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Mo’taz Kamel Al Zobi (Jordan), Othman Hel Al-Dhaimesh (Qatar)

THE IMPACT OF CASH FLOW
STATEMENT COMPONENTS ON
STOCKS VOLATILITY: EVIDENCE
FROM QATAR

Abstract

The published financial statements are considered one of the most important sources
of information that investors rely on in forecasting stock performance or even judg-
ing the organization’s ability to cover short-run liabilities. Cash flows play a core role
in maintaining a high market value for its shares. Hence, this study came to analyze
the explanatory value of the cash flow statement in explaining stock volatility (SV) in
the Qatar financial market. Study data were collected using published financial state-
ments from a sample of 44 Qatari-listed companies throughout 2013-2019. A panel
cross-sectional data technique using the E-views program was used to analyze the data.
The study results show there is a positive and significant impact of cash flows from
operating CFO activities on SV, indicating that the higher change in CFO increases
stock volatility. This means that operating cash flows give significant information to
investors, and it is reflected in the stock price movements directly. Also, the cash flow
from CFF financing activities has a positive and significant effect on SV. This means
that CFF affects stock prices, causing greater changes and fluctuation in stock returns.
This is because one of the major components of CFF is dividends, which affect directly
stock prices and stock returns. In contrast, there is an insignificant effect of CFI on
SV, which may indicate that investors do not build their investment decisions based
on CFI. Accordingly, the cash flow from investing activities failed to explain the stock
volatility of the listed Qatari companies.

Keywords financial, share, market, investors, performance, profits,
returns
JEL Classification M40, M41, G14

INTRODUCTION

Financial statements are considered one of the most important sourc-
es of information in the financial market. The accounting informa-
tion depends on it for securities evaluation purposes, which enables
interested parties to make a comparison between different investment
opportunities in the financial market (Deaconu & Nistor, 2009). There
is no doubt that the quality and quantity of accounting information
helps stakeholders and other interested parties in the financial market
to forecast share performance (Franczak, 2019). Fama (1970) argued
that an efficient market should reflect the true value of stocks at all
times and for all parties. The existence of inefficient financial mar-
kets leads to the occurrence of the problem of information asymmetry,
meaning that some dealers or large investors possess information that
small investors do not possess, or the lack of information or unjust
availability of information to all dealers in the financial market. Some
investors’ feeling of unequal access to information regarding particu-
lar security is sufficient to lead to the reluctance of investors to deal in
it, which leads to a decrease in the volume of financial transactions in
the market, which turns the stock market into a market for random
speculation, thus shadowing decision-makers.
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There is no doubt that the efficiency of financial markets depends mainly on the informational content
of financial reports, which, in turn, reflect the real share prices (Dang et al., 2017). Usually, financial
statements are prepared according to the accrual or cash basis, and the main difference between them
is the point revenue and expense recognition. It is also known that the income statement and the state-
ment of financial position are prepared based on an accrual basis. In contrast, the statement of cash flow
is prepared based on a cash accounting basis. Many investors suffered heavy losses in their investments
in joint-stock companies such as W.T Grant Co., which declared its bankruptcy in 1974, although the
income and financial position statements were showing high net income and retained earnings.

The question that arises is why these companies went bankrupt, despite the fact that their financial re-
ports gave positive indicators. The reason is the inability of the companies to generate cash flows to cover
their liabilities, even though they have positive net income and retained earnings. Besides, relying on
the accounting profit and the financial position prepared based on accrual basis only without relying on
the cash flows prepared based on cash basis leads to wrong investment decisions, especially in predict-
ing stock performance. Based on the above, the problem of the study is crystallized in that relying only
on net income or the financial position statement items based on accrual bases in explaining the share
performance is insufficient and may lead to the bankruptcy of a company and shadows current and
potential investors in some way. Accordingly, this study aimed to analyze the explanatory value of cash

flows from operating, investing, and financing activities in relation to stock volatility.

1. LITERATURE REVIEW

Since the development of financial markets in the
1920s to the end of the 1970s, reliance was mainly
on the financial statements prepared on an accru-
al basis in forecasting share performance such as
the income statement and changes in financial po-
sition. However, this interest began to wane after
many companies went bankrupt, although finan-
cial statements show positive performance. Biswas
et al. (2015) believe that financial statements based
on an accrual basis provide an opportunity to ma-
nipulate and inflate profits by exploiting available
accounting methods and methods to influence
share prices to attract more investors. For exam-
ple, a company can manipulate depreciation cal-
culation methods to reduce taxes payable, delay
recognition of some expenses, or accelerate the
recognition of some revenues, thus maximizing
net income and the market value of shares in a fic-
titious way.

Professional bodies around the world have re-
alized the importance of cash flow statements.
In 1987, the FAS issued a statement of Financial
Accounting Standards No. (95) in which required
companies to prepare a statement of cash flows in-
stead of a list of changes in equity. In this context,
in 1992, the International Accounting Standards
Committee issued the revised International
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Standard No. (7) titled “Statement of Cash Flows”
to be a substitute for the “Statement of Owner’s
Equity” issued in 1977, in which it emphasized
the need to prepare the statement of cash flows as
a supplement to other financial statements, with
the aim of providing information on the operat-
ing, investment and financing activities of a unit
based on a cash basis. The statement of cash flows
provides useful information to users of the output
of an accounting system about cash receipts and
payments during a given period. In this regard,
International Standard No. (7) requires compa-
nies to classify their cash flows into three sections
such as operating, investing, and financing cash
flows.

Many studies have revealed that the statement of
cash flows has great importance for decision-mak-
ers, in that it provides information that the income
statement and financial position do not provide,
as it is a reflection of the market value of the facil-
ity (Kasmiati & Santosa, 2019). Khaled (2012) con-
ducted a study on Jordanian commercial banks
and concluded that the statement of cash flow
significantly affects share value. Also, cash flow
from operating activities was the strongest impact.
In this context, Gunanta et al. (2015) concluded
that the statement of cash flow information and
EPS have a positive effect on stock prices of list-
ed Indonesian manufacturing companies. Musah

http://dx.doi.org/10.21511/imfi.18(2).2021.29
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and Kon (2019) state that there is a significant and
positive relationship between cash flows and ROA,
whereas, an insignificant and positive relationship
is found between cash flows and ROE of firms list-
ed on Ghana Stock Exchange.

The first section is cash flows from CFO operating
activities; the continuity of companies depends
primarily on the existence of positive operating
cash flows sufficient to cover their obligations
such as loans, capital expenditures, taxes, and
the distribution of dividends. Nazemi and Abdoli
(2015) believe that the presence of high cash flows
from operating activities is an indicator of judg-
ing the quality of a company’s liquidity and prof-
itability. In the same way, Utomo and Pamungkas
(2018) found that cash flows from operating ac-
tivities positively affected stock returns of listed
Indonesian firms. Also, Soet et al. (2018) conclud-
ed that the operating cash flow positively affects
ROA and ROE in Kenya. Whereas Dang et al.
(2018) found a significant impact of EPS, stock B.V,
cash flowi from operating activities, and firm size
on stock prices of Vietnamese listed firms. Oroud
et al. (2017) pointed out that 13.27% of changes
in share prices was explained by cash flow infor-
mation. Also, increasing the cash flow from op-
erating activities increases the share price. In the
same context, Alslehat and Al-Nimer (2017) found
that the cash flow from operating and investing
has a strong and positive relationship with finan-
cial performance. Also, Ikechukwu et al. (2015)
found the cash flow from operating and financing
activities positively affects return on total assets
(ROTA) in the Nigerian banking sector. In con-
trast, Nazemi and Abdoli (2015) pointed out that
cash flows from operating activities have a direct
and negative association with EPS.

The second section of a cash flow statement is cash
flows from investment activities CF. This type of
cash flows is related to the acquisition or dispos-
al of long-term assets and investments in equity
and debt instruments such as stocks bonds. This
type of cash flow gives an indication of the pos-
sible future contraction of a company. High cash
flows from investing activities indicate that the
company disposed of its long-term assets or oth-
er investments. Quite the opposite, lower cash
flows of this type indicate an increase in growth
and profits. In contrast, Utomo and Pamungkas
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(2018) found out that cash flows from investment
negatively affect stock returns of listed Indonesian
firms. Also, Oroud et al. (2017) concluded that an
increase in the cash flow from financing and in-
vesting activities leads to a decrease in the share
prices of Jordanian listed firms.

The third section of the statement of cash flows
is cash flows from financing activities CFF. This
type of flow shows a company’s financing policy
for its equity or loan needs, as well as the com-
position of the capital structure. Typically, these
types of flows are financed by the owners of an
enterprise through paid-in capital, loans, credi-
tors, and other short-term lending instruments.
Nangih et al. (2020) concluded that only cash
from financing activities has a positive relation-
ship with financial performance of oil and gas
companies in Nigeria. In the same way, Utomo
and Pamungkas, (2018) found that the cash flows
from financing activities positively affected stock
returns of listed Indonesian firms. Also, Oroud et
al. (2017) concluded that increasing the cash flow
from financing and investing activities leads to
a decrease in the share prices of Jordanian listed
firms. In contrast, Alslehat and Al-Nimer (2017)
pointed out there is a weak and negative relation-
ship between cash flows from financing activities
and financial performance of Jordanian insur-
ance companies.

2. STUDY CONTRIBUTION

A cash flow statement is considered one of the most
important financial statements in that it shows the
monetary impact of all activities carried out by a
company during the financial period. It also helps
investors in predicting future cash flows and their
ability to pay short-term liabilities. Accordingly,
this study attempts to analyze the explanatory val-
ue of cash flows from operating, investment, and
financing activities on the stock volatility of the
listed Qatari companies. Besides, through a sur-
vey of previous studies conducted on this topic,
it was found that there is a scarcity of previous
studies that have investigated this topic from the
practical side, which necessitated the need to test
the explanatory power of cash flow statements on
stock volatility, which adds research value to what
the studies dealt with.
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3. METHODOLOGY

This study aims to test the explanatory value of a
cash flow statement to explain stock volatility of
listed Qatari companies from 2013 to 2019). To
measure this effect, data on cash flows from oper-
ating, investing, and financing activities were col-
lected. After data was collected, a panel cross-sec-
tional data technique using the E-views program
was used to analyze the study data.

3.1. Study variables

Table 1 explains study variables and provides
measurements.

Table 1. Study variables and measurement

Variables | Indicators Measurement
: g;jr‘aﬂhf’nvg ‘;rcoﬁrci s | ACFOA = (Current CFOA -
(CROn) [ S CTOMLast CTORPAO0
Independent : ﬁ]isehsggv";;:ﬁes | ACFIA = (Current CFIA — Last
variable i & | CFIA/Last CFIA) x100
(CFIA)
gii:jigat?fmes ACFFA = (Current CFFA — Last
e o CTPASTCRAAO
‘ i SV = the annual standard
deviation of daily stock
Dependent . return
variable : Stock Volatility (SV) ¢ Daily Stock return (SR) =
(Current SR — Last SR/Last
Control ANI = (Current NI — Last NI/
variable Netincome (N o NIy x100

3.2. Study models

To analyze the effect of a statement of cash flows
on stock volatility, the following multiple linear
regression model was used:

SV,=a + BICFO, +p2CI4, +
+B3CFF, +4NI,, +¢,

©)

where SV - stock volatility, CFO - cash flows from
operating activities, CIA - cash flows from invest-
ing activities, CFF - cash flows from financing ac-
tivities, and NI — net income.

3.3. Study hypotheses

This study is based on the following main
hypothesis:
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H, : The cash flow statement does not affect stock
volatility of listed Qatari companies.

The derived sub-hypotheses are as follows:

H, : The cash flow from operating activities does
not affect stock volatility of the listed Qatari
companies.

H, . The cash flow from investing activities does

not affect stock volatility of the listed Qatari
companies.

H, . The cash flow from financing activities does

not affect stock volatility of the listed Qatari
companies.

4. HYPOTHESIS TESTING
RESULTS

4.1. Descriptive statistics

Table 2 summarizes the descriptive statistics of
the study variables. Based on Table 2, the aver-
age stock volatility (SV) of the sample companies
during the period 2013 to 2019, measured by the
standard deviation of the daily stock return, was
about 3%, which is a relatively small value and
thus reflects small variability in stock returns.
This finding reflects the low risk embedded in
stocks of Qatari public companies. The SV value
ranged from 0.19% to 7.05%, with a standard devi-
ation of 1.63%, which indicates the variation in SV
from year to year and from a company to another.

The average of cash flows from operating activities
(CFO), measured by the annual change in CFO,
reached -16.5%, reflecting the decreasing cash
transaction over time and more reliance on non-
cash transactions. CFO ranged from -875.2% to
856.3%, with a standard deviation of 175.8%. This
indicates a significant variation in operating cash
flows from one company to another and over the
years of the study. This huge volatility in operating
cash flows may indicate weak management of the
Qatar public companies’ cash flows.

The average cash flows from investing activities
(CFI), measured by the annual change in CFI,

http://dx.doi.org/10.21511/imfi.18(2).2021.29
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reached -28.2%, which may indicate the heavy
investment of those companies over time. CFI
ranged from -934.5% to 865%, with a standard
deviation of 214%. This indicates a significant
variation in cash flows from investing from a
company to another and over the years of the
study. This huge volatility in cash flows from in-
vesting activities may also reflect the expansion
trend and growth of Qatari public companies
overtime.

The third component of the cash flow, namely,
cash flows from financing activities (CFF), meas-
ured by the annual change in CFF, reached on av-
erage —20.9%, which may indicate that companies
have a heavy dividend policy, and they tend to re-
pay loans. CFF ranged from -748% to 670%, with
a standard deviation of 188.5%. This indicates a
significant variation in cash flows from financing
from a company to another and over the years of
the study. This huge volatility in cash flows from
financing activities may also reflect that Qatari
public companies rely more on internal financing
over time rather than loans.

Finally, net income (NI), measured by the annual
change in N1, reached 0.86%, which indicates the

companies’ ability to sustain positive profitabili-
ty over time. However, NI ranged from -491% to
522.6%, with a standard deviation of 79.3%, which
indicates a significant variation in companies’
earnings from a company to another and over the
years of the study.

Figure 1 shows time-series trends of SV (depend-
ent variable) from 2013 to 2019. Based on Figure
1, the average value of stock volatility witnessed
a modest change during the study period. SV
ranged from 2.5% to 3.5%, indicating the relative
stability of stock returns during the study period.

Figure 2 shows the time-series trend of CFO (cash
flows from operating activities) from 2013 to 2019.
The annual average of CFO, measured by the an-
nual change in CFO, witnessed dramatic fluc-
tuation during the study period, with a general
downward trend. This may reflect the weak man-
agement of cash flows from operation activities in
Qatari public companies.

Figure 3 shows the time-series trend of CFI (cash
flows from investing) from 2013 to 2019. The annu-
al average of CFI, measured by the annual change
in CFI, witnessed a dramatic decline since 2014.

Table 2. Descriptive statistics of the study variables

Y CFO CFI CFF NI
3.020 © 16492 -28.200 -20.881 0.861
2.966 -11.230 -31.630 -13.820 1.118
7.048 856.324 864.976 670.183 522.586
0.194 -875.228 -934.450 —748.038 -491.400
1.630 175.853 214.036 188.464 79.323
0.332 0.403 0.528 -0.127 -0.4962
3.066 7.912 5.405 6.020 31289
5.009 64.848 63.281 58.250 5.6792
0.0817 0.0000 0.000 0.000 0.0594
308 308 308 308 308
Cross sections : 44 : 44 : 44 : 44 : 44
4,00%
3,00% /\/ /
2,00%
1,00%
0,00%
2013 2014 2015 2016 2017 2018 2019

Figure 1. Stock volatility (SV) (2013-2019)
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40,00%
20,00%
0,00%
-20,00%
-40,00%

-60,00%

Figure 2. Cash flows from operations (CFO) (2013-2019)

40,00%

20,00%

0,00%
-20,00% 2013
-40,00%
-60,00%

-80,00%

2017 2019

2018

Figure 3. Cash flows from investment (CFI) (2013-2019)

40,00%
20,00%

0,00%
-20,00% 2
-40,00%
-60,00%
-80,00%

2017 2019

Figure 4. Cash flows from financing (CFF) (2013—-2019)

This may reflect the heavy investment of Qatari
public companies over time.

Figure 4 shows the time-series trend of CFF (cash
flows from financing) from 2013 to 2019. The
annual average of CFF, measured by the annual
change in CFF, witnessed a dramatic decline dur-
ing 2014-2018, which may indicate the companies
have a heavy dividend policy and tend to repay
loans during that period.

Finally, Figure 5 shows the time-series trend of net
income (NI). The annual average of NI, measured
by the annual change in NI, witnessed a high in-
crease in 2014, followed by a high decline in 2015
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and 2016, then it starts to increase gradually in
2017 and 2019.

Table 3 shows the Pearson correlation matrix for
the dependent and independent variables. The ta-
ble indicates a positive correlation between SV and
CFO, CFL, and NI, while there is a negative corre-
lation between SV and CFF. However, the correla-
tions among independent variables are relatively
low, indicating the absence of multi-collinearity.

4.2. Regression analysis results

Table 4 shows panel data regression results of the
study model, which tests the effect of CFO, CFI, CFF,

http://dx.doi.org/10.21511/imfi.18(2).2021.29
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80,00%
60,00%
40,00%
20,00%
0,00%
-20,00%
-40,00%

Figure 5. Net income (NI) (2013-2019)

Table 3. Pearson correlation matrix

Y CFO CFI CFF NI
""""""" 1.0000 *
0.1962 1.0000
- ...00602 0136 10000 ,‘
,,,,,,,,,,,,, 01303 . 0088 .. 0.0031 1.0000 o
0.1824 0.1246 0.1010 -0.1360 1.0000

and NI on stock volatility (SV). Panel data regres-
sion method was used as it fits the study data, which
includes 44 Qatari companies over a 7-year period
(2013 - 2019). Moreover, a generalized least square
(GLS) estimation method will be used to capture the
differences among cross-sections (companies).

According to Table 4, the CFO coeflicient was pos-
itive and significant, indicating that the higher
change in CFO increases stock volatility. This result
is consistent with the expected and with the findings
of other researchers, who found that operating cash
flows give significant information to investors, and it
is reflected in the movements in stock prices, caus-
ing greater changes and fluctuation in stock returns.
Thus, cash flows from operating activities can ex-
plain the stock volatility of listed Qatari companies.

The CFI coefficient was insignificant, indicating that
the change in CFI has no effect on stock volatility.
This result does not meet the expectations of this
study and the findings of other researchers, since
the change in CFI should give investors important
information about investment activities of compa-
nies, their current capital expenditures, the potential
expansion of a company in the future. However, the
insignificant effect of CFI on SV may indicate that
investors do not build their investment decisions
based on CFI. Accordingly, cash flows from invest-
ing activities failed to explain stock volatility of the
listed Qatari companies.

http://dx.doi.org/10.21511/imfi.18(2).2021.29

The coefficient of CFF was positive and signif-
icant, indicating that the higher change in CFF
causes higher stock volatility. This result is con-
sistent with the expectations of this study and
with the findings of other researchers, who
found that cash flows from financing activities
affect stock prices, causing greater changes and
fluctuation in stock returns. This is because one
of the major components of CFI is dividends,
which affect directly stock price and stock re-
turn, and stock returns. Thus, cash flows from
financing activities can explain the stock vola-
tility of listed Qatari companies.

Finally, the coefficient of NI was positive and
significant, indicating that higher changes in
net income cause higher stock volatility. This
result is consistent with the expectation of this
study and with the findings of other research-
ers, because the higher change in net income
affects stock prices directly through EPS, caus-
ing greater changes and fluctuations in stock re-
turns in response to the change in NI. Thus, net
income can explain the stock volatility of listed
Qatari companies.

Based on the above, it can be concluded that the
study found evidence in the Qatar financial market
that companies are successfully managing their cash
flows and play a fundamental role in maintaining
the high market value of their shares.

371



Investment Management and Financial Innovations, Volume 18, Issue 2, 2021

Table 4. Regression analysis results of the study model

Variable Coefficient T-statistic Prob.
C : 0.9362 : 6.6715 :
cFo o OAST 29692 0003
CFI -0.0111 -0.6001 0.5489
CFF 0.0526 2.0701 0.0407
N | 00269 34787 00006

Regression statistics

Dependent variable : SV
Method . POOISTEGLS (Cross section welghts)
Included observations A
Cross-sections included 44
R — e 308 e
Roiored e 04942 e
T " e 04797 e
e of regrossion e 12069 e
e
F-statistic 5.3019
A — | e 00004 .

Note: * White standard errors and covariance (d.f. corrected).

CONCLUSION

The study concluded that there is a positive and significant effect of cash flows from CFO operating ac-
tivities, indicating that the higher change in CFO increases stock volatility. This means that operating
cash flows give significant information to investors, and it is reflected in stock price movements directly.
Also, cash flows from CFF financing activities have a positive and significant effect on SV. This means
that CFF affects stock prices, causing greater changes and fluctuations in stock returns. This is because
dividends are one of the major components of CFF that directly affect stock prices and stock returns. In
contrast, CFI has an insignificant impact on SV, which may indicate that investors are not basing their
investment decisions on CFI. Accordingly, the cash flow from investing activities failed to explain the
stock volatility of listed Qatari companies.
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