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The Moderating Effect of Firm Size on Board Independence
And The Cost of Equity Capital: An Empirical Study on
Companies Listed in The Egyptian Stock Exchange

Abstract:

This study aims to examine the effect of board independence
on the cost of equity capital, in addition to investigating the
moderating effect of firm size. Using a sample of 55 listed
companies on the Egyptian Exchange (EGX) were tested
empirically from 2014 to 2022 using E-views statistical package
for analysis and testing hypotheses purposes.

The results showed a significant negative effect of board
independence on the cost of equity capital. Accordingly, this
study provides evidence on the importance of board independence
in lowering the associated risks with the investment which in turn
leads to a lower return required by investors (cost of equity
capital). In addition, the findings of this study support agency
theory, signaling theory and stakeholder theory. Moreover, the
results demonstrated a moderating effect of firm size on board
independence and the cost of equity capital. However, this effect
was positive thus supporting the resource dependence theory
suggesting that board independence in large firms increases the
cost of equity capital.

To validate the current research findings, we conducted a
sensitivity analysis by using alternate measurement of the
dependent variable (cost of equity capital) and this contributed to
the validation and reliability of the main analysis.

This study contributes to the existing literature of agency,
signaling and stakeholder theories by examining the effect of
board independence on the cost of equity capital. Also, it provides
empirical evidence from the Egyptian business environment on
the importance of board independence in lowering the cost of
equity capital.
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