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The moderating effect of different financing sources on the 

relationship between research and development (R&D) expenditures 

and the future performance of companies: An applied study on the 

health care and pharmaceutical sector in Egypt. 

    The most important characteristic of the pharmaceutical industry is 

that it is a technology-intensive industry that relies on increasing and 

continuous spending on R&D activities to improve the quality of 

medicine on the one hand, and on the other hand, to confront emerging 

diseases and global epidemics such as the Covid-19 pandemic. 

Therefore, corporate boards of directors should focus on managing and 

identifying the financing sources necessary for the continuity of 

spending on R&D activities, as an inappropriate source of financing 

leads to significant financial risks, which may result in deterioration in 

future performance and risks of not continuing and business surviving. 

    Considering the mixed opinions about the relationship between R&D 

investments, financing sources, and the future performance of 

companies, it was not clear whether the difference in financing sources 

has a direct or indirect impact on the relationship between R&D 

expenditures and the future performance of companies. Therefore, this 

research aimed to test the impact of the intensity of R&D on the future 

performance of companies represented in future cash flows as an 

accounting measure, and future stock returns as a market measure for 

the future performance of companies. In addition to testing the 

moderating role of different finaning sources (ownership financing 

versus debt financing) on the strength and direction of the relationship 

between R&D activities and the future performance of companies for a 

future period estimated at 5 years, based on a sample of companies 

operating in the health care and pharmaceutical sector in the Egyptian 

business environment . 
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    The study sample included all pharmaceutical companies listed on 

the Egyptian Stock Exchange, which disclose R&D expenditures in 

their financial statements. The study sample was limited to 9 

companies, with a total of 189 observations during the period between 

2001-2022. In addition, a sensitivity analysis was conducted to test the 

impact of the Covid-19 pandemic on the analysis of the moderating 

impact of financing sources on the strength and direction of the 

relationship between R&D expenditures and corporate risks, depending 

on the period (2015-2018) as the period before the pandemic and the 

period (2019-2022) as the period of the pandemic and beyond . 

    The results of the study showed that there is a positive and significant 

impact of R&D activities on the future performance of the company 

represented in future cash flows, while there was no relationship with 

future stock returns, and this may be due to the inefficiency of stock 

markets in the Egyptian business environment. The study also found 

that there was a positive effect of internal financing on the relationship 

between R&D expenditures and future cash flows, and on the contrary, 

there was a negative impact of external financing on the relationship 

between R&D expenditures and future cash flows. On the other hand, 

the study did not find any effect of internal or external financing on the 

relationship between R&D expenditures and future stock returns. The 

results of the sensitivity analysis also showed that there is a positive and 

significant impact of the Covid-19 pandemic on the relationship 

between the R&D intensity and fluctuations in stock returns, due to the 

interest of companies to increase spending on R&D activities after the 

pandemic . 

 

Keywords: research and development intensity, financing sources, 

future performance of companies, "Covid-19" pandemic, Healthcare 

and pharmaceutical sector. 
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  المبيعات صافي من  كنسبة والتطوير البحث على  الإنفاق للصناعة والتطوير البحث وزن يمثل 2
3 European Federation of Pharmaceutical Industries and Associations (EFPIA) 
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