
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This table shows that over the period 2000-2019, the domestic R&D stock
increased in these seven advanced countries. However, this increase varies from country
to country. The USA and Germany show the most important evolution. From the R&D
stocks of these advanced countries, we can determine the variable representing the
diffusion of foreign R&D to other countries following the approach adopted by Coe and
Helpman (1995) who use the following measure:

7 R&D.
R& Dg = Zmijt .
=1

()

mit

Where R & Dy, is the stock of foreign R&D going to the country i at timet. m;,
represents the imports of country i from the advanced country j at time (t). m,

indicates the total imports of country i at the time t. The foreign R&D stock is
calculated using the CHELEM (2019) database, which describes bilateral trade
relationships between different countries.

¢) Human Capital

Empirically, several indicators are used to measure human capital accumulation,
such as the secondary school enrollment rate, the average number of years schooling,
the average level of education, educational expenditures that reflect the investment in
human capital, and the ratio of intellectual to manual labor. Engelbrecht (1997) finds
that the introduction of human capital, measured by the average number of years of
education of the population over 25 years of age, reduces the estimated coefficients of
domestic and foreign R&D. Similarly, Tomas Barrio-Castro and al. (2002) re-examined
the relationship between human capital, domestic and foreign R&D and TFP for 21
OECD countries over the period 1966-1995. Their results show that using average years
of schooling instead of the secondary school enrollment rate affects the magnitude of
the effect of R&D spillovers on productivity: : the coefficients resulting from both
domestic and foreign R&D effects decrease. In some cases, there is a decomposition
according to the level of primary, secondary and tertiary education. The objective of this
decomposition is to see which level of education has the most impact on economic
growth in interaction with other variables (FDI, foreign R&D, openness). Berthélemy
and Démurger (2000) use the ratio between the annual number of graduates of different
levels of education (primary and secondary) and the total population to construct a
measure of human capital. This number is adjusted by the mortality rate to account for
the depreciation of knowledge. In this paper, we measured human capital (H) by the
secondary school enrollment rate. The data are taken from the World Bank's WDI
database (2020).
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d) The degree of openness

Openness has a positive and significant effect on productivity and economic
growth. There are several reasons for this, such as access to a large number of
intermediate goods incorporating new foreign knowledge, the possibility of
communication with the outside world, which facilitates the absorption and imitation of
foreign technologies, and economic and technological catching up. Openness boosts the
learning process and allows for a more efficient allocation of resources, etc. In this
paper, we have measured the degree of openness by the import rate (imports / GDP).
This indicator, which is often used in empirical studies to measure the effects of foreign
R&D spillovers is more consistent with the idea that spillovers spread through imports.
In reality, there are other measures of the degree of trade restrictions, such as tariffs,
non-tariff barriers (import quotas and the like), relative prices of tradable and non-
tradable goods, export to GDP ratio, etc.

3. Estimates and results

In this section we use equation (1) to estimate the interaction effects between
human capital and foreign R&D on TFP growth using panel data. Our approach follows
three steps: first, we estimate the spillovers and interaction effects for the whole sample.
In this case, all countries (including the seven advanced countries) are assumed to
spillover recipients. Then, we estimate spillovers and interaction effects without taking
into account the advanced countries. Otherwise, we are interested in North / South
spillovers. Finally, to account for regional disparities in spillovers, we split the sample
into four continental subgroups. The first subgroup contains the American countries, the
second the European countries, the third the Asian countries and the last the African
countries. In our estimations and on the basis of the Hausman test, the fixed effects
model has been preferred over the random effects model.

a) The whole sample

For the whole sample, the results (Table 2) show that the diffusion of R&D
spillovers between countries has a positive effect on TFP. Indeed, the coefficient of the
foreign R&D stock is positive and significant. These results are consistent with those of
Coe and Helpman (1995) who proposed a simple linear model to study the effects of
domestic and foreign R&D on TFP growth in developed countries. Their results prove
positive and significant effects of domestic and foreign R&D stock on TFP. Other
studies that focused on the impact of foreign R&D on economic growth show that it is
not only domestic R&D that plays an important role in TFP growth for developed
countries, but also foreign R&D. Some studies show that the effects of domestic and
foreign R&D on TFP are less significant in developing countries than in developed
countries. This can be explained by reasons such as the low level of domestic R&D in
developing countries. In addition, the low level of human capital and local R&D as well
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as political and economic instability in developing countries generate low returns to
R&D and this reduces the spillovers effects on TFP. In a study on a sample of 70
developed and developing countries, Gofii and Maloney (2017) showed that the effect
of domestic R&D on TFP growth is greater in middle-income countries than in low- or
high-income countries.

Table 2: Foreign R&D Spillovers and human capital: the case of whole sample

Dependent variable: Log of TFP
Independent variables (1) (2)
Constant -1.628 -1.367
(-3.69) (-2.79)
LFRD 0.126 0.1168
(6.88) (5.74)
LH 0.0615
(3.18)
LFRD*H 0.00222
(3.17)
Lopen 0.1089 0.1089
(6.62) (6.62)
R2 0.29 0.28
N 831 831
The values between brackets are Student's t

Dierk Herzer (2022) studied and compared the effects of domestic and foreign
R&D on TFP using panel data for a large sample of 82 developing countries (49 middle-
income countries and 33 low-income countries). The results show that in developing
countries, domestic R&D has a larger effect on TFP than foreign R&D. In addition,
domestic R&D has a positive effect on TFP, but this effect is larger in middle-income
countries than in low-income countries. Openness also has a positive and significant
effect on TFP growth. This justifies the interest of less restrictive trade policies to benefit
from the technological progress of the leading countries. The results also show that
human capital as a factor of production plays an important role in TFP growth. Indeed,
the coefficient of human capital is positive and significant. In addition, the coefficient
of the interaction variable between human capital and foreign R&D is positive and
significant. This result implies that foreign R&D spillovers are higher when the level of
human capital is higher. Thus, in addition to its direct effect on TFP, human capital also
has an indirect effect because it facilitates the absorption and adoption of foreign
technologies and reduces the costs of their imitation. These two effects of human capital
are widely discussed in several endogenous growth models. Human capital has a direct
effect because it allows the creation of local innovations and an indirect effect because
it represents a catalyst for catching up between countries. Coe, Helpman and
Hoffmaister (1995) have shown empirically that the contribution of foreign R&D
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depends on the level of human capital in recipient countries and the contribution of
foreign R&D to economic growth is conditioned by the level of human capital.

b) Spillovers between advanced countries and other countries.

Since advanced countries are leaders in innovation and R&D and developing
countries are followers, most of the international spillovers flow from advanced to
developing countries. It is therefore more relevant to estimate the spillovers between
advanced (North) and developing (South) countries. To do this, we estimate spillover
effects without taking into account the seven advanced countries and we use only the
other 35 countries. The results (Table 3) confirm the hypothesis that international trade
plays an important role in the diffusion of technology from Northern to Southern
countries. Indeed, the coefficient of foreign R&D is positive and significant. Human
capital also plays the expected role, its coefficient is positive and significant. Regarding
the interaction effects between foreign R&D and human capital, the results show that
the coefficient of the interactive variables is positive and significant. This means that
countries gain more from foreign R&D activities if they have a high level of human
capital. This result justifies the interest of educational policies more oriented towards
scientific and technological fields.

Table 3 : Foreign R&D Spillovers between advanced countries and other countries.

Dependent variable: Log of TFP
Independent variables (1) (2)
Constant (-2.92) -1.248
(-2.18)
LFRD 0.1149 0.1054
(5.36) (4.45)
LH 0.0635
(2.95)
IFRD*H 0.0023
(3.17)
Lopen 0.1233 0.1232
(6.60) (6.60)
R? 0.27 0.27
N 700 700
The values between brackets are Student's t

c) Regional spillovers.

In reality, although foreign R&D spillovers have positive effects on TFP growth,
they cannot have the same effects in all countries or in regions. To account for
differences in spillover effects across regions, we split the overall sample into four
continental subgroups. The first group contains the American countries, the second the
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European countries, the third the Asian countries, and the last the African countries in
the sample.

1)The European countries group

For the European continent (Table 4), the results confirm a positive and
significant effect of international trade on TFP growth. Indeed, the coefficients of
foreign R&D and openness are always positive and significant. Human capital also plays
an important role. Indeed, the direct and indirect coefficients (the interactive variable)
of this factor are positive and significant. This positive effect of human capital is
explained by the scientific and technical content of European education systems.
According to international statistics (UNESCO, UNCTAD), European countries have
invested more in human capital than Latin American and African countries. The positive
effect of openness is not surprising, since most European countries have long adopted
strategies of openness and export promotion. Moreover, the European Union and intra-
European relations reflect the high degree of openness of these countries.

Table 4: Foreign R&D Spillovers and human capital: case of European countries group

Dependent variable : Log of TFP
Independent variables (1) (2)
Constant -3.925 -3.607
(-7.58) (-6.13)
LFRD 0.250 0.238
(11.44) (9.71)
LH 0.068
(2.82)
LFRD*H 0.0024
(2.83)
Lopen 0.2773 0.2774
(4.35) (4.35)
R2 0.55 0.55
N 331 331
The values between brackets are Student's t

i) The African countries group

For African countries, we find the expected effects of foreign R&D spillovers
and openness on TFP growth. Indeed, Table 5 shows that the coefficients of the FRD
variable and openness are positive and significant. However, compared to previous
estimates, human capital does not seem to have a positive effect on TFP. Indeed, its
coefficient is not significant. We also note that the interaction variable between human
capital and foreign R&D does not confirm the existence of positive and significant
effects on TFP in this group of African countries. This result is in line with other
empirical studies which have found non-significant and sometimes negative effects of
human capital on economic growth. Indeed, Pritchett (1996) estimated a Gobb-Douglas
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production function augmented by human capital for a sample of developing countries
during the period 1960-1985. He found a negative correlation between education and
the average annual growth rate of GDP per capita. This result can be explained by
several reasons such as the low level and / or quality of human capital and the failure of
education and training systems, especially in developing countries. In addition, the
results of investment in human capital do not appear until later. Measures of human
capital may also explain the unexpected results of the effects of this factor.

Table 5: Foreign R&D Spillovers and human capital: case of African countries group.

Dependent variable : Log of TFP
Independent variables (1) (2)
Constant -0.130 -0.166
(-0.67) (-0.88)
LFRD 0.087 0.088
(4.09) (2.90)
LH -0.012
(-0.42)
LFRD*H -0.0007
(-0.18)
Lopen 0.1064 0.1065
(3.21) (3.21)
R2 0.23 0.23
N 100 100
The values between brackets are Student's t

The secondary school enrollment rate does not reflect the quality of education,
since it is determined without taking into account the number of days in each grade or
the number of years per cycle. Similarly, it does not take into account the quality of the
education acquired (quality of teachers, number of students per class, etc.). Finally, the
secondary school enrollment rate, which is based on flows to calculate stocks, suffers
from knowledge of the initial value. To explain the insignificant effect of human capital
on TFP that we found for the subgroup of African countries, we can say that this group
includes Algeria, Morocco, Tunisia, Egypt and Nigeria. However, the Arab countries
have a significant deficit in terms of education and knowledge production and suffer
from insufficient resources to finance research and development activities. Not to
mention the brain drain to advanced countries, which considerably hampers the local
absorption capacity of the Arab countries. This brain drain is due to the lack of attractive
job opportunities and the less motivating socio-political environment in the Arab world.
Finally, overdependence on oil is one of the reasons that hinder innovation and
knowledge production in the Arab world. Oil wealth implies a rent that often encourages
idle spending and does not encourage research. Hamid Mohtadi (1998) analyzed the
effect of human capital on spillover transmission using a sample of eleven MENA
countries. The results of this study show that human capital did not play the expected
role in knowledge transmission in MENA countries. The author explains this result by
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the following reasons: i) these countries are generally less endowed with human capital,
which cannot fully play its role in technology transfer to these countries. ii) Protectionist
measures adopted by these countries reduced the role of technology transfer and
discouraged domestic investors from adopting new technologies. iii) Arab countries do
not have appropriate institutions to internalize the spillovers of FDI.

1ii) The Asian countries group

For the subgroup of Asian countries, the coefficient of foreign R&D is positive
and significant and prove that international trade plays an important role in the
transmission of spillovers to this region. The results also show that the openness in these
countries promotes growth, its coefficient is positive and significant. These results
reflect the opening-up strategies and reforms implemented by these countries to promote
economic growth. For example, since 1994, China has become the largest recipient of
FDI of all developing countries and the second largest in the world after the United
States. This advantage is due to economic conditions, labor market characteristics, and
China's size in terms of space, population, and GDP.

The coefficient of human capital is positive and significant. This result is not
surprising given the human capital investment policies adopted by Asian countries since
the 1960s to promote economic growth. These policies have created a favorable
environment for internalizing the spillovers of foreign R&D. Investment in education
and R&D has enabled the Asian dragons to achieve spectacular experience in recent
decades. The interaction variable between R&D and human capital has a positive and
significant coefficient, confirming the catalytic role of human capital in these countries.

Tableau 6: Foreign R&D Spillovers and human capital: the case of Asian countries group

Dependent variable : Log of TFP
Independent variables (1) (2)
Constant -2.66 -2.18
(-2.51) (-1.84)
LFRD 0.126 0.094
(6.88) (1.93)
LH 0.147
(3.37)
LFRD*H 0.0050
(3.21)
Lopen 0.188 0.188
(5.54) (5.52)
R2 0.50 0.50
N 200 200
The values between brackets are Student's t
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iIv) The American countries group

As for the other regions, the results (Table 7) show that international trade plays
an important role in knowledge transmission to the group of American countries.
However, unlike the Asian and European countries, the coefficient of human capital is
positive but not significant. Moreover, human capital does not seem to play any
interactive effect with foreign R&D.

Table 7: Foreign R&D Spillovers and human capital: case of American countries group

Dependent variable: Log of TFP
Independent variables (1) (2)
Constant -0.42 -0.032
(-2.17) (-3.31)
LFRD 0.146 0.084
(13.70) (1.97)
LH 0.0002
(0.93)
LFRD*H 0.0010
(1.48)
Lopen 0.0008 0.0011
(1.59) (2.23)
R2 0.53 0.54
N 190 190
The values between brackets are Student's t

Conclusion

In this paper we studied the interaction effects between human capital and foreign
R&D spillovers on economic growth using a sample of 42 countries. The main findings
and recommendations are as follows:

For all countries, foreign R&D is an important source of economic growth. It is
therefore important for poor countries to keep up with technological developments in
advanced countries in order to promote their economic growth. The positive effects of
openness show that countries that are more open to foreign technology imports and
attract more FDI benefit more from international technology diffusion. It is therefore
important to adopt open strategies and avoid any form of protection in order to benefit
from foreign R&D.

Human capital is an important catalyst for spillovers. In terms of economic
policies, our results suggest that investment in human capital and improved education
levels are essential to benefit from foreign R&D spillovers and to promote economic
growth. Thus, the diffusion of foreign technology requires significant investments in
human capital such as the creation of specialized centers for training and scientific,
technical and technological information that is crucial for the speed of diffusion of new
knowledge. It is also necessary to invest in all factors that increase the local absorption
capacity, such as public infrastructure and institutional environment. The degree of
development of these factors determines a country's ability to benefit from technological
change and to catch up with advanced countries.
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The Effect of Firm Size on Earnings Per Share Through Financial Leverage
An analytical study of a sample of industrial Firms listed on the Iraqi stock exchange
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Abstract :

Purpose : The Firm size is one of the determinants of the
capital structure, in addition, firm size is one of the factors
affecting profitability, and then the study aims to test the
effect of firm size (independent variable) on earnings per
share (dependent variable) through leverage (mediating
variable).

Design, Methodology: The quantitative approach was
adopted, (4) industrial Firms were selected as a sample for
the study, and the study used multiple and simple linear
regression analysis to test the hypotheses of the study, and
the coefficient of interpretation (R2), and the method
(Panel Data) was adopted to analyze the data. In addition,
Eveiws and AMOS are accredited in analysis.

Results : The study found that the Firm Size affects the
earnings per share positively effect, as leverage affects
earnings per share positively effect, as well as that the Firm
Size affects the leverage positively.

Practical effects: The study provides a scientific basis for
the future study, as it is possible to address other variables
and indicators and link them with the variables of the
study, as well as the study can be applied in other sectors,
and the study lays a scientific basis that contributes
significantly to the creation of compatibility between
finance and investment.

Originality, Value: The study contributes to the design of
a model characterized by originality and modernity, (i.e.
linking the Firm Size to earnings per share through
leverage), and this helps Firms to provide the necessary
financing and then employ it in investment optimally and
this contributes significantly to the survival and growth of
Firms, in addition to that the mechanisms provided by the
study contribute significantly to increasing the satisfaction
of shareholders, who are one of the main pillars of the
existence of Firms and then reflect this positively on the
value of the Firm .

Key words: Firm size, earnings per share, leverage,
shareholders.
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Introduction :

The subject of internal determinants of Firms has become one of the important and
sensitive topics, especially in relation to Firms and researchers alike, as the Firm Size
is one of these determinants, so the Firm Size affects investment and financing decisions,
as large Firms have the ability to access capital markets, and this contributes greatly to
the provision of funds in a timely manner and then reflects this significantly on the
ability of these Firms (large size) to create and exploit investment opportunities
optimally, This ultimately leads to increased shareholder satisfaction and orientation
towards investing in these Firms , thereby increasing the value of the Firm and
enhancing the chances of survival and growth. This is consistent with (Hirdinis, 2019),
(Rahman & Yilun, 2021), (Ghofir, & Yusu, 2020), (Niresh & Thirunavukkarasu 2014),
(John & Adebayo, 2013) Studies show that large-sized Firms are able to access capital
markets and this is reflected in the formulation of their financial structures (Al-Najjar &
Kilincarslan, 2018), as the financial structures of these Firms are flexible, large Firms
do not rely on specific sources of financing, which leads large Firms to adopt borrowed
financing, which explains that the Firm Size affects the leverage, Large Firms can
exploit their fixed assets to be provided as collateral in order to obtain the necessary
financing, and then use this money to exploit lucrative investment opportunities. This is
consistent with ( Kartikasari & Merianti, 2016), (Rizgia & Sumiati, 2013), (Trisnawati
et al., 2015). Firms strive to increase earnings per share, because earnings per share
have a prominent role in influencing the behavior of investors, as the main goal of the
investor to invest in one Firm and not others, is the returns he gets from investing in
this Firm compared to the rest of the Firms , Earnings per share are linked to the third
goal of financial management, which is the goal of maximizing the value of the Firm ,
and this goal is one of the contemporary objectives of financial management, hence the
interest in earnings per share as it relates to promoting the survival and growth of the
Firm , if Firms characterized by high EPS are highly valued and then be able to work
under environments characterized by intense competition, As well as the emergence of
many crises in recent times.

The importance of the study is that it addresses variables of great importance at the
corporate level, in addition to that the study dealt with a vital sector, namely the
industrial sector, which is one of the main sectors that contribute significantly to
increasing state revenues, as well as employing a large number of labor, and thus
eliminating unemployment. The study sought to look at a realistic problem suffered by
most Iraqgi industrial Firms , namely the problem of low earnings per share, and the
negative consequences it has on the performance of these Firms and thus threatens their
continuity and survival.
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Methodology
First: - problem

Earnings per share is one of the key elements to consider when analyzing Firms ,
moreover, EPS is one of the most important financial ratios that investors and
stakeholders take into account when making their investment decisions, as the EPS
shows how much profit the shareholder will receive. Earnings per share are mostly used
to assess profitability and risks associated with profit as well as to evaluate the share
price. (Sari, 2021) concluded that low earnings per share negatively affect the Firm 's
value in the financial market. Moreover, Al-Natsheh & Al-Okdeh (2020) concluded that
the low level of EPS led to a decrease in the incentive for investors to invest in Firms ,
as well as concluded (Safitri & Affandi, 2022) that the decline of EPS leads to a decrease
in the value of the Firm , and vice versa.

When you look at the reports issued by the Iragi Stock Exchange, and by applying the
earnings per share index, it is clear that some industrial Firms , including (National Firm
for Metal Industries) and (Iraqi Firm for Engineering Works), for example, suffer from
the problem of low earnings per share. This decline (in earnings per share) affects the
performance of industrial Firms on the one hand, and on the other hand leads to the
aversion of investors to these Firms , which results in a decline in the value of Firms ,
and then these adverse results result in the inability of the Firms sampled to grow and
continue, especially since these Firms operate in a volatile environment on the one hand,
And the presence of competing Firms on the other hand.

From the foregoing, the problem of study can be framed by the following questions :
1- Does the Firm Size affect the earnings per share through leverage?

2- What are the findings of previous literary studies regarding the effect between the
Firm Size, Financial leverage and earnings per share?

3- Can you formulate a model that links the variables of the current study, and then
provide treatments for the problems experienced by the industrial Firms of the study
sample.

Second : - Objectives

The objectives of the study are as follows:

1- Design a model that links the Firm Size, Financial leverage and earnings per share
to address the problems experienced by the industrial Firms of the study sample.

2- Apply the indicators of the study variables to the data of the industrial Firms
sample of the study to determine the level of each of (Firm Size, Financial leverage
and earnings of the share) of these Firms .

3 - Measuring the effect between the variables of the study.

4 - Know the findings of previous studies and literature regarding the type of effect
between the variables addressed by the current study.

5 - Formulate a scientific and practical basis to benefit future studies.

Thiard : - Model
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The study model gives a clear picture of the study variables, and the study dealt with

three variables, where it represents the independent variable (the Firm Size), while the
intermediate variable represents (Financial leverage), and the dependent variable is
represented by earnings per share. The figure below illustrates the study model.

| Log TA | ‘ DR \ | NItoNSR |

FS — = FL e EPS
- H2 = = H3 ==p
‘ ‘ DtoER
H1

Fig 1: Study Model

Source : Preparation of researchers based on the literature of the study

Firth : - Hypotheses
1- The hypothesis of the effect of the Firm Size on earnings per share: Pouraghajan
etal., 2013 concluded that the Firm Size positively affects the earnings per share, and
(Rachmawati, 2021) pointed out that a study (Dogan, 2013) found that the Firm Size
affects positively the earnings per share, as the Firm Size is one of the main
determinants of profitability. Pohan (2020) also concluded that the Firm Size and the
debt-to-asset ratio have a positive and significant effect on the earnings per share of
real estate Firms . Ghofir, & Yusu, 2020: 220) noted that large-scale Firms are better
able to exploit investment opportunities and then make high profits. Hence it can be
said:
(Firm size has a significant positive effect on earnings per share)
The effect between the Firm Size and earnings per share can be represented by the
following equation:

EPS =By + B, FS

EPS :Earnings per share.

B0: Fixed limit.

B1: Effect coefficient.

FS: Firm size.

2- The hypothesis of the effect of the Firm Size on Financial leverage: Akinyi (2019)
concluded that the Firm Size has a positive effect on the Financial leverage.
Vithessonthi & Tongurai (2015) also concluded that Firm size positively affects
Financial leverage. Moreover, Siriwardana & Abeywardhana (2021) concluded that

Dem
Nov

ocratic Arab Center For Strategic, Political & Economic Studies Berlin / Germany o LTt 5l / Tra ST Crcssssadly ke sl Sliaty Al (30 o sZag AN 55 pal

ember (Issue 23) 2023 e 2023 (23 3de) jiadsd /AL GadS



International Journal of Economic Studies Auale=idUl Eiluljall Avdegall Al=unil

the Firm Size has a positive and significant effect on the Financial leverage of
industrial and service Firms in Sri Lanka. Similarly, he concluded (Zuhroh, 2019:
208) that the Firm Size has a positive effect on Financial leverage. Hence it can be
said:

(Firm size has a significant positive effect on Financial leverage)

Through the second main hypothesis, the following sub-hypotheses can be
formulated:
- The Firm Size has significant positive effect on debt ratio, and the following
equation represents this:

DR=[)’0+ ﬁlFS

DR: Debt ratio.

B0: Fixed limit.

B1: Effect coefficient.

FS: Firm size.

- The Firm Size has a significant positive effect on the Debt to equity ratio, and the
following equation represents this:

DtoER = Bo + ﬁl FS
DtoER :debt to equity ratio.

B0: Fixed limit.
B1: Effect coefficient.
FS: Firm size.

3- The hypothesis of the effect of Financial leverage on earnings per share: (Karlina &
Ramadhan, 2019) concluded that Financial leverage positively affects earnings per
share. The results of a study (Putra, 2013) also showed that Financial leverage positively
and morally affects earnings per share. Moreover, he concluded (Li & Hwang, 2011)
that Financial leverage positively affects profitability. A study (Wijaya, 2016) found
that Financial leverage affects earnings per share in the telecommunications industry.
Hence it can be said:

(Financial leverage (with its indicators) has a significant positive effect on earnings
per share)

The effect between Financial leverage and earnings per share can be represented by the
following equation:

EPS = f,+ B1 DR+ B, DtoER
EPS :earnings per share.

BO: Fixed limit.
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B1: Effect coefficient.
DR :Debt ratio.
DtoER :debt to equity ratio.

4- The hypothesis of the effect of the Firm Size on earnings per share through Financial
leverage: Based on the findings of previous studies regarding the direct relationship
between the variables of the study, so the indirect relationship between the variables of
the study will be tested in the current study. The current study assumes that increasing
the Firm Size increases the ability of Firms to adjust the Financial leverage to the target
levels, and then this adjustment (reaching the target levels) will lead to an increase in
earnings per share. Based on the above, the following hypothesis can be formulated:

(Firm size has a significant positive effect on earnings per share through Financial
leverage)

The effect between the Firm Size in earnings per share can be represented by Financial
leverage according to the following equation:

EPS :earnings per share.

B0: Fixed limit.

B1: Effect coefficient.
FS :Firm size.

FL :Financial leverage.
Sixth:- Data

Represent the study community of industrial Firms listed on the Iragi Stock
Exchange. The sample of the study was selected according to several criteria including,
its listing on the Irag Stock Exchange in 2004 and continued within the time limits
(2016-2020), as well as the availability of data both in reports and in bulletins issued by
the Iraq Stock Exchange and the Securities Commission. The table below represents the
sample study.
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Table 1: Firm study sample

Name Eirm Code Esta[t))lishing Listing Capit_al at Eirm Address
ate Date Listing

Metallic Industries IMIB 1964 2004 4000000000 Baghdad

Iraq Engineering Works IHEW 1985 2004 240000000 Baghdad
Al-Mansour Pharmaceuticals IMAP 1989 2004 330000000 Baghdad

Industries

Baghdad Soft Drink IBSD 1989 2004 | 10000000000 Baghdad
Modern Paint Industries IMPI 1976 2004 1755000000 Baghdad

Source: Financial reports issued by the Iraq Stock Exchange.

Theoretical framework of the study
First: - The concept of the Firm Size

The Firm Size is one of the main determinants of the Firm 's profitability (Hirdinis,
2019: 179), and therefore the Firm Size improves the performance of the Firm, so Firms
always seek to increase their size (Rahman & Yilun, 2021:101). Ghofir, & Yusu, 2020:
220) points out that large-scale Firms have large capital and high profits. Investors
usually take the size of a Firm into account when they go to invest in Firms , as the
activities of large-scale Firms are diverse (Sukma et al., 2022: 29), large Firms attract
investors, as well as creditors trust that large Firms are less at risk of bankruptcy
(Ladewi, 2022: 88). Thus, the Firm Size is a decisive factor for its success due to
economies of scale, which leads to its acquisition of a competitive advantage in the form
of reducing costs and increasing market share (Ayuba et al., 2019: 59). The size of a
Firm is one of the variables widely used in clarifying changes in the financial statements
of Firms , and large Firms usually publish their financial statements compared to small
Firms (Respati & Oktaviani, 2022: 31). Large Firms display their financial statements
because they are mostly subject to public supervision (Karina, R., & Soenarno,
2022:296). Large Firms will be able to access the capital market, and then these Firms
will have access to the capital market and then get the money in a timely manner.
Therefore, larger size Firms are expected to have the ability to make larger profits, by
increasing their ability to optimally exploit investment opportunities, as well as being
able to pay higher profits compared to small businesses (Sitepu, 2022: 135), and Firm
size is one of the factors influencing the growth of the Firm (Kim, 2022: 167), as Kim,
2022: 167) indicates that the growth rate increases as the Firm Size increases, and that
the optimal use of the Firm 's assets leads to higher earnings per share (Sihombing et al.,
2021:6586). (Chandra et al., 2020:59), (Karina, R., & Soenarno, 2022:296) defines Firm
size as a measure expressed in various ways, such as record size, market capitalization,
total assets... Etc. Atmaja (2008) defined a Firm 's size as a measure of corporate
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classification, which is the total assets a Firm owns (Zuhroh, 2019: 208). The Firm Size
is the total assets owned by the Firm (Sihombing et al., 2021:6586).

Measuring the Firm Size

The size of a Firm is measured by the natural logarithm of total assets (Hirdinis, 2019:
179), (Yuliarti & Diyani, 2018: 231), and according to the following equation: (Ayuba
etal., 2019:65)

FS=log TA

FS: Firm Size.
log TA :Natural logarithm of total assets.
Second: - The concept of Financial leverage

The term Financial leverage describes the ratio of long-term debt to total equity in a
capital structure (Ibrahim & Isiaka, 2020: 126). Financial leverage means that a Firm
resorts to borrowing to finance investments (Indrawan & Damayanthi, 2020: 10), (Bitok
et al., 2021: 6), Financial leverage is a combination of long- and short-term debt in a
Firm 's financial structure (Abubakar, 2021: 1471), and Financial leverage is a key
component of the corporate financial structure (Onyema & Oji, 2018: 47), (Fitrianingsih
et al., 2022:22). Financial leverage has been the focus of many theories in the field of
financial thought in general and capital structure in particular, including (Modigliani
and Miller, 1958), (Modigliani and Miller, 1963), agency theory, swap theory and
capture theory (Ibrahim & Isiaka, 2020: 126). Financial leverage is the process of using
debt as sources of financing in order to exploit investment opportunities, hence the
reflection of this on profitability (Al-Slehat et al., 2020: 110). Financial leverage is one
of the main determinants of profitability (Dzafic & Polic, 2019: 66). Padmini & Ratnadi
(2020:197) believes that Financial leverage is the financing of part of a Firm 's assets
with fixed-interest rate securities, and this measure contributes to improving
profitability, but the Firm must take into account that ineffective use of debt (poor debt
management) will increase the risk of bankruptcy. On the other hand, Bui (2020: 286)
points out that Financial leverage leads to improved financial performance, as
financially raised Firms enjoy the advantages of tax savings (lower taxable income),
i.e. a decrease in the total amount of income tax that the Firm has to pay to the state,
and therefore it can be said that Financial leverage improves the financial performance
of the Firm . Moreover, Financial leverage will increase asset growth and thus sales
growth (Samo & Murad, 2019: 294). Raymar (1991) defines Financial leverage as the
extent to which a Firm relies on loans to finance its investments (Pham, & Nguyen,
2019: 4). (Al-Slehat et al., 2020: 110) defined Financial leverage as the use of debt in a
capital structure, as a Firm resorts to this measure to exploit investment opportunities.
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(Bunyaminu,2021: 69) defined Financial leverage as the ratio of total liabilities to total
assets. (Ibrahim & lIsiaka, 2020: 126) defines Financial leverage as the level of debt
included in a Firm's capital structure as opposed to ownership. Financial leverage is the
ratio of the total market capitalization of a debtor Firm to the total market capitalization
of its shares (Abubakar, 2021: 1471).

Financial leverage Measurement

Financial leverage is measured by the ratio of total liabilities to total assets (debt
ratio), and the Debt to equity ratio (Oware & Mallikarjunappa, 2019: 306), (Zelalem,
2020: 64), (Al-Slehat et al., 2020: 110).

1- The ratio of liabilities to assets: which is the ratio of liabilities to assets, and the
higher this ratio indicates the increase in Financial leverage Ruslim & Muspyta, 2021:
40)), according to the following equation: (Al-Slehat et al., 2020: 110).

TL

DR = —-
TA

Debt ratio: Debt ratio.
TL: Total liabilities.

TA: Total assets.

2- Debt to equity ratio: It is the Debt to equity ratio, and the higher this ratio indicates
the greater the Firm 's dependence on debt to finance investments (Zelalem, 2020: 64),
and according to the following equation: (Onyema & Oji, 2018: 47), (Banal Estanol et
al., 2022: 12), (Gamlath, 2019: 4)

Dto ER = L2
OER =g

Dto ER: Debt to equity ratio.

TD: Total debt.

TE: Total Equity.

Third: - The concept of earnings per share

The EPS is the backbone that underpins strategic decisions, such as valuing shares,
developing incentive plans and negotiating mergers and acquisitions. Earnings per share
are the most common measure of financial performance (de Wet, 2013: 265), and
earnings per share is seen as one of the methods adopted to measure shareholder profits
(Arsal, 2021: 12). Shareholders are interested in Firms that achieve a high EPS

Democratic Arab Center For Strategic, Political & Economic Studies Berlin / Germany o LTt 5l / Tra ST Crcssssadly ke sl Sliaty Al (30 o sZag AN 55 pal

November (Issue 23) 2023 e 2023 (23 3de) jiadsd /AL GadS



International Journal of Economic Studies Auale=idUl Eiluljall Avdegall Al=unil

(Fitriyani et al., 2022: 4563). Earnings per share (Tobias & Macharia, 2019: 20), a rise
in EPS gives positive signals that attract investors to buy Firm shares, and ultimately
leads to a rise in the Firm 's value (Hidayat et al., 2022: 5156). Directors usually strive
to achieve the goals of shareholders and since earnings per share is an indicator of
shareholders' earnings, The administration therefore seeks to maximize (EPS) (de Wet,
2013: 265). Earnings per share is one of the financial performance indicators that shows
the erection per share of the profits achieved, and paragraph 14 of IAS 33 indicated that
a Firm 's profits should be adjusted through tax expenses and dividends for preferred
shares (Mathews, 2022: 123). Rachmad, 2018) defines earnings per share (EPS) as the
ratio of net profit after tax to the number of shares. As earnings per share (EPS) are used
to calculate dividends for shareholders, the higher the value of earnings per share, the
greater shareholder satisfaction (Risanti & Murwanti, 2022: 10710), (Bessong et al.,
2020: 3716). In what Siauwijaya (2020: 279) defined earnings per share as earnings
obtained from each stock, It is the profits obtained from each stock, and is a useful
measuring tool for comparing an entity's profits from time to time. Sudibyo (2021: 52)
defined earnings per share as a ratio showing the amount of profit an investor or
shareholder receives per share, and an EPS equal to net income divided by the number
of common stocks. Earnings per share of profits earned per share are one of the main
indicators of a Firm 's profitability (Amiputra et al., 2021: 202).

Measuring earnings per share

Earnings per share is calculated by dividing earnings after interest and taxes (net
income) by the number of shares (Umelo et al., 2021:127), and as in the equation below:
(Brigham & Ehrhardt, 2017: 117), (Umelo et al., 2021:127) (Maulidina et al., 2021:8),
(Fitriyani et al., 2022: 4563), (Siauwijaya, 2020: 279)

EPS = NI
NS

EPS: earnings per share.

NI: Net income.

NS: Number of Sharres Outstanding.

Practical framework of study

First: - Financial analysis of the variables of the study

1- Analysis of the Firm Size: Through this paragraph, the results of the Firm Size for
the period (2016-2020) are presented and analyzed.
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Table 2: Results of the analysis of firm size

Firm Name /Year 2016 2017 2018 2019 2020 | Average
Metallic Industries 9432 | 9.381 | 9.364 | 9.355 | 9.340 9.375
Iraq Engineering Works 9.134 | 9.105 | 9.112 | 9.101 | 9.050 9.100
Al-Mansour Pharmaceuticals Industries 9911 | 9.906 | 9.978 | 9.842 | 9.744 9.876
Baghdad Soft Drink 11.421 | 11.508 | 11.544 | 11.606 | 11.680 | 11.552
Modern Paint Industries 9.692 | 9.686 | 9.664 | 9.715 | 9.694 9.690
Period Average 9.918 | 9917 | 9.933 | 9.924 | 9.902 9.919

Source: output (Excel).

It is clear from Table 2 that Firms have achieved a variation in the natural logarithm
of total assets. The Iraq Engineering Works firm has achieved the lowest rate among the
industrial firms researched, with the Firm's average (9.100), and it has achieved the
highest value in the year (2016) if the value of the logarithm in this year (9.134), and in
the year (2020) the Firm achieved the lowest value, as the value of the logarithm
(9.050). Baghdad Soft Drink firm achieved the highest average among the industrial
firms researched. The firm's average was (11.552). It achieved the highest value in the
year (2020) with the value of the logarithm in this year (11.680), and in the year (2016)
the Firm achieved the lowest value, with the value of the logarithm (11.421). The rest
of the Firms have achieved varying rates between the highest and lowest value.
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Figure 2: Firm size curve

Figure 2 shows the duration rate, and shows the low natural logarithm rate of total
assets for the time series. It was the lowest rate in 2020, at 9.902. The highest rate was
in 2018, at 9.933.
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2- Financial leverage analysis: In this paragraph (Debt ratio, Debt to equity ratio) for
the period (2016-2020) is presented and analyzed.

Table 3: Results of the analysis of the debt ratio

Firm Name /Year 2016 | 2017 | 2018 | 2019 | 2020 | Average
Metallic Industries 1.289 | 1.640 | 2.103 | 2.332 | 2.463 1.966
Irag Engineering Works 0.033 | 0.035 | 0.090 | 0.082 | 0.089 0.066
Al-Mansour Pharmaceuticals Industries 0.076 | 0.059 | 0.190 | 0.207 | 0.090 0.124
Baghdad Soft Drink 0.099 | 0.048 | 0.049 | 0.093 | 0.108 0.079
Modern Paint Industries 0.018 | 0.015 | 0.016 | 0.034 | 0.022 0.021
Period Average 0.303 | 0.360 | 0.490 | 0.550 | 0.555 0.451

Source: output (Excel).

It is clear from Table 3 that Firms have achieved a disparity in the debt ratio. The
Modern Paint Industries firm has achieved the lowest rate among the researched
industrial firms , as the firm's average was (0.021), and it achieved the highest debt ratio
in the year (2019) if the debt ratio in this year (0.034), while it achieved the lowest debt
ratio in the year (2017), as the debt ratio in this year (0.015). On the other hand, the
Metallic Industries firm achieved the highest average among the industrial firms
researched, with the firm's average (1.966). It achieved the highest debt ratio in the year
(2020) as the debt ratio in this year (2.463), while the lowest debt ratio achieved by the
Firm was in the year (2016) as debt ratio in this year (1.289). The rest of the Firms have
achieved varying rates between the highest and the lowest.
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Figure 3: Debt ratio curve

Figure 3 shows the duration rate, and shows the high rate of debt ratio for the time
series. It was the lowest rate in 2016, at 0.303. The highest rate was in 2020, at 0.550.
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Table 4: Results of the analysis of the Debt to Equity ratio

Firm Name /Year 2016 | 2017 | 2018 | 2019 | 2020 | Average
Metallic Industries 0.446 | 2561 | 1.906 | 1.751 | 1.683 1.670
Irag Engineering Works 0.034 | 0.036 | 0.099 | 0.090 | 0.098 0.071
Al-Mansour Pharmaceuticals Industries 0.082 | 0.062 | 0.236 | 0.261 | 0.087 0.146
Baghdad Soft Drink 0.110 | 0.051 | 0.052 | 0.102 | 0.121 0.087
Modern Paint Industries 0.018 | 0.016 | 0.016 | 0.036 | 0.023 0.022
Period Average 0.138 | 0.545 | 0.462 | 0.448 | 0.403 0.399

Source: output (Excel).

Itis clear from Table 4 that Firms have achieved a disparity in the debt to equity ratio.
The Modern Paint Industries firm has achieved the lowest rate among the researched
industrial firms , with the firm's average (0.022), and has achieved the highest debt to
equity ratio in 2019 if the debt to equity ratio in this year (0.036), while it achieved the
lowest debt to equity ratio in the years (2017) and (2018), as the debt to equity ratio in
these two years (0.016). On the other hand, the Metallic Industries firm achieved the
highest average among the industrial firms researched, with the firm's average (1.670).
It achieved the highest debt to equity ratio in 2017 with the debt to equity ratio in this
year (2.561), while the lowest debt to equity ratio achieved by the firm was in 2016,
with the debt to equity ratio in this year (0.446). The rest of the firms have achieved
varying rates between the highest and the lowest.
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Figure 4: Debt to equity ratio curve

Figure 4 shows the duration rate, and shows the high debt to equity ratio for the time
series. The lowest rate in 2016 was 0.138. The highest rate was in 2017, at 0.545.

Democratic Arab Center For Strategic, Political & Economic Studies Berlin / Germany o LTt 5l / Tra ST Crcssssadly ke sl Sliaty Al (30 o sZag AN 55 pal

November (Issue 23) 2023 e 2023 (23 3de) jiadsd /AL GadS



International Journal of Economic Studies

Asalemisll gilljall Augall Al=wnll

3- Analysis of earnings per share: In this paragraph, the results of the ratio of net income
to the number of shares for the period (2016-2020) are presented and analyzed.

Table 5: Results of the analysis of the earnings per share

Firm Name /Year 2016 2017 2018 2019 2020 Average
Metallic Industries -114.605 -1.608 | -2.180 | -1.116 -0.491 | -24.000

Iraq Engineering Works -14.448 -5423 | -1.170| -1816| -12.206 | -7.012
Al-Mansour Pharmaceuticals Industries -0.137 0.051| 0.064 | -1.165 0.089 -0.220
Baghdad Soft Drink 1.981 3.164 | 4.816 | 7.856 8.558 5.275

Modern Paint Industries -1.090 | -28.768 | -1.293| -0.234 -3.727 -7.022

Period Average -25.660 -6.517 | 0.047 | 0.705 -1.555 -6.596

Source: output (Excel).

It is clear from Table 5 that Firms have achieved a variation in earnings per share.
The Metallic Industries firm has achieved the lowest rate among the industrial firms
researched, with the firm's average (-24.000), and has achieved the highest earnings per
share in the year (2020) if the earnings per share in this year (-0.491), while it achieved
the lowest earnings per share in the year (2016), as the earnings per share in this year (-
114.605). On the other hand, Baghdad Soft Drinks firm achieved the highest average
among the industrial firms researched, with the firm's average (5.275). It achieved the
highest earnings per share in the year (2020) as the earnings per share in this year
(8.558), while the lowest earnings per share achieved by the firm was in the year (2016)
where the earnings per share in this year (1.981). The rest of the firms have achieved
varying rates between the highest and the lowest.
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Figure 5: Earnings per share curve
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Figure 5 shows the duration rate, and shows the high earnings per share rate for the
time series. It was the lowest rate in 2016, at -25,660. The highest rate was in 2019, at
0.705.

Second: - Statistical analysis of study variables

1- Time series stability test: The time series stability test is often performed to achieve
a certain goal, and this goal is to address the problems that may arise represented by
the high amount of the determination coefficient (if the height is not real), as well
as the high beta value. Time series stability is tested by unit root testing, as a period
change may cause a change in the shape of the distribution. The stability of the series
for the three study variables will be tested. As shown in the figure below.

Table 6: unit root test for study indicators

Indications Level First Deference
ADF Result ADF Result
Statistics Statistics
Log TA -27.60850*** Stationary - -
DR -17.14730*** Stationary - -
DtoER -23.72416*** Stationary - -
NIto NS R -9.34916*** Stationary - -

Source: output of the Eveiws.

Itis clear from Table (6) that all indicators were stable at the level, that is, the time
series is stable and that all indicators have computational media and constant
variance, so the results of the analysis are accurate and reliable, so the multi-
regression method will be adopted to measure and analyze the effect between the
study variables.

2- Analysis and testing of the hypothesis of the first study (the firm size has a
significant positive effect on the earnings per share), as the program (EViews) will
be adopted in the analysis and extraction of results.
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Table 7: The results of testing the effect of firm size on the earnings per share for the study
sample firms
independe | dependent | Coefficient | Std. Error | t-Statistic | P Value Decision
nt variable
indicators
FS EPS 0.587 0.491 11.657 0.000 Accept the
hypothesis
C 0.54 Method: Pooled Least Squares
R? 0.61
F-statistic 7.103 EPS=(0.54)+(0.587)FS
F Sig 0.000
Fixed Effects (Cross) Fixed Effects (Period)
Cross Coefficient | Arrangement Period | Coefficien | Arrangement
t
IMIB-C 0.23 2 2016-C -0.02 5
IHHEW-C 0.27 1 2017-C 0.04 3
IMAP-C 0.02 5 2018-C 0.01 4
IBSD-C 0.16 3 2019-C 0.09 1
IMCI-C 0.05 4 2020-C 0.07 2

Source: output of the Eveiws.

According to the results of Table (7), the Firm Size has a significant positive effect
on the earnings per share, and the amount of effect has reached (0.587), and the value
of (P Value) (0.000), which is less than (0.05). Based on these results and the
significance of (F) it can be said to accept the first hypothesis, as the coefficient of
determination (R?) (0.65) and this indicates that the firm Size explains (0.61) of the
change in earnings per share.

The results of Table (7) show that (Iragi Engineering Works Firm) was characterized
by the percentage of the effect of the firm size on the earnings per share, while (Al-
Mansour Pharmaceutical Industries Firm) was in the last rank in terms of the percentage
of the effect of the firm size on the earnings per share. As for the degree of differentiation
at the level of years, the year (2019) was the highest in terms of the percentage of the
effect of the firm size on earnings per share, and the year (2016) was the lowest in terms
of the percentage of the effect of the firm size on the earnings per share.
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3- Analysis and testing of the hypothesis of the second study (the firm size has a
significant positive effect on financial leverage), as the program (EViews) will be
adopted in the analysis and extraction of results. Sub-hypotheses emanating from the
second main hypothesis will be tested.

- Test the hypothesis of the effect of the Firm Size on Debt ratio.

Table 8: The results of testing the effect of firm size on the debt ratio for the study sample firms

independent dependent Coefficient Std. Error t-Statistic P Value Decision
indicators variable
FS DR 0.612 0.632 14.021 0.000 Accept the
hypothesis
C 0.59 Method: Pooled Least Squares
R? 0.67
F-statistic 9.013 DR=(0.59)+(0.612)FS
F Sig 0.000
Fixed Effects (Cross) Fixed Effects (Period)
Cross Coefficient Arrangement Period Coefficient Arrangement
IMIB-C 0.19 1 2016-C 0.05 3
IHEW-C 0.01 3 2017-C -0.05 4
IMAP-C -0.03 4 2018-C -0.08 5
IBSD-C -0.10 5 2019-C 0.07 2
IMCI-C 0.09 2 2020-C 0.12 1

Source: output of the Eveiws

According to the results of Table (8), the firm size has a significant positive effect on
the debt ratio, and the amount of effect has reached (0.612), and the value of (P Value)
(0.000), which is less than (0.05). Based on these results and the significance of (F) it
can be said to accept the first sub-hypothesis, as the coefficient of determination (R?)
(0.67) and this indicates that the firm size explains (0.67) of the change in debt ratio.

The results of Table (8) show that (Metallic Industries firm) was characterized by the
percentage of the effect of the firm size on debt ratio, while (Baghdad Soft Drink Firm)
was in the last ranking in terms of the percentage of the effect of the firm size on debt
ratio. As for the degree of differentiation at the level of years, the year (2020) was the
highest in terms of the percentage of the effect of the firm size in debt ratio, and the year
(2018) is the lowest in terms of the ratio of the effect of the firm size on debt ratio.

- Test the hypothesis of the effect of the Firm Size on the Debt to equity ratio.
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Table 9: The results of testing the effect of firm size on the debt to equity ratio for the study sample firms

independent dependent Coefficient Std. Error t-Statistic P Value Decision
indicators variable
FS DtoER 0.597 0.493 12.027 0.010 Accept the
hypothesis
C 0.47 Method: Pooled Least Squares
R? 0.65
F-statistic 7.998 D to E R =(0.47)+(0.597)FS
F Sig 0.000
Fixed Effects (Cross) Fixed Effects (Period)
Cross Coefficient Arrangement Period Coefficient Arrangement
IMIB-C -0.01 3 2016-C 0.14 1
IHEW-C -0.06 4 2017-C 0.03 4
IMAP-C 0.08 1 2018-C 0.07 2
IBSD-C 0.03 2 2019-C -0.02 3
IMCI-C -0.10 5 2020-C -0.06 5

Source: output of the Eveiws.

According to the results of Table (9), the firm size has a significant positive effect on
the debt to equity ratio, and the amount of effect has reached (0.597), and the value of
(P Value) (0.01), which is less than (0.05). Based on these results and the significance
of (F) it can be said to accept the second sub-hypothesis. The determination coefficient
(R?) was (0.65) and this indicates that the firm size explains (0.65) of the change in the
Debt to equity ratio.

The results of Table (9) show that (Al-Mansour for Pharmaceutical Industries Firm)
was characterized by the ratio of the effect of the firm size on debt to equity ratio, while
(Modern Paint Industries Firm ) was in the last rank in terms of the ratio of the effect of
the firm size on debt to equity ratio. As for the degree of differentiation at the level of
years, the year (2016) was the highest in terms of the ratio of the effect of the firm size
on debt to equity ratio, and the year (2020) is the lowest in terms of the ratio of the effect
of the firm size on debt to equity ratio.

3- Analysis and testing of the hypothesis of the third study (Financial leverage has a
significant positive effect on earnings per share), as the program (EViews) will be
adopted in the analysis and extraction of results.
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Table 10: The results of testing the effect of financial leverage on the earnings per share for the study sample
firms
independent dependent Coefficient Std. Error t-Statistic P Value Decision
indicators variable
DR EPS 0.428 0.170 4.489 0.000 Accept the
hypothesis
DtoER EPS 0.389 0.099 3.898 0.010 Accept the
hypothesis
C 0.26 Method: Pooled Least Squares
R? 0.50
F-statistic 5.689 EPS=(0.26)+(0.428)DR+(389) D to E R
F Sig 0.000
Fixed Effects (Cross) Fixed Effects (Period)
Cross Coefficient Arrangement Period Coefficient Arrangement
IMIB-C 0.02 1 2016-C -0.06 4
IHEW-C -0.04 3 2017-C 0.07 2
IMAP-C 0.01 2 2018-C 0.11 1
IBSD-C -0.13 5 2019-C -0.08 5
IMCI-C -0.09 4 2020-C -0.03 3

Source: output of the Eveiws.

According to the results of Table (10), debt ratio has a significant positive effect on the
earnings per share, and the amount of effect has reached (0.428), and the value of (P
Value) (0.000), which is less than (0.05), and that the debt to equity ratio has a positive
effect on the earnings per share, and the amount of effect has reached (0.389), and the
value of (P Value) (0.01), which is less than (0.05). Based on these results and the
significance of (F) it can be said to accept the third main hypothesis. The determination
coefficient (R?) has reached (0.50) and this indicates that the Financial leverage explains
(0.50) of the change in earnings per share.

The results of Table (10) show that (Metallic Industries Firm) was characterized by
the ratio of the effect of financial leverage in the earnings per share, while (Baghdad
Soft Drink Firm ) was in the last rank in terms of the ratio of the effect of financial
leverage on earnings per share. As for the degree of differentiation at the level of years,
the year (2018) was the highest in terms of the ratio of the effect of financial leverage
on earnings per share, and the year (2019) was the lowest in terms of the ratio of the
effect of financial leverage on earnings per share.
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5- Analysis and testing of the hypothesis of the fourth study (firm size affects on
earnings per share through financial leverage), as the program (AMOS) will be adopted
in the analysis and extraction of results.

According to the hypothesis of the fourth study, firm size will increase the earnings per
share through financial leverage, as industrial firms will resort to using their assets to
provide the necessary financing by resorting to capital markets (using assets as collateral
to obtain the required financing, and therefore this will increase their ability to exploit
investment opportunities optimally, which reflects positively on earnings per share.
Figure 6 and Table 11 show the results of the analysis.

F

.61 732

Fs 32
= .6

Figure 6: Testing the effect between firm size, financial Financial leverage and earnings per share
Source: output of the AMOS

Table 11: The results of testing the effect between firm size, financial Financial leverage and earnings per share

Path Estimate S.E. CR P
FS= >FL 0.61 0.13 9.15 0.000
FL = >EPS 0.72 0.22 15.78 0.000
FS= > EPS 0.32 0.04 2.19 0.010

Source: output of the AMOS.

Itis clear from the results of Figure (6) and Table (11) that firm size affects on financial
leverage of a significant positive effect, as the amount of effect (0.61), and that the
values of both (P, C.R.) indicate the achievement of the significant of the effect, if it is
within the required ranges. In addition, financial leverage affects earnings per share
significantly by (0.72), and the values of both (P, C.R.) indicate that the significant of
the effect has been achieved, as it is within the required ranges.

From the results of Figure 6 and Table 11 above, it is clear that the direct effect of the
firm size on earnings per share is less than the indirect effect (the effect of the firm size
on earnings per share through financial leverage), and based on these results the fourth
hypothesis is accepted.
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CONCLUSION

1- The findings of the current study are in line with the findings of most studies, which
is that the firm size affects a positive and significant on the earnings per share.

2- The results showed a decrease in earnings per share of Metallic Industries firm.
3- Decrease in earnings per share of Iraq Engineering Works firm.

4- There is a significant positive effect of financial leverage on earnings per share, as
resorting to adjusting the financial leverage according to the nature of Iraqi firms,
contributes significantly to increasing the earnings per share.

5- The results showed that Baghdad Soft Drink Firm has achieved the highest average
of earnings per share.

6- There is a significant positive effect of the firm size on earnings per share through
financial leverage, (indirect effect) higher than the direct effect, we conclude from this
that large firms are able to adjust the debt ratio by providing their assets as collateral to
obtain the necessary financing.

RECOMMENDATIONS

1- The need to conduct further studies on the variables of the current study, and to
include sectors other than those dealt with in the current study.

2- The researchers recommend the managers of the Metallic Industries Firm to adopt
the internal sources of financing in the financing, as well as to create a balance between
short-term investment and long-term investment, as this helps it to increase its
investment capacity, and thus increase the profitability per share.

3- The need for managers in the Iraq Engineering Works Firm to set target levels of debt
ratio , as well as to rely on specific sources of financing, as this leads to an increase in
the ability to invest and then to increase profitability.

4- The researchers recommend that the firms in the study sample adopt the approach of
pecking-order theory in financing, (retained earnings, borrowing, issuing shares), as the
adoption of this approach leads to an increase in the ability to investment and then the
earnings per share.

5- Baghdad Soft Drinks Firm can adjust its financial leverage in line with the optimal
exploitation of investment opportunities (enhance profitability), especially since its
profits are high, and this is reflected in its ability to meet its financial obligations (free
from the restrictions of bankruptcy).

6- The researchers recommend that the industrial firms of the study sample (with low
financial leverage), adjust the debt ratio, and this is done by providing their assets as
collateral to obtain the necessary financing, and this ultimately leads to an increase in
the earnings per share and then maximize the value of the firm .
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