Quarterly Scientific Journal of Technical and Vocational University

Special Issue 2023, Vol. 20, p. 641-665

Journal homepage: https://karafan.tvu.ac.ir/?lang=en TVU

ol 1:10.48301/KSSA.2023.338765.2077

E-ISSN: 2538-4430
ISSN: 2382-9796

opER

®%¥ Original Research

Investigating the Relationship Between Liquidity, Credit
Policies and Stock Returns with the Mediating Role of
Competitiveness: Evidence from Companies Listed on the
Tehran Stock Exchange

Mohsen Lotfil, Abdolmajid Abdolbaghi Attabadiz

1Assistant Professor, Department of Accounting, Faculty of Industrial Engineering & Management,
Shahrood University of Technology, Shahrood, Iran.

2Assistant Professor, Department of Management, Faculty of Industrial Engineering &
Management, Shahrood University of Technology, Shahrood, Iran.

ARTICLE INFO ABSTRACT

Received: 05.23.2022 The current research was conducted to investigate the effect of
Revised: 11.28.2022 liquidity on credit policies and the role of company competitiveness
Accepted: 01.30.2023 characteristics on the sensitivity of credit policies to the liquidity of

companies listed on the Tehran Stock Exchange. In addition, the effect
of company credit policies on excess stock returns and the effect of

gree)?dwitorc()il:icies firm competitiveness on the sensitivity of excess stock returns to

Com arr)l liquidit credit policy were studied. For this purpose, after extracting the

c pany liq y financial information of 142 companies listed on the Tehran Stock
ompetitiveness

Exchange for the period 2008-2020, the multiple regression model
was used with the combined data model. The results of the regression
models indicated that corporate credit policy was significantly

Excess stock returns

*Corresponding Author: affected by cash flows and the company's competitiveness in the
Abdolmajid Abdolbaghi Attabadi market affected the sensitivity of credit policies to cash flows. In
Email: addition, regarding the effect of credit policies on the company's
abdolbaghi@shahroodut.ac.ir excess stock returns, the results indicated that credit policies had a

significant impact on the company's excess stock returns. However, in
terms of competitiveness, the impact of credit policies on excess stock
returns was decreased.

&) ©2023 Technical and Vocational University, Tehran, Iran. This article is an open-access article
g distributed under the terms and conditions of the Creative Commons Attribution-Noncommercial 4.0
International (CC BY-NC 4.0 license) (https://creativecommons.org/licenses/by-nc/4.0/).



https://creativecommons.org/licenses/by-nc/4.0/
https://karafan.tvu.ac.ir/?lang=en
https://karafan.tvu.ac.ir/article_166079.html?lang=en
https://orcid.org/0000-0002-1403-7547
https://portal.issn.org/resource/ISSN/2538-4430
https://portal.issn.org/resource/ISSN/2382-9796

Mohsen Lotfi and Abdolmajid Abdolbaghi Attabadi Investigating the Relationship Between...

EXTENDED ABSTRACT

Introduction

Commercial creditin a company shows the level of trust of suppliers and creditors in the
company and is considered a short-term and medium-term financing tool. Companies with
good business credit receive the goods and services they need from suppliers without
paying cash. In this regard, accounts receivable can be considered as an alternative to cash.
Therefore, commercial credits can be considered a short-term investment tool. In addition,
companies must have enough liquidity to give commercial credit to their customers, and it
is expected that credit will be affected by liquidity.

The presence of commercial credit motivates customers to buy the company's products,
which helps to strengthen the company's long-term relationships with its customers.
Therefore, the credit policy of companies plays an important role in operational efficiency
which in the long run can lead to high profitability and as a result excess return.

Methodology
The selected sample of this research includes 148 out of 338 Tehran Stock Exchange
companies that were selected based on the conditions presented in Table 1.

Table 1. Statistical sample.
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Research models

In this research, to investigate the effect of company liquidity on credit policies and the
role of competitive characteristics on the sensitivity of credit policies to liquidity, as well as
the effect of credit policies on excess returns and the effect of competitiveness
characteristics on the role of credit policies in creating additional returns was discussed
based on models 1 to 3.

Equation

(1) ATCiy = ap + o, CFlowy_; + a; MTB;; + a3Sizey, + oy Levy + X, FixEffects + g,

EXRET,; = wq + w;ATC; + w,ACASH;; + w3AEBIT;, + w,ANETAS; + wsAINT,

Equation + wgADIV;; + w;CASH;;_; + wgLEV;; + woFINANCE;;
2
(2) + E FixEffects + €;¢
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Equation ATCi,t = 60 + BlCFIOWit—l + BZCFIOWit—l x COMP + B3MTBit + B4Sizeit +
3) BsLevi; + X FixEffects + €

Research variables

Dependent variables

The dependent variables of the research were measured based on the credit policy (the
ratio of commercial accounts receivable to the total assets at the beginning of fiscal year and
the net commercial credit) and the excess return of the shares (the difference between the
annual return of shares and the return of a similar portfolio based on size and market value).

Independent variables

A) The competitiveness of the company (COMP; )
—  The financial strength index of the company (the ratio of capital expenditures minus
operating cash divided by total assets at the beginning of the period).
— Market power variables (based on the Herfindahl-Harishman criterion and the
adjusted Lerner criterion).

b) Liquidity
—  CFlow: The ratio of the company's operating cash flows to the company's total assets.
—  ACASH: changes in the amount of cash held in total assets.

Control variables

—  MTB: the ratio of the company's market value (the market value of the company's
stock plus the book value of the debt) to the book value

—  Size: natural logarithm of sum of assets.

—  Lev: the ratio of the sum of debts to the company's market value

—  [ANETAS] : changes in net assets to total assets.

- [AINT] : changes in the amount of interest of the company compared to last year
divided by total assets.

—  [ADIV] :changes in the company's dividend ratio.

—  FINANCE: net financing of the company through debt and capital during the financial
year divided by total assets.

Results and discussion

The results of the first model demonstrated that companies with more cash flows
presented a higher level of credit policies (first model). The results of the second model test
showed that the credit policy of the companies had a positive effect on the excess returns of
the shares (second model). The results of model 3 illustrated the effect of competitiveness
on the sensitivity of credit policies (third model).
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Table 2. The results of the effect of liquidity on the credit policies.

Changes in net credit Changes in accounts receivable
p-value tstatistics Coefficient p-value tstatistics Coefficient Model 1
0/0018 3/127 0/25 0/0036 2/913 0/212 C Constant
0/000 8/445 0/272 0/000 10/738 0/315 CFLOW Operating cash flow
The results of the effect of credit policies on excess stock returns Model 2
0/0023 -3/048 -0/099 0/0022 -3/068 -0/100 C Constant
0/0086 2/630 0/288 0/0228 2/279 0/296 ATC Credit policy changes
The results of the effect of competitiveness on the sensitivity of credit policies Model 3
LEV SIZE MTB CFW*COM CFLOW C
-0/024 0/015 0/020 0/234 0/308 -0/034 competitiveness
(-1/056) (3/379) (4/086) (2/257) (8/119) (-1/192) P
-0/03 0/015 0/022 0/272 0/201 -0/037 HHI
(-1/296) (3/374) (4/378) (1/818) (6/378) (-1/284)
-0/021 0/014 0/021 0/268 0/246 -0/029 .
L
(-0/93) (3/06)  (4/296)  (2/543)  (10/523)  (-1/01) erner index
Conclusion

The results of the first model showed that the credit policy of the companies was
significantly affected by the liquidity and the companies with more liquidity presented a
higher level of credit policies.

The result of the second model test on the effect of credit policies on the excess returns
of the company's shares indicated that credit policies had a significant effect on the excess
returns of the shares.

Regarding the impact of the company's competitiveness in the market, the results
showed that the credit policies were affected by the amount of liquidity. In other words, the
impact of liquidity on credit policies intensified under the influence of the company's
competitiveness.
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