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The Effect of the level of the accounting Conservatism on the
cost of capital - an empirical study on firmslisted on the
Egyptian Stock of Exchange

Abstract:

This study aims at testing the effect of the two types of accounting
conservatism ex ante (balance sheet or unconditional) conservatism and ex post
(earnings or conditional) conservatism on the cost of capital (COC). This study
also examined the effect of the size of the company on this relationship as a
Moderate variable of the relationship by using a sample of companies listed on the
Egyptian Stock Exchange -EGX100 index- for a period of three years from 2013
to 2015. The study uses the Givoly and Hayn (2000) model as a measure of
conditional conservatism and the market value to the book value as a measure of
unconditional conservatism.

The results of this study showed that, of the variables studied, only the
relationship between the unconditional conservatism and the cost of equity was
statistically significant, while, there was no stetistically significant relationship
between the conditional conservatism and the cost of equity. However, it was
found that there was no significant relationship statistically between different
dimensions of accounting conservatism (unconditional or conditional) and the cost
of debt. Finaly the results of the study showed that, there was no significant
impact of firm size on the relationship between the conditional conservatism and
the cost of equity. In addition, there is no significant impact of firm size on the
relationship between unconditional conservatism and the cost of equity. However,
it was found that, there was no significant impact of firm size on the relationship
between the conditional conservatism and the cost of debt.In addition, there is no
significant effect of firm size on the relationship between the unconditional
conservatism and the cost of debt. These findings provide new insights into the
relationship between accounting conservatism ex ante (balance sheet or
unconditional) conservatism and ex post (earnings or conditional) conservatism
and the cost of capital.

Keywords: conditional conservatism, unconditional conservatism, cost
of Equity, cost of Debt.
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