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The Effect of Financial Risk and Prior Sales Changes
on Asymmetric Cost Behavior of Cost of Goods Sold:
An Empirical Study

ABSTRACT: This study examines the relationship between financial risk
and asymmetric cost behavior of cost of goods sold both theoretically and
empirically using financial data of listed manufacturing companies in
Egyptian Stock Exchange for a period of 10 years (2006-2015). Based on
Anderson et al.’s cost stickiness' model, the results indicate that the cost of
goods sold is sticky to change in sales, it rises more when sales increases
than when it falls for equivalent sales decrease and financial risk increases
the degree of cost stickiness. Building on Banker et al.’s two-period model,
the results suggest that conditional on a prior sales increase, cost of goods
sold in the current period is sticky and there is no any evidence supporting
the hypothesis that Egyptian manufacturing listed companies exhibit
asymmetric cost behavior conditional on a prior sales decrease. Finally, the
study finds that financial risk decreases the degree of cost stickiness in the
case of a prior sales increase. On the other hand, financial risk appears to
have no statistically significant influence on cost behavior in the case of
prior sales decrease.

Keywords: Financial Risk; Asymmetric Cost Behavior; Cost Stickiness;
Cost Anti-Stickiness; Cost of Goods Sold
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