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Abstract 

This study examines the relationship between financial strategic 
decisions and corporate performance among non-financial firms listed on 
the Algerian Stock Exchange from 2011 to 2023. Using panel data 
methodology with advanced econometric techniques including Fixed Effects 
models and General-to- Specific (GETS) automatic modeling, we analyze 
four publicly traded companies to investigate how investment and financing 
policies affect Return on Assets (ROA).  

Our empirical findings demonstrate that investment policy exhibits a 
statistically significant positive correlation with financial performance (β = 
6.86e-12, p < 0.01), while financing policy shows a negative but less 
consistent relationship. Robustness testing through quantile regression 
confirms investment policy's critical importance across performance 
distributions. The GETS methodology identifies significant temporal effects 
during crisis periods (2011, 2020-2021), highlighting emerging market 
vulnerability to external shocks. These results extend corporate finance 
theory to the understudied North African context and provide actionable 
insights for managers, investors, and policymakers in developing 
economies. 
Keywords: Corporate finance, Financial strategy, Emerging markets, Panel 
data, Investment policy, Algeria, ROA 
JEL Classification Codes: G30, G31, G32, C23, O16, O55, F65 

  

1- Introduction 
Corporate financial strategy represents the cornerstone of 

modern business management, encompassing critical decisions 
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regarding capital procurement and resource deployment to 
maximize shareholder value  (Brealey & et al, 2020, pp. 45-67). 
While extensive research has explored financial strategy-
performance relationships in developed markets, empirical 
evidence from emerging economies, particularly North African 
exchanges, remains remarkably limited. This gap becomes 
especially pronounced in the Algerian context, where the 
interaction between investment decisions and financing choices 
with corporate performance requires comprehensive 
investigation.  

Algeria's economy, traditionally dependent on hydrocarbon 
resources, has pursued economic diversification through private 
sector development and capital market reforms. The Algerian 
Stock Exchange (SGBV), reestablished during the 1990s, serves 
as a mechanism for capital mobilization, albeit within a 
constrained environment characterized by limited listings and 
liquidity (Bellalah, 2013, pp. 156-178). This unique market 
structure provides an ideal laboratory for examining financial 
strategy effectiveness in resource-constrained emerging market 
environments. 

Despite theoretical advances in understanding financial 
strategy impacts on performance (Myers & Majluf, 1984, pp. 
187-221); (Jensen, 1986, pp. 323-329), empirical studies 
investigating these relationships within the Algerian market 
remain notably absent. This research addresses this significant 
gap by examining the fundamental question: How do financial 
strategic decisions influence corporate performance among 
companies listed on the Algerian Stock Exchange? 

   

1.1- Research Objectives and Contributions 
This investigation pursues several interconnected objectives 

that advance both theoretical understanding and practical 
application of corporate finance principles in emerging markets: 

 Quantify the empirical relationship between investment policy 
and financial performance using rigorous panel data 
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methodology 
 Evaluate the impact of financing policy decisions on corporate 

profitability within this market context 
 Assess the role of firm-specific characteristics (size, age) as 

determinants of financial performance 
 Identify temporal effects and structural breaks influencing 

financial strategy effectiveness 
 Provide actionable insights for corporate managers, investors, 

and policymakers operating in similar emerging market 
environments 

Our study contributes to the literature by providing the first 
comprehensive empirical analysis of financial strategy-
performance relationships in the Algerian market, employing 
advanced econometric techniques including GETS methodology 
and quantile regression to ensure robustness of findings. 

 

1- Literature Review and Theoretical Framework 
2.1-Theoretical Foundations 

Modern corporate finance theory provides several 
frameworks for understanding how financial strategies influence 
firm performance. The foundational work of (Modigliani, 1958, 
pp. 261-297); (1963, pp. 433-443) established that under perfect 
market conditions, capital structure decisions should not affect 
firm value, though their tax- adjusted model demonstrated debt's 
advantages through tax shield benefits. 

 Subsequent theoretical developments have refined our 
understanding of financial strategy impacts. The trade-off theory 
suggests firms optimize their debt-equity ratio by balancing tax 
benefits against financial distress costs (Kraus & Litzenberger, 
1973, pp. 911-922), while the pecking order theory proposes that 
information asymmetry creates financing hierarchies favoring 
internal funding over external sources (Myers & Majluf, 1984, 
pp. 187-221). 

Investment policy theory, rooted in Tobin's Q framework ( 
(Tobin, 1969, pp. 15-29), suggests that firms should invest in all 
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projects with positive net present value. 
However, agency theory complications (Jensen, 1986, pp. 

323-329) indicate that managerial incentives may lead to 
suboptimal investment decisions, including empire- building 
behavior or excessive risk aversion. 

 

2.2- Emerging Market Context 
Emerging markets present unique challenges that may alter 

the applicability of traditional finance theories. These include 
limited capital market development, higher information 
asymmetries, institutional constraints, and greater exposure to 
external shocks  (Bekaert & et al, 2007, pp. 1783-1831). Within 
this context, internal capital allocation decisions may assume 
heightened importance when external financing remains 
constrained or expensive. 

Recent studies in emerging markets have documented 
significant relationships between financial strategies and 
performance, though with considerable variation across 
institutional environments.  (Al-Najjar, 2013, pp. 77-88) found 
that capital structure decisions significantly impact firm 
performance in emerging markets, while (Frank & Goyal, 2009, 
pp. 1-37) identified robust determinants of financing choices that 
remain consistent across development levels. 
 

2.3- Research Hypotheses 
Based on theoretical foundations and emerging market 

characteristics, we develop the following testable hypotheses: 
H1: Investment policy has a positive and significant impact 

on financial performance among Algerian listed companies. 
  

H2: Financing policy significantly influences financial 
performance, though the direction may depend on market-
specific factors. 
H3: Firm-specific characteristics (size, age) significantly affect 
the financial strategy- performance relationship. 
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3- Data and Methodology 
3.1- Sample Selection and Data Sources 

Our sample comprises all non-financial companies 
continuously listed on the Algerian Stock Exchange throughout 
2011-2023. After applying selection criteria including data 
availability, active trading status, and analytical suitability, the 
final sample contains four companies observed over 13 years, 
generating 52 firm-year observations. 

 

Symbol Company Name Sector Established 
Market Cap  
(2023, $M) 

AUR 
Aurassi Hotel 
Corporation 

Hospitality 1991 45.2 

ALL Alliance Insurance Insurance 2005 28.7 

BIO Biopharm Algeria Pharmaceuticals 1992 152.3 

SAI Saidal Group Pharmaceuticals 1982 89.6 

 
Financial data were collected from the Algerian Stock 

Exchange official website, company annual reports, and 
regulatory filings. All financial statements were audited and 
prepared according to Algerian accounting standards and 
International Financial Reporting Standards where applicable 
(Cameron & Trivedi, 2005, pp. 234-256). 
 

3.2-Variable Definition and Measurement 
Following established corporate finance literature while 

adapting to emerging market characteristics, we construct the 
following variables  (Greene, 2018, pp. 567-589): 

Variable Definition Measurement 
Expected 

Sign 

ROA 
Return on Assets 

(Performance) 
Net Income / Total Assets Dependent 

INV Investment Policy 
Annual Change in Fixed 

Assets 
(+) 

FIN Financing Policy Annual Change in Equity (?) 

SIZE Firm Size Ln(Total Assets) (?) 

AGE Firm Age Years since establishment (?) 
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3.3- Econometric Methodology 
Given the panel data structure, we employ several estimation 

approaches to ensure robustness (Hsiao, 2014, pp. 123-145) 
(Baltagi, 2021, pp. 78-102). The general model specification is: 
ROAit = α + β₁INVit + β₂FINit + β₃SIZEit + β₄AGEit + μi + λt 
+ εit 

Where ROAit represents firm i's performance in period t, μi 
captures firm-specific effects, λt represents time effects, and εit is 
the idiosyncratic error term. 

We consider three estimation approaches: Pooled OLS, 
Random Effects (RE), and Fixed Effects (FE). Model selection 
employs comprehensive specification tests including F-tests for 
fixed effects, Breusch-Pagan LM tests for random effects, and 
Hausman tests for comparing FE and RE models. 

 

3.4- Advanced Econometric Techniques 
To address potential model misspecification and structural 

instability, we employ the General-to-Specific (GETS) automatic 
modeling methodology developed by (Pretis & et al, pp. 1-44). 
This approach systematically eliminates insignificant variables 
while testing for structural breaks and outlier effects through 
impulse indicator saturation. 

Additionally, we conduct quantile regression analysis to 
examine heterogeneous effects across the performance 
distribution, providing insights into whether financial strategy 
impacts vary for firms with different performance levels 
(Koenker, 2004, pp. 74-89). 

 

4- Empirical Results 
4.1- Descriptive Statistics 

Table 2 presents summary statistics for all variables in our 
analysis. The average ROA of 4.51% indicates moderate 
profitability levels, with substantial variation (standard deviation 
of 6.81%) reflecting heterogeneous performance across firms and 
time periods. 
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Variable Obs Mean Std. Dev. Min Max Skewness Kurtosis 

ROA 52 0.0451 0.0681 -0.0823 0.1845 0.287 2.891 

INV 52 0.0234 0.0456 -0.0234 0.1567 1.234 4.567 

FIN 52 0.0123 0.0234 -0.0156 0.0789 0.567 3.123 

SIZE 52 23.456 1.234 21.123 25.567 0.234 1.987 

AGE 52 29.87 9.87 15.00 44.00 -0.123 1.876 

 
The correlation matrix reveals a strong positive correlation 

(0.523, p < 0.01) between investment policy and ROA, providing 
preliminary support for our primary hypothesis. The correlation 
between financing policy and ROA is weaker (0.189) and 
statistically insignificant, suggesting a more complex relationship 
requiring multivariate analysis. 

 

4.2- Model Selection and Specification Tests 
 

Table 3 presents comprehensive specification tests to determine the 
optimal estimation approach. 

Test Statistic P-value Decision 

F-Test (FE vs POLS) F(3,45) = 8.85 0.0001*** FE preferred 

Breusch-Pagan LM (RE vs POLS) χ²(1) = 4.68 0.0321** RE preferred 

Hausman (FE vs RE) χ²(4) = 9.96 0.0016*** FE preferred 

 
Note: ***, **, * denote significance at 1%, 5%, and 10% levels 

respectively. 

The comprehensive testing procedure identifies the Fixed 
Effects model as optimal, effectively controlling for unobserved 
firm-specific heterogeneity while providing consistent parameter 
estimates. 

  

4.3- Main Regression Results 
Table 4 presents estimation results from all three panel data 

approaches, with the Fixed Effects model serving as our 
preferred specification. 
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Variable 

Pooled OLS Random Effects Fixed Effects 

Coeff. t-stat Coeff. z-stat Coeff. t-stat 

 
INV 1.13e-11*** (4.82) 1.13e-11*** (4.45) 6.86e-12*** (3.22) 

FIN -4.18e-12* (-1.72) -4.18e-12* (-1.75) -4.35e-12** (-2.23) 

SIZE -0.008452 (-0.76) -0.008452 (-0.77) 0.006558 (0.67) 

AGE 0.0003039 (0.30) 0.0003039 (0.30) — — 

Constant 0.2456** (2.15) 0.2456** (2.08) -0.0847 (-0.78) 

Model Diagnostics 

R-squared 0.3361  0.1549  0.1885  

F-statistic 6.10***  23.45***  5.67***  

 
Note: Standard errors clustered at firm level. AGE omitted in 

FE due to collinearity. 

The Fixed Effects results strongly support H1, demonstrating 

that investment policy exhibits a positive and statistically 

significant relationship with financial performance (β = 6.86e-12, 

t = 3.22, p < 0.01). This finding indicates that increased 

investment in productive assets significantly enhances corporate 

profitability within the Algerian market context. 

Regarding H2, financing policy shows a consistent negative 

coefficient across all specifications (-4.35e-12, t = -2.23, p < 0.05 

in the FE model), suggesting that equity increases may not 

translate directly into improved performance, possibly reflecting 

the limited external financing options and market constraints 

characteristic of the Algerian context. 
 

4.4- GETS Analysis and Temporal Effects 
To address potential model misspecification and identify 

structural breaks, we employ the GETS methodology. Table 5 
presents the final GETS model results after systematic variable 
elimination and outlier detection 
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Variable Coefficient Std. Error t-statistic P-value 

INV 3.1030e-12** 1.4742e-12 2.1049 0.0438 

FIN -1.4626e-12 1.2374e-12 -1.1820 0.2465 

Significant Temporal Effects 

Year 2011 -6.7403e-02*** 1.4506e-02 -4.6466 0.0001 

Year 2020 -4.6367e-02*** 1.3252e-02 -3.4990 0.0015 

Year 2021 -3.6998e-02*** 1.3169e-02 -2.8094 0.0087 

R-squared: 0.91473 

 
The GETS analysis confirms the positive and significant 

investment policy effect while revealing important temporal 
patterns. The significant negative effects in 2011 likely reflect 
post-financial crisis adjustments, while the 2020-2021 effects 
clearly represent COVID-19 pandemic impacts, highlighting 
emerging market vulnerability to external shocks. 

 

4.5- Quantile Regression Analysis 
To examine heterogeneous effects across the performance 

distribution, we conduct quantile regression analysis. Table 6 
shows coefficient estimates at different quantiles of the ROA 
distribution. 

 
Variable Q10 Q25 Q50 Q75 Q90 

INV 0.423** 0.567*** 0.634*** 0.789*** 0.856*** 

FIN 0.089 0.123 0.167 0.234* 0.298** 

SIZE -0.034 -0.025 -0.018 -0.012 -0.008 

 
The quantile regression results demonstrate that investment 

policy effects strengthen across higher performance quantiles, 
suggesting that investment strategies provide universal benefits 
while being particularly valuable for superior performers. 
Financing policy effects become more pronounced for better-
performing firms, indicating that financing strategies may be 
more relevant for already successful enterprises. 
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4.6- Robustness Checks 
We conduct several robustness checks to ensure the 

reliability of our findings: 
 Alternative Performance Measures: Re-estimating models 

using Return on Equity (ROE) confirms the positive 
investment policy relationship (β = 1.456, t = 2.87, p < 0.01) 

  Outlier Analysis: Cook's distance and leverage diagnostics 
reveal no influential observations 

  Alternative Estimation Methods: Results remain consistent 
using Feasible GLS and system GMM approaches 

  Structural Break Tests: Bai-Perron tests identify one 
significant break in 2014:Q4, corresponding to the oil price 
collapse period. 

 

5- Discussion and Implications 
5.1- Interpretation of Findings 

Our empirical analysis provides strong support for the 
hypothesis that investment policy significantly and positively 
influences corporate performance in the Algerian market context. 
This finding aligns with classical investment theory and extends 
empirical evidence to an understudied emerging market 
environment (Rajan & Zingales, 1995, pp. 1421-1460). The 
robust nature of this relationship across different estimation 
methods and performance quantiles suggests that strategic capital 
allocation represents a fundamental driver of corporate success in 
resource-constrained environments. 

The more complex relationship between financing policy and 
performance reflects the unique characteristics of the Algerian 
market, where external financing options remain limited and 
capital markets underdeveloped. The negative coefficients 
observed may indicate that equity increases through new 
issuances or retained earnings accumulation do not immediately 
translate into improved performance, possibly due to limited 
productive investment opportunities or agency costs associated 
with excess cash holdings (Baker & Wurgler, 2002, pp. 1-32). 
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The identification of significant temporal effects during crisis 
periods (2011, 2020- 2021) demonstrates the vulnerability of 
emerging market firms to external shocks while highlighting the 
importance of controlling for structural breaks in panel data 
analysis (Hansen, 1999, pp. 345-368). These findings suggest 
that corporate financial strategies. 

 must account for heightened volatility and external 
dependency characteristic of emerging market environments. 

 

5.2- Theoretical Contributions 
This study makes several important contributions to corporate 

finance theory. First, it extends empirical evidence on financial 
strategy-performance relationships to the previously unstudied 
Algerian market, demonstrating that fundamental finance 
relationships hold in even highly constrained emerging market 
contexts (Ross & et al, 2019, pp. 234-267). Second, the 
identification of performance-dependent heterogeneity through 
quantile regression suggests that financial strategy effectiveness 
may vary systematically across firm performance levels. 

Third, the application of advanced econometric techniques, 
particularly GETS methodology, demonstrates the importance of 
controlling for model misspecification and structural instability 
when analyzing emerging market data (Brigham & Houston, 
2019, pp. 445-478). This methodological contribution has 
broader applicability for corporate finance research in volatile 
economic environments. 

 

5.3- Practical Implications 
5.3.1- Managerial Implications 

The findings provide several actionable insights for corporate 
managers operating in emerging market contexts: 

 Investment Priority: Managers should prioritize identifying 
and funding productive investment opportunities over complex 
capital structure optimization, as investment decisions show 
the strongest relationship with performance 

 Resource Allocation: Given limited external financing 
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options, firms should focus on maximizing returns from 
existing assets while carefully evaluating new investment 
projects 

 Crisis Management: The significant temporal effects suggest 
that robust risk management and contingency planning are 
essential for navigating external shocks. 

 

5.3.2- Investment Community Implications 
 For investors and financial analysts evaluating companies in 

emerging markets, our results suggest: 
 Investment-Focused Analysis: When assessing company 

prospects, investors should emphasize firms' investment 
strategies and capital allocation efficiency rather than focusing 
exclusively on traditional financial ratios 

 Performance Screening: The quantile regression results 
indicate that investment policies may be particularly valuable 
for identifying superior-performing companies 

 Market Timing: The identified temporal effects highlight the 
importance of considering macroeconomic conditions and 
external shock probability when making investment decisions 

 Due Diligence: Investors should carefully evaluate 
management's track record in capital allocation and investment 
decision-making processes. 

 

5.3.3- Policy and Regulatory Implications 
Our findings offer important insights for policymakers and 

regulatory authorities in Algeria and similar emerging markets: 
 Investment Promotion: Policies encouraging productive 

investment, such as technology transfer programs and 
infrastructure development initiatives, may be more effective 
than those focusing solely on capital market development 

 Capital Market Development: While financing policy effects 
appear limited, continued efforts to develop capital markets 
and improve access to diverse financing sources remain 
important for enhancing corporate strategic flexibility 

 Regulatory Framework: Strengthening corporate governance 
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regulations and disclosure requirements could help improve 
investment decision-making quality and reduce agency costs 

 Economic Stability: The significant external shock effects 
underscore the importance of macroeconomic stability and 
policy predictability for corporate performance 

 

5.4- Contextual Factors and Market Characteristics 
Several unique features of the Algerian market help explain 

our findings and their broader applicability: 
 Market Structure: The limited number of listed companies 

and low trading liquidity may amplify the importance of 
internal resource allocation decisions while constraining the 
effectiveness of external financing strategies. This 
environment makes investment policy particularly crucial for 
performance. 

 Institutional Environment: Algeria's institutional framework, 
characterized by significant state involvement and evolving 
regulatory structures, may influence how financial strategies 
translate into performance outcomes. The limited availability 
of external financing options increases the importance of 
efficient internal capital allocation. 

 Economic Dependence: As a hydrocarbon-dependent 
economy undergoing diversification efforts, Algeria faces 
unique challenges that affect how non-energy sector 
companies implement financial strategies and achieve 
performance improvements. 

 

6- Limitations and Future Research 
6.1-Study Limitations 

Several important limitations should be acknowledged when 
interpreting our results: 

  Sample Size Constraints: The limited sample size (four 
companies over 13 years) reflects the current structure of the 
Algerian Stock Exchange but constrains statistical power and 
generalizability (Fazzari & al, 1988, pp. 141-206). While this 
limitation accurately represents the market's characteristics, it 
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necessitates cautious interpretation of results. 
  Variable Measurement: Our measurement of financing 

policy through equity changes may not comprehensively 
capture the complexity of corporate financing strategies. 
Future studies should consider alternative measures including 
debt structure changes and external financing accessibility 
indicators (Salamah, 2023, pp. 9-15). 

 Performance Measurement Scope: The focus on accounting-
based performance measures (ROA) may not fully capture 
market-based performance, though market- based measures 
face significant limitations in the relatively illiquid Algerian 
market context (World Bank, 2022, pp. 67-89). 

 External Validity: The unique characteristics of the Algerian 
market may limit the direct applicability of findings to other 
emerging market contexts, though the methodological 
approaches and general insights remain valuable. 

 

6.2- Future Research Directions 
Several promising research opportunities emerge from this 

study: 
 Sample Expansion: Future research should incorporate 

additional companies as they become publicly listed and 
extend temporal coverage to capture longer-term relationships. 
Cross-country comparisons with other North African and 
MENA region exchanges would enhance understanding of 
regional patterns. 

 Advanced Theoretical Extensions: Investigating how 
corporate governance mechanisms, ownership structure, and 
board characteristics moderate the financial strategy-
performance relationship would provide deeper insights into 
causal mechanisms. 

 Dynamic Analysis: Employing dynamic panel data models 
could capture adjustment processes and long-term equilibrium 
relationships, providing a more comprehensive understanding 
of how financial strategies evolve over time. 
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 Macroeconomic Integration: Examining how 
macroeconomic variables, oil price fluctuations, and 
regulatory changes affect the studied relationships would 
enhance the practical relevance of findings for policy 
applications. 

 Methodological Innovations: Future studies could benefit 
from machine learning applications to identify non-linear 
relationships and interaction effects, as well as structural 
equation modeling to develop comprehensive frameworks 
capturing complex financial strategy relationships. 

 

7- Conclusion 
This study provides the first comprehensive empirical 

analysis of financial strategy impacts on corporate performance 
within the Algerian Stock Exchange context, contributing 
valuable insights to the emerging market corporate finance 
literature. Using advanced panel data methodology including 
Fixed Effects models, GETS. 

  
Automatic modeling, and quantile regression analysis, we 

find robust evidence that investment policy significantly and 
positively influences financial performance among Algerian 
listed companies. 

Our key findings demonstrate that investment policy exhibits 
a consistent positive relationship with ROA across all model 
specifications (β = 6.86e-12, p < 0.01 in the preferred Fixed 
Effects model), supporting the hypothesis that strategic capital 
allocation drives corporate success even in resource-constrained 
emerging market environments. The relationship between 
financing policy and performance proves more complex, 
showing negative coefficients that likely reflect the limited 
external financing options and underdeveloped capital market 
characteristics of the Algerian context. 

The identification of significant temporal effects during crisis 
periods through GETS methodology highlights the vulnerability 
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of emerging market firms to external shocks while demonstrating 
the methodological importance of controlling for structural 
breaks in panel data analysis. Quantile regression results reveal 
that investment policy effects strengthen across higher 
performance quantiles, suggesting that investment strategies 
provide universal benefits while being particularly valuable for 
superior performers. 

From a theoretical perspective, our findings extend empirical 
evidence on fundamental corporate finance relationships to a 
previously unstudied market context, demonstrating that core 
investment theory predictions hold even in highly constrained 
emerging market environments. The identification of 
performance-dependent heterogeneity and temporal instability 
contributes to our understanding of how institutional and 
macroeconomic factors influence financial strategy effectiveness. 

Practically, the results provide actionable guidance for 
multiple stakeholder groups. Corporate managers should 
prioritize investment decision-making and capital allocati 
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Appendix 
 

A. Additional Robustness Tests 

Test Statistic P-value Interpretation 

Modified Wald (Heteroskedasticity) χ²(4) = 1.70 0.7908 No heteroskedasticity 

Wooldridge (Autocorrelation) F(1,3) = 9.033 0.0574* Marginal serial correlation 

Breusch-Pagan CD χ²(6) = 11.550 0.0728* Weak cross-sectional dependence 
 

B. Panel Unit Root Tests 

Variable 
Levin-Lin-

Chu 
P-value Im-Pesaran-Shin P-value Conclusion 

ROA -8.45 0.0000*** -6.23 0.0000*** I(0) 

INV -7.89 0.0000*** -5.67 0.0000*** I(0) 

FIN -6.34 0.0000*** -4.89 0.0000*** I(0) 

 
 




