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Abstract.-This paper examines the relationship between halal investment sensitivity and cash flow,
as well as the impact of capital market imperfections on investment sensitivity in sukiik -dependent
companies versus conventional enterprises in six countries: Saudi Arabia, the United Arab Emirates,
Kuwait, Qatar, Bahrain, and Malaysia. The research is based on panel data from 240 non-financially
listed conventional and Islamic enterprises from 2018 to 2022. The study incorporates both analytical
and econometric approaches. Stationarity, co-integration, and multivariate Granger-Causality tests
are carried out using the estimated equations. The study finds that there are considerable distinctions
between sukiik -dependent firms and traditional enterprises. At the 5% significance level, both
groups' investment expenditures responded significantly to cash flow. But halal investment rises by
$0.14 for sukik -dependent companies, whereas conventional investment climbs by $0.17 for
conventional businesses when current cash flow rises by $1. Market capital imperfections, as
assessed by four factors, have a significant effect on halal investment cash flow sensitivity. The
sensitivity of halal investments to cash flows diminishes when fund flows, analyst following,
institutional ownership, and the corporate governance index increase. Finally, the Grnagel causality
tests confirm the study's alternative hypotheses. There is a bidirectional causal relationship between
halal investment and cash flow, while there is a unidirectional relationship from capital market
imperfections to halal investment-cash flow sensitivity.
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1. Introduction

The relationship between capital expenditure
and cash flow is a crucial aspect of financial
management. Financial limitations affect
cash flow and capital costs. Enterprises may
raise funds for their operations in a variety of
ways, allowing them to develop and expand.
They may raise funding by issuing bonds,
acquiring loans, reinvesting profits in their
activities, or issuing additional shares to
investors. Firms with financial restrictions,
such as restricted access to external funding,
may need to rely more on internal cash flow
for investments. The maturity and
effectiveness of financial markets and
institutions might impact the decisions they
make. (Cetenak et al., 2022).

Investment sensitivity to cash flow
indicates how much cash flow influences an
enterprise’'s investment decisions. It is
calculated by dividing the percentage change
in capital expenditures by the percentage
change in cash flow from operations. A high
sensitivity indicates that an enterprise's
investment decisions are significantly
influenced by cash flow, whereas a low
sensitivity implies that an enterprise's
investment decisions have less impact on
cash flow (Hovakimian, 2009). Investment
cash flow sensitivity might be affected by
many factors such financial constraints, cash
flows, and firm’s growth prospects (Chiu,
Fang Ho, & Tasi, 2022).

In transparent capital markets, there is no
distinction between external and internal
financing costs. Companies that operate in
the world of perfectly efficient markets pay
no taxes, have no transaction costs, and
bankruptcy is possible, but there are no
bankruptcy costs, agency difficulties, and
information that is perfectly symmetric
(Modigliani & Miller, 1958). An inefficient

capital market can lead to underinvestment,
overinvestment, or resource misallocation in
the context of investment since it hinders the
market's ability to function effectively
(Senay & Abon, 2008). According to the
pecking order hypothesis, under asymmetric
information, firms should prioritize internal
funding before debt and equity financing
because external financing will result in
adverse selection and lower business
valuation (Myers & Majluf, 1984).

Halal is an Islamic term that means
"lawful" or "allowed." halal investment
represents the obligations that follow
Shari‘ah, or Islamic law. Halal investing
avoids activities that include prohibited
goods such as gambling, alcohol, or tobacco,
as well as charging or receiving interest,
which steers halal investors away from
traditional bonds or other interest-bearing
assets. Halal investment also requires taking
social responsibility and donating any illegal
profits to charitable organizations (Paltrinieri
et al., 2023).

There are several factors contributing to
the rise in popularity of halal investing, such
as the growing Muslim population and the
growing need for financial services and
goods that abide by Islamic law. Investors
become more conscious of their financial
decisions according to their own principles,
steering clear of businesses or sectors that
negatively affect the environment or society.
Innovations in technology, especially in
fintech, have opened the world of halal
investing to more people. The introduction of
Islamic finance and halal investing to both
Muslim and non-Muslim investors have
increased its attractiveness and adoption due
to the globalization of financial markets.
Finally, a growing number of nations are
realizing the benefits of Islamic finance and
modifying their legal and regulatory
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structures to support and promote halal
investment (Khan, Al-Jabri & Seif N., 2019).

sukiik are the most used instruments for
internal halal finance. They've grown in
popularity during the past decade. sukuk are
like bonds; however, they are not debt-based.
Bonds are basically loans. The investors
profit from the interest, which is not halal.
Investors profit from sukilk comes from
investment income. Furthermore, sukiik
signifies ownership of underlying assets,
projects, or company operations (Azmat et
al., 2014). The issuing of sukiik indicates the
security of such assets or cash flows, with
investors getting a portion of the profits
earned by actual activity. Sukiik has become
a global phenomenon, attracting Islamic
investors  while diversifying financial
sources. Sukik comes in seven different
varieties: ijarah, mudarabah, Murabaha,
Musharaka, Istisna, salam, and Hybird
(Cheistopher et al., 2014).

The current study aims to test the
significant relationship between investment
and cash flow in both Islamic and
conventional enterprises. Determine the
effect of capital market imperfections on the
sensitivity of halal investment to cash flow.
Examine the causality direction between
halal investment and cash flow as well as
halal investment sensitivity to cash flow and
capital market imperfections.

The study is significant because it
bridges a gap in the literature on whether
Islamic enterprises have a significantly
higher sensitivity to cash flow than
conventional enterprises. Moreover, it
employs the Granger causality test to
determine the direction of causality between
halal investment and both cash flow and
capital market imperfections.

The structure of the paper is a review of
the prior studies in Section two. showing the
data and methodology in Section three.
Findings and discussion are shown in Section
four. Section five contains the study
conclusion, policy implications, and
limitations.

2. Literature Review

The primary challenge to the theory of
financial restrictions is that no matter how
small or large, an entity could depend on both
internal and external funding to support its
investment plans. Positive net present value
(NPV) and the total amount of funds required
are the two factors that go into the investing
decision. In the finance literature, financing
restrictions are a long-standing issue.
Although previous studies have attempted to
identify the origins and consequences of
financial limitations, the assessment of these
constraints remains an ongoing topic.

Investment to cash flow sensitivity has
received the most attention in traditional
economics. Fazzari et al. (1988) is a prior
study that argues the pecking order theory to
assess  corporations'  decisions  about
investments when dealing with external
financial restrictions. External financing
expenses are higher because of asymmetries
in information and agency fees. When a
firm’s cash flow is inadequate to fulfill its
investment requirements, it will start looking
for external finance. Therefore, the higher the
sensitivity degree of investment to cash flow,
the higher the hidden costs of external
borrowing, and the tighter the financial
restrictions.

In contrast to Fazzari et al. (1998),
Kaplan and Zingales (1997) and Cleary
(1999) state distinct outcomes. The studies
adopt alternative criteria to categorize
organizations as restricted or unrestricted.
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They find that enterprises that face financial
restrictions will have lower investment cash
flow sensitivity. On the other hand, the
studies of both Gilchrist & Himmelberg
(1995) and Erickson & Whited (2000)
contend that the estimated sensitivity of
investment to the internal fund flow will be
affected by Tobin's Q measurement
challenges.

Almeida et al. (2004) study how costly
external resources affect business financial
decisions. Instead of analyzing the sensitivity
of investment to cash flow, they focus on the
sensitivity of cash-to-cash flow by
categorizing enterprises as having financial
restrictions or not. The study finds that
companies with financial restrictions are
more likely to keep cash on hand due to
limited access to external resources. These
findings are supported by the Denis and
Sibilkov (2010) study. They reveal that
enterprises  with  financial restrictions
preserve more cash and invest more heavily.
Thus, enterprises with financial limitations
will have cash on hand and can assess their
investment options in a shorter period.

Rashid and Jabeen (2018) utilize a large
sample of Pakistani non-financial firms from
2000 to 2013 to explore the influence of
financial  limitations on creating a
relationship between cash flow and external
financing. The data show an inverse and
statistically significant relationship between
eternal funding and cash flow. In addition,
the paper explores how credit multipliers
affect both financially constrained and
unconstrained  firms' external funding
decisions. The findings demonstrate that the
negative sensitivity of external funding
increases with tangible assets for enterprises
that have no financial constraints. However,
when asset tangibility improves, the adverse
sensitivity of external borrowing to cash flow
either decreases or reverses for financially

constrained enterprises. This finding implies
that financially limited enterprises gain
substantially when investing in tangible
assets. These assets help to minimize their
financial limitations and it could be an
immediate provider of money during times of
negative cash flow disruptions.

Guizani (2019) examines the impact of
Sharia conformity on the sensitivity of
investment to internal funding for oil-rich
nations. The study employs a fixed effect
panel approach for 207 non-financial
enterprises  registered on the Gulf
Cooperation stock exchange market between
2009 and 2014. The results show that the
sensitivity of investment to cash flow is
positive and substantially larger for
enterprises that are more restricted. The data
shows that GCCs are more sensitive to
investment-cash  flow than developed
markets. The study also demonstrates that
Sharia compliance lessens businesses'
reliance on locally produced cash when
embarking on new investment initiatives.
Moreover, when liquidity becomes available,
investment-cash flow sensitivity rises, and
corporate investment expenses become more
sensitive to cash flow during the crisis phase.

Wang and Zhang (2021) aim to test the
hypothesis that investment in firms is
sensitive to cash flow and that this sensitivity
diminishes over time. The study finds that the
economy is transitioning away from tangible
assets and moving toward intangible ones.
Firms in the new economy, on the other hand,
face more competition and have less
predictable future cash flow than their
existing counterparts have. As a result, the
current cash flow provides less information
about future cash flow, making investments
less sensitive.

Yilmaz (2022) studies the investment
cash flow sensitivity (ICFS) and the
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influence of leverage on businesses' ICFS,
utilizing data from 66 non-financial
enterprises in the Muscat Securities Market
in Oman from 2013 to 2019. The study
employs a dynamic panel investment model
based on the Euler equation methodology as
well as dynamic panel regressions performed
with the dynamic panel system generalized
method of moments. The findings reveal a
considerable sensitivity of investment to cash
flows in the sample enterprises. A positive
coefficient for the cash flow variable shows
the presence of financial limitations. Also,
leverage has a significant impact on the ICFS
of firms, implying that those with higher
leverage have ICFS.

Regaringy Senay and Abon (2008)
evaluate the impact of imperfect capital
markets on investment sensitivity to cash
flow. They employ five variables—fund
flow, institutional ownership, bond ratings,
analyst follower count, and an indicator of
anti-takeover  laws—as  indicators  of
imperfection in the capital market. According
to the study, investors' sensitivity to cash
flow in US manufacturing firms decreases
over time as capital market inefficiencies
diminish.

Kashif et al. (2022) use the regression
technique on 137 non-financial industrial
firms that are listed on the stock exchange of
Karachi. The paper demonstrates that the
cash flow generated by enterprises has a
significant and positive effect on investment
sensitivity in both transparent and imperfect
capital markets, but the sensitivity is greater
in the case of imperfect capital markets,
where a significant number of enterprises
rely primarily on cash flow generated
internally.

Accordingly, the above studies attempt
to examine the sensitivity of investment to
cash flow for a specific sample of non-

financial firms without specifying whether
these enterprises issue debt or sukik. They
find that capital market imperfection
enhances investment sensitivity to cash flow
and that investment sensitivity to cash flow is
positive. Thus, the current study fills a gap in
the literature by examining the sensitivity of
halal  investment and  conventional
investment to cash flow, as well as measuring
the impact of market imperfections on the
sensitivity of investment to cash flow in both
types of enterprises.

3. Methodology, Data and Variables
3.1 Methodology

The current study uses panel data approaches
to examine data collected over time from the
study sample. The technique requires
continuously monitoring the same entities
across time. Furthermore, the versatility of
this data analysis enables the investigation of
a wide range of research questions. It allows
us to investigate the long-term effects of
policies and actions. It also helps to
comprehend how socioeconomic concerns
influence individual behaviors and market
trends, as well as measure the impact of
external variables on business outcomes
(Baltagi, 2008).

The panel data analysis uses two models:
fixed effects models (FEM) and random
effects models (REM). FEM accounts for
individual-specific effects by introducing
dummy variables for each entity in the
dataset. This technique accounts for time-
invariant individual features and enables the
investigation of changes within the same
entity at multiple time points. REM
presupposes that individual-specific effects
are independent and uncorrelated with the
regressors. These models calculate the
average effect of variables on the whole
sample (Hsaio, 2005).
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The panel model can be specified as
follows:

Yi=a+Xuf+ue i=1,...N;t=1,....,T (1)

Where:

(i) denotes the cross-section
dimension whereas

(1) denotes the time-series dimension.

(o) is a scalar, () is K x1, and (Xi?) is
it of observation on (K) explanatory
(Independent) variables.

To employ the panel data method, the
author is conducting descriptive statistics to
understand the data’s primary characteristics.
These statistics include mean, standard
deviation, and distributions to gain insights
into the variables involved in the analysis.

The panel data is being tested for
stationarity. A unit root test is utilized to
determine the stationarity of each series. The
null hypothesis (H0) assumes a stationary
series, whereas the alternative hypothesis
(H1) calls for a nonstationary series (Ioan et
al., 2020). The study uses the Levin, Lin, and
Chu (LLC) unit roots test, as well as the Lm-
Pesarn-Shin (IPS) and Philips-Perron (PP)
stationary tests, at the level and initial
difference, with intercept, and with intercept
and trend. To reject the null hypothesis, at
least one test must have a p-value less than
0.05/3M, where M is the total number of
series and 3 is the number of conducted tests.

To identify the appropriate model for
analyzing the data, The Hausman test (1978)
will be used to determine whether the random
effects model (REM) or the fixed effects
model (FEM) should be applied as a
regression model. The test null hypothesis
(HO) is that REM is correct, while the
alternative hypothesis (H1) is that FEM is
valid. After using the Hausman test, the
computed Hausman statistics are compared
to the critical values for the k-degrees-of-
freedom. The null hypothesis is rejected if the

Hausman p-value < 0.05. Although random
effects are preferred for greater efficiency,
the fixed effect is more reliable and
appropriate when Error terms are not
connected with regressors (Abou Elseoud,
Yassin, & Ali, 2020).

After estimating the chosen model, the
study does robustness tests for serial
correlation and multicollinearity problems to
ensure that the findings are reliable. Finally,
the study employs the cointegration test to
determine the existence of a long-term
relationship between the study variables and
the Granger causality test to identify the
nature and direction of the relationship
between halal investment and both cash flow
and capital market imperfection. The
Granger causality test hypotheses are:

Hypothesis 1:

H10: There is no causal relationship
between halal investment and cash flow.

Hla: There is a causal relationship
between halal investment and cash flow.

Hypothesis 2:

H20: There is no causal relationship
between halal investment sensitivity to cash
flow and  market imperfection.

H2a: There is a causal relationship between
halal investment sensitivity to cash flow
and market imperfection.

3.2 Data and Variables

Sukiik is a relevant Islamic financing
product; however, most Islamic finance
markets haven't fully explored its potential.
Out of the 57 members of the Organization of
Islamic Cooperation (OIC), only 14 have
given authorization to many stocks market-
listed companies to raise funds for their
projects by issuing sukiik. The present study
selects the major six countries, accounting for
around 60% of all the enterprises that rely on
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suktk issuance. Saudi Arabia, the United
Arab Emirates, Kuwait, Qatar, Bahrain, and

35

Table 1: A brief description of the selected
stock markets.

Malaysia are these countries (Bashar, 2023).

Table 1 Brief discerption of the selected stock markets

The stock market

Discerption

The Saudi financial
market (Tadawul)!

The Saudi financial market (Tadawul) is the main market in the GCC countries. There are 224 listed
business entities, of which 180 are non-financial companies, that include energy, petrochemicals,
capital goods, commercial services, transportation, consumer services, media and entertainment,
healthcare, telecommunications, public utilities, technology, and real estate management and
development sectors. 120 of them are sukiik-dependent companies.

The UAE stock The UAE has two stock markets: the Abu Dhabi Securities Market (ADX) and the Dubai Financial

markets? Market (DFM). The two markets consist of 160 listed enterprises. 110 of them are non-financial
sectors such as industry, public utilities, commercial services, real estate, telecommunications, and
consumption products; 40 of them are sukiik-dependent enterprises.

The Kuwait Stock The Kuwait Stock Exchange has 147 listed firms, 88 of which are non-financial enterprises

Exchange’ specializing in health care, consumer services, real estate, public utilities, energy,
telecommunications, and industrial. 70% are sukiik-dependent business enterprises.

The Qatar Stock The Qatar Stock Exchange (QSE) lists 54 businesses, 33 of which are non-financial operations in

Exchange (QSE)* transportation, power, water, industrial, telecommunications, real estate, medical care, and Ooredoo.

45 percent of them are sukiik-dependent firms.

The Bahrain Bourse

The Bahrain Bourse (BHB) has 61 listed businesses, 50 of which are non-financial and operate in

(BHB)’ the services, hospitality, and tourist industries. 14 of them constitute sukiik-dependent businesses.
Bursa Malaysia Bursa Malaysia (FTSE) is one of ASEAN's largest stock exchanges, with 972 listed firms. 668 of
(FTSE)® them are non-financial sukiik-dependent enterprises in the chemicals, health care, metal, postal,

aviation, and gas sectors (Bursa Malaysia, 2023).

Sources: ' (Suadi exchange, 2023), ? (Securities & Commodities Authority, 2023), * (Bourse Kuwait,
2023),*(Qatar Stock Exchange, 2023), >(Bahrain Bourse,2023),  (Bursa Malaysia, 2023).

The study's sample covers the non-
financial listed enterprises in the stock
markets of the six nations that rely on
financing through sukik or bonds. The
selected non-financial enterprises consist of
health care, telecommunications, real estate,

The study depends on secondary data
from Thomson Reuters governance indices as
well as annual reports from non-financial
firms in the six nations for the period 2018—
2022. Figure 1 shows the distribution of
listed firms in each stock market

transportation, chemicals, industrial, metal,
media & entertainment, and public utilities.

Figure 1: Distribution of listed enterprises in slected countries's stock markets

Bahrain
Qatar
Kuwait
UAE
KSA
Malaysia

H Total of listed enterprises

|1!!”

0 500 1000 1500 2000 2500

Non-Finacial enterprises Sukuk-issuing enterprises

Source: Stock markets' website of the slected countries
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The research sample consists of 240
firms, of which 120 rely on sukiik and 120

rely on bonds. Table 2 shows the distribution
of the sample by nation.

Table 2 . The distribution of study sample by nation

Countries No. of Islamic enterprises No. of conventional enterprises Total
Bahrain 5 3 8
KSA 34 34 68
UAE 25 19 44
Kuwait 5 6 11
Qatar 6 9 15
Malaysia 45 49 94
Total 120 120 240

Source(s): Author’s Own.

According to the prior studies, the
current study variables are capital
expenditure, total assets, cash flow, Tobin’s
Q, sukik Issuance value and the amount of
conventional debt (bond), as well as capital

market imperfections factors which are:
flows of funds, the following of analysts,
institutional ownership, and the index of
corporate governance. Table 3 shows the
definition of each variable.

Table 3. study variables definitions and abbreviations

Variable Abb. | Definition

Total asset ! | TA It represents the entire quantity of properties possessed by a company. It has an economic
value that is spent over time to provide a benefit to the holder. It is normally documented
in the accounting records and appears on the firm's balance sheet.

Cash flow! CF It refers to the flow of funds within and outside of an organization. It may be divided into
cash flows from operation, investment, and finance.

Tobin’s Q! TQ It is a financial metric that compares the market value of a company (or its assets) to the
replacement cost of its assets. The Q ratio is calculated as a ratio of the market value a
firm’s assets. If Q ratio>1, this means that the market value a firm’s exceeds the
replacement cost of its assets, while Q ratio <1 indicates that the firm is poorly valued by
the market

Capital CE It is the amount of money a company spends on purchasing, maintaining, or improving its

expenditure! fixed assets, such as buildings, vehicles, machinery, or property.

Sukiik? SUK | Financial products that adhere to Islamic principles and serve to raise cash in the Islamic
finance industry.

Conventional | DET | Itis a type of debt finance. It consists of stock, loans from banks, and facilities of credit. It

debt! is frequently given to provide quick funds for a certain project that the firm is interested in
pursuing.

Flow of FF The amount of money that moves within and out of different investment vehicles over

funds® certain periods. Analysts may use the path of cash flows to gain knowledge concerning the
health of certain stocks and sectors, as well as the entire market.

Following of | FA It means how equity analysts believe a company's financial state and stock price will fare

Analysts* in the short to medium term. These projections depend on basic research, financial
statement examination, and comparisons to peers and rivals.

Institutional | InO | ownership of a company's shares via large institutions of finance, retirement funds, and

ownership® foundations. Their presence has a clear influence on organizations because they hold
significant shareholdings, and thus anticipated to be able to oversee management

Index of | CG | an index of whether the board of directors and top executives are operating in the most

Corporate beneficial interest of the firm, if there is a vision for sustainability, a positive atmosphere,

governance® truthful and precise disclosures, as well as efficient procedures and regulations.

Source: '(Brealey R., et al., 2022), 2(Azmat et al., 2014). *(Kent &Bu., 2020), *(Kim et al., 2021),

>(Moradi et al., 2022), ®(Aliabadi et al., 2018)
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Thus, the study tests the following two
equations:

CEit  =ai+B: CFitt+ B> TQir1+ B3 SUKj «1 +6&i 2

TA, 1 TAi, 1

CEit =ai+ B: CFit + B2 TQit1+ Bs SUK i «+ By DET: + Bs(CFix x factors)+€i  (3)

TAiw1 TAiw1 TAis1

Where:

- CEiy : A capital expenditure of firms i,

- TAit1: Total assets at the beginning of the
period.

- CF it : The cash flow of an enterprise is
calculated as (Net revenue minus amortization and
depreciation adjusted by TA it.1)

- B; : determines the sensitivity of investment
to cash flow for the time period t

Equation 2 assesses the sensitivity of
halal investment to cash flow in sukik-
dependent, while Equation 3 examines the

4. Results and Discussion

4.1 Descriptive statistics

Table 4 shows descriptive statistics for the
collected data. The table clearly differentiates
between companies that issue sukiik and
those that issue debt. Conventional firms are

TAi

- TQit1 : Tobin’s Q that calculated as ( Total
of assets minus Equity book value plus the market
value of equity) divided by TAj, t.1.

- SUK w1 @ A value of sukik.

- DET: : A value of conventional debt.

- CFi; x factors : refers to the interplay of the
variables and the cash flow related to investment
market imperfection. These variables are flows of
funds, the following of analysts, institutional
ownership, and the index of corporate governance.

- ei & € : unexplained portion of the model

impact of capital market imperfections on
halal investment sensitivity to cash flow.

larger (in terms of total assets) than Islamic
enterprises. While typical firms have lower
capital expenditures and cash flow ratios than
sukiik issuers, conventional firms leveraged
up to 76.4%, whereas Islamic firms leveraged
up to 42.1% through sukik

Table 4. Descriptive statistics

Variables All enterprises Islamic enterprises conventional enterprises
Mean SD Mean SD Mean SD
CE/ TA 0.2121 0.4358 0.2621 0.6935 0.1791 0.4012
CF/TA 1 0.2024 0.2377 0.2925 0.3135 0.1504 0.2661
TQix1 1.7351 1.4296 1.5368 1.4189 1.7918 1.1483
TA ¢ 94219 61437 8531 4153 9864 5385
SUK /TA¢1 0.4218 0.7154
DET /TA¢1 0.7641 0.8917

Source(s): Author’s Own.

Table 5 shows the Pearson correlation
matrix. At the 5% level, the correlation
between capital expenditure and both CF and

TQ is significant and positive, while the
correlation between capital expenditure and
TA is significant and strongly negative.
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but insignificant correlation with capital
expenditures.

Unlike conventional enterprise investments,
which have negative and significant
associations with debt, sukik has a negative

Table 5. Correlation matrix

Panel one: Islamic enterprises

CE/ TA w1 CFt/TAwu TQix1 TA « SUK:/ TA¢1
CE/ TAu 1 0.238** 0.465** -0.548%* -0.454
CFt/TAu 1 0.636** -0.394** 0.273
TQix1 1 -0.301** 0.116
TA¢ 1 0.337
SUK ¢ TAw1 1
Panel two: Conventional enterprises

CEi/ TAu CFt/ TAu TQix1 TA¢ DET:/ TAtu
CEi/ TAu 1 0.276** 0.434** -0.541** -0.365%*
CFt/ TAu 1 0.239** -0.434** 0.251**
TQix1 1 -0.236** -0.143%**
TA « 1 0.325
DET:/ TAt 1

Source(s): Author’s Own. Note: *, ** *** Sjgnificant at 10%, 5%, and 1% respectively.

difference, with and without intercept, and
trend. Table 6 demonstrates that the series
has an integration order of I(0), indicating
that it might be applied straight to panel
regression.

4.2 Results for stationarity

The study used the Levin, Lin, and Chu
(LLC) unit roots test, as well as the Lm-
Pesarn-Shin (IPS) and Philips-Perron (PP)
stationary tests, at the level and first

Table 6: Unit root and Stationary tests

LLC IPS PP

Statistic Prob. Statistic Prob. Statistic Prob.
TA -4.18516%* 0.0000 -1.13459 0.1283 26.5804** 0.0089
CF -5.41689** 0.0000 -8.88233%* 0.0000 89.302%* 0.0000
TQ -4.98138%* 0.0000 -2.78711%* 0.0027 41.2614%* 0.0000
CE -5.2772%* 0.0000 -3.6484%* 0.0001 33.8451** 0.0007
SUK -5.03771%* 0.0000 -2.63212%* 0.0042 39.4868** 0.0001
DET -5.54707** 0.0000 -3.72622%%* 0.0001 34.4992%* 0.0006

Source(s): Author’s Own. Note: ** Level of significant is 5%

model (FEM) should be adopted as a
regression model, table 7 illustrates the
Husman test findings, where P < 0.05

4.3 Husman test reslts
In order to determine whether the random
effects model (REM) or the fixed effects
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indicates that the null hypothesis is accepted,
and FEM is valid for the study estimations.

Table 7. Hausman test

Type of Model Fixed Vs Random
Chi-square test value 238.99
P-value 0.000
Conclusion Accept HO
Decision Fixed Effect Model

Source(s): Author’s Own.

4.4 Robustness tests results

Table 8 shows the robustness test results. The
Jeffrey M. Wooldridge test, which looks for
autocorrelation in a panel, and the modified
Wald test, which looks for heteroskedasticity,
both illustrate the significance of parameter
estimation. Table 8 shows that the F statistic
for equations 2 and 3 is 15.56 and 16.43,
respectively, with p values of 0.0109 and
0.0106. This means that, at the 1% level of
significance, we accept the null hypothesis,
which means there is no autocorrelation in
both models.

The variance inflation factor (VIF) is
adopted to assess the multicollinearity
problem. The VIF measures how much the
variance of an estimated regression
coefficient increases due to multicollinearity.
Table 8 illustrates the VIF values for each
variable and their reciprocals. The VIF values
are all marginally above 1. TA has the highest
VIF at 1.23, and CE has the lowest at 1.16.
The reciprocals of these VIF values, which
indicate tolerance, range from approximately
0.810 to 0.892, suggesting no evidence of
serious  multicollinearity = among  the
variables.

Table 8: Robustness tests results

Serial Correlation Test

Model 1
F=15.563
Prob>F= 0.0109

HO: no first-order autocorrelation

Variance Inflation Factor

Model 2
F=16.43
Prob>F= 0.0106

Variables
TA

CF

TQ

CE
SUK
DET

Mean VIF

Variable VIF 1/VIF
1.23 0.8104
1.21 0.8289
1.2 0.8308
1.16 0.8642
1.12 0.8928
1.19 0.8403

1.18

Source: Author’s Own.

4.5 Testing halal Investment—cash flow
sensitivity
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Table 9 shows the effect of cash flows on
halal investment sensitivity. The study
divides model one into two panels. The first
panel defines the dependent variable as a
firm's spending on capital relative to its
beginning-of-period total assets. The second
panel computes the dependent variable as the
proportion of the firm's capital expenditure
and research and development (R&D)
expenses to its beginning-of-period total
assets.

Model A is the initial framework that
comprises a complete sample of conventional
and Islamic enterprises. Sukiik and Debt are
dummy variables that take 1 if the enterprise
depends on sukiik or debt and 0 otherwise.
Both sukiik and debt are included in nominal
terms in models B and C, respectively. The
equations' explanatory power (R?) ranges
from 32% to 38%.

The study finds that there are
considerable distinctions between sukiik-
dependent firms and traditional enterprises.
According to models A, B and C, the cash
flow is significant and positively affected on
capital expenditures for both Islamic and
conventional enterprises. At the 5%
significance level, both groups' investment
expenditures responded significantly to cash
flow. But halal investment rises by $0.14 for
sukuk-dependent ~ companies, = whereas
conventional investment raises by $0.17 for
conventional businesses when current cash
flow rises by $1. The findings are in line with
earlier studies [e.g., Miller &Modigliani
(1963); Fazzari et al., (1988); Erickson &
White, (2002); Baker et al., (2003); Rauh
(2006); Meysam et al., (2013) ].

Tobin's Q has a positive and significant
effect, implying that high-growth companies
are going to invest more. The findings
suggest that Islamic enterprises have a higher
Q ratio than conventional firms. Due to the
source of funding. When Islamic enterprises
issue sukiik, the Q ratio and investment tend
to rise. More cash reduces the firm's financial
constraints. However, while traditional
enterprises rely on debt, the connection
between Q ratio and investment might be
more complicated. In other situations, they
may migrate in the opposite direction, as
depicted in the second panel.

The sukiik to total assets (SUKt/TAt-1)
has an indirect and significant impact on
capital spending in both panels of model A.
This indicates that when Islamic enterprises
issue additional sukik while overall assets
stay relatively stable, the ratio falls, boosting
the available cash for halal investment.
Despite having no influence on halal
investment in model B (first panel),
SUKt/TAt-1 has a significant negative effect
in the second panel. This indicates that cash
raised by releasing further sukik could be
allocated to R&D.

The regression results in model A show
that, at 1%, debt to total assets (DETt/TAt-t)
has a negative and significant effect on
capital spending, with greater significance
than SUKt/TAt-1. In model C, the
DETt/TAt-1 has no effect on investment
spending; this might be because the increased
debt is not spent on investment expenditure
but rather allocated to other costs.
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Table 9. Fixed effect regression of sensitivity of halal investment to cash flow

First Panel: Capital expenditure is a dependent variable

Model A Model B Model C
CFt/ TAw1 0.164**(3.45) 0.143**(1.95) 0.176**(4.29)
TQit1 0.242**(2.81) 0.341**(3.56) 0.133* (1.92)
SUK ¢ TAt1 - 0.143*** (0.24) -0.458 (1.96)
DET ¢ TAw -0.368***(3.82) -0.123 (1.25)
R?2 0.351 0.383 0.324
Second panel: (Capital expenditure and R&D)
CFt/ TAw1 0.189* (1.63) 0.112 (1.34) 0.187*** (3.03)
TQit1 0.203***(2.63) 0.145*%* (2.36) -451%*%* (3.04)
SUK ¢/ TA¢ - 0.153 (0.32) -0.135*** (2.17)
DET /TA¢.1 -0.396***(4.13) -0.468 (1.96)
R?2 0.351 0.383 0.324

Source: Author’s Own. Note: *,**, *** Significant at 10%, 5%, and 1% respectively.

4.6 Testing the effect of capital market
imperfection on halal investment sensitivity
to cash flow

To examine the impact of imperfection of
capital market on halal investment sensitivity
to cash flow, the study estimates equation 3
as shown in Table 10. There are four factors
used as proxies of imperfection of capital
market, which are: flow of funds (FF),
following of analyst (FA), institutional
ownership (InO), and index of corporate
governance (CG).

- The factor (FF) has a significant negative
impact on capital expenditure for both
Islamic and conventional businesses.
These findings suggest that as capital
market imperfections decrease, so does
investment sensitivity to internal fund
availability. In this approach, raising FF
must increase liquidity across assets.

- Analysts do research to improve publicly
available data about firms and reduce the
information asymmetry between
executives and outsiders. As a result, the
factor FA should reduce the difference

between external and internal finance
expenditures. As shown in Table 10, the
cash flow ratio to the number of FAs is
large and negatively associated with
halal investment for businesses that use
suktk but has no effect on traditional
operations. This might be owing to the
sukiik's benefits over traditional bonds,
particularly in terms of less information
asymmetry.

Institutional ownership (InO) has a
negative and substantial influence on
both firms, with nearly comparable
coefficient magnitudes. Finally, for both
types of entities, the association between
investment sensitivity to cash flow and
corporate governance index (CQG) is
negative and significant at the 1% level.
This shows that the board of directors
and top executives in the selected sample
are acting in the best interests of their
companies.

Accordingly, the overall results show

that the halal investment-cash flow
sensitivity decreases with factors that
diminish capital market imperfection.
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Table 10: Testing the effect of capital market imperfection on halal investment sensitivity to cash

flow
Variables Model (A) Model (B) Model (C)
CF: / TAui 0.144 (1.21) 0.124** (3.12) 0.163** (4.24)
TQici 0.165%** (3.15) 0.102 (1.34) 0.316*** (3.005)
SUK / TAci -0.165 (0.15) -0.14(1.37)
DET /TAci -0.281%*(3.17) -0.163**(2.96)
FF x CF, -0.037*%(2.45) -0.031%%(2.01) -0.038**%(5.78)
FA x CF, -0.042 (2.96) -0.166* (2.003) -0.054 (0.019)
InO x CF -0.311%* (2.02) -0.025%** (3.009) -0.021%%(2.29)
CG x CF, -0.0341%** (4.42) -0.036***(3.06) -0.026***(4.15)
R? 0.326 0.361 0.354

Source: Author’s Own. Note: * **, *** Sjgnificant at 10%, 5%, and 1% respectively

4.7 Results for Co-integration

The study employs the Kao co-integration
test to assess whether a set of time series
variables is co-integrated. Cointegration
suggests that the variables move together in
the long run, even if they have short-term
variations. Table 11 shows the t-statistic and
the corresponding probability value (p-value)
of the two models. The ADF statistics

reported for the two models are -2.636 and -
2.451, and the associated probability values
are 0.0042 and 0.0136, respectively. The fact
that the observed p-value is <0.05 leads to
rejecting the null hypothesis. This implies
that there is statistically significant evidence
of cointegration, indicating that the variables
in question are likely to share a common
stochastic trend or long-run equilibrium
relationship.

Table 11: Kao residual cointegration test

Model one Model two
t-Statistic Prob. t-Statistic Prob.
ADF -2.63645 0.0042 ADF -2.451 0.0136
Null Hypothesis: p-value > 0.05, No co-integration

Source: Author’s Own

4.8 Results for causality

After verifying and estimating the existence
of a long-term relationship between the study
variables, the paper uses Granger causality
test to identify the nature and the direction of
the relationship among the variables as
shown in table 12.

The causal relationship between halal
investment and cash flow is bidirectional
causality in the whole sample and among

suktk-dependent enterprises, with
probability values less than 0.05. This means
that the study accepts alternative hypothesis
Hla.

- Halal investments generate cash flow.
This might be attributable to the fact that
Islamic enterprises are investing in
capital projects (for example, building a
new facility), which incur upfront costs.
Over time, these expenditures may result
in  greater  production  capacity,



investment  and
unidirectional causality.
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efficiency, and income. As the firm
benefits from these expenditures, its cash
flow may rise because of more revenue,
lower expenses, or improved operational
efficiency.

On the other hand, cash flow causes
halal investment. Since positive cash
flow allows companies to fund halal
investments, When Islamic companies
generate extra cash, they may use a
portion for investment projects. This
reinvestment has the potential to
improve future operations and increase
cash flow in the long term.

The causal relationship between halal

investment and Tobin's Q ratio is
bidirectional causality.

Halal investments enhance the Q
ratio. When a company invests in
productive assets, it improves its future
cash flows and profitability. This
beneficial influence on predicted future
profits may result in an increase in the
firm's market valuation, and hence its Q
ratio.

The Q ratio promotes halal
investment. A high Q ratio (market
value surpassing replacement cost) may
indicate that the firm's investment
initiatives will be lucrative. In this
scenario, the company may be more
inclined to incur capital costs. On the
other hand, a low Q ratio may hinder
investment since the market considers
the firm's assets to be expensive in
comparison to their replacement costs.

The causal relationship between halal
sukik  issuance 1is

The causal relationship between halal
investment and sukik issuance is
dynamic and context dependent.

Examining the causality between halal
investment and sukuk for the entire
sample suggests that there is no
causation between the two variables.
However, examining the causality
between halal investment and sukiik for
Islamic enterprises reveals that there is a
one-way causation between halal
investment and sukiik issuance, where
sukuik issuance causes capital
expenses. When sukilk is issued, the
proceeds are often put aside for certain
projects or assets. These funds are
utilized to cover major costs like
infrastructure development or facility
renovations. Thus, issuing sukiik might
result in halal investment.

The causal relationship between

Investment and bonds issuance is
unidirectional causality.

Bonds can be an effective funding
source  for  capital  expenditure,
particularly during favorable market
circumstances.

The Granger causality test shows that
there is unidirectional causality between
CE and DET issuance among selected
conventional enterprises. The causality
moves from DET to CE.

Bond issuance will fund investments for
firms with growth-oriented plans aimed
at increasing CE and expanding
operations. Non-financial firms with
substantial capital requirements (e.g.,
infrastructure, utilities) frequently use
bond issuance for CE.

Bondholders assess a company’s CE
plans. If they believe CE will enhance
future CF, they may be more willing to
invest. Finally, companies with strong
financials (healthy CF, low debt) are
better positioned to issue bonds for CE.
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The causal relationship between halal

investment-cash flow sensitivity (ICF) and
capital market imperfection is unidirectional
causality. This means that the study accepts
alternative hypothesis H2a.

Capital market imperfections impact
halal investment-CF  sensitivity.
Because the capital market in the
selected countries is underdeveloped and

almost imperfect. Thus, the firm's
sample faces significant flaws (for
example, confounding information
asymmetry), and they may rely more
heavily on internal funds due to
difficulty acquiring external capital. As a
result, their halal investment -CF
sensitivity will be greater. These results
confirm the significance of the four
factors of capital market imperfection
that are shown in table 10.

Table 12: Causality direction among the study variables

Causality F-stat Prob. Causality Direction Results
Whole sample (A) | CE—» CF 3.39 0.001*
CF—>» CE 7.14 0.037*
sukik-dependent | CE—» CF 3.14 0.011* | Bidirectional CE “CF
companies (B) CF —» CE 6.78 0.039* | causality
conventional CE—» CF 6.87 0.008*
enterprises (C) CF —» CE 4.24 0.028*
Whole sample (A) | TQ—» CE 2.84 0.001*
CE —» TQ 1.98 0.122
sukiik-dependent | TQ— CE 2.35 0.006* | Bidirectional TQ&=) CE
companies (B) CE—» TQ 2.02 0.139 | causality
conventional TQ—» CE 2.54 0.004*
enterprises (C) CE—» TQ 1.89 0.164
Whole sample (A) | Suk—»CE 1.91 0.432 | No Causation
CE_ Suk 1.74 0.063
suktk-dependent | Suk—» CE 5.03 0.001* | Unidirectional causality Suk=>CE
companies (B) CE— Suk 1.89 0.149
Whole  sample | DEF—» CE 2.03 0.613 | No Causation
(A) CE—» DET 1.96 0.451
conventional DE+—»CE 4.65 0.012* | Unidirectional causality | DET =>CE
enterprises (C) CE—» DET 2.01 0.447
Whole sample (A) | MIP —»ICF 6.23 0.005* | Unidirectional causality | MIP :> ICF
ICF —» MIP 1.74 0.451
suktk-dependent MIP—» ICF 5.87 0.011* | Unidirectional causality | MIP :> ICF
companies (B) ICF —» MIP 1.89 0.391
conventional MIP—»ICF 5.31 0.009* | Unidirectional causality | MIP :> ICF
enterprises (C) ICF —»MIP 1.61 0.513

Source: Author’s Own. Ha: There is causality between the two variables, while HO: there is no

Based on the preceding results, the
study's key findings are:

causality

e The regression results in Table 9 show
that the relationship between halal

investment and cash flow is positive and
significant. Positive cash flow implies
that the liquid assets of Islamic
enterprises are growing, allowing them
to meet their commitments, reinvest in



Halal Investment Sensitivity to Cash Flow and the Effects of Capital Market Imperfections 45

their operations, distribute earnings to
stockholders, fund expenses, and build a
cushion against potential financial
difficulties. Islamic enterprises' halal
investment-cash flow sensitivity
corresponds to the higher cost of external
financing as compared to conventional
firms that leverage borrowing.

Despite the expansion of Islamic
financing in the selected countries, the
costs of issuing sukiik remain much
higher than the price of issuing
conventional debt. Enterprises that issue
conventional debt tend to have
significant ethical hazards and adverse
selection problems that lead to
substantially greater investment-cash
flow sensitivity than those that issue
sukiik (as shown in table 9). The moral
hazard indicates an inherent financial
limit on investment, making the firm's
investment vulnerable to cash flows.

Capital markets are not perfect, and
various imperfections can affect a firm’s
investment decisions. As shown in Table
10, the four factors of capital market
imperfection have a significant and
negative effect on capital expenditure for
both Islamic and conventional firms.
These findings imply that the increase in
these variables will decrease the
sensitivity of investment to cash flows,
where firms with stronger abilities to
process information could lower the
asymmetry of information. A higher FF
should decrease the cost of external
financing for every firm.

The Granger causality tests show that the
alternative hypotheses are accurate,
where there is a causal relationship
between halal investment and cash flow
on the one hand and halal investment-

cash flow sensitivity and capital market
imperfection on the other hand.

5. Conclusion

The paper analyzes the theoretical and
empirical aspects of halal investment-cash
flow sensitivity as an indicator of financial
limitations. Investment-cash flow sensitivity
has been a vital measure of financial
constraints since Fazzari et al. (1988), and it
is one of the primary frameworks adopted to
assess Myers' and Majluf's (1984) pecking
order theory.

The study incorporates both analytical
and econometric approaches. Stationarity,
co-integration, and multivariate Granger-
causality tests are carried out using the
estimated equations. Unit root and stationary
tests demonstrate that the series has an
integration order of I(0), indicating that it
might be applied straight to panel regression.
The Kao co-integration test shows that there
is a co-integration among study variables,
which means the variables move together in
the long run.

The sensitivity of halal investments to
the availability of internal finances for
Islamic enterprises employing sukiuk is
examined in this study. Two equations are
being estimated using data from 240 non-
financially listed conventional and Islamic
enterprises in six countries from 2018 to
2022.

The first equation determines if the
sample has significant investment cash flow
sensitivity. The second equation evaluates if
capital market imperfections have a major
impact on halal investment cash flow
sensitivity. The study first shows that there
has been a persistent difference in the
sensitivity of investment-cash flow between
Islamic and conventional businesses. Sukiik
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1ssuance minimizes investor cash flow
vulnerability.

Following that, the sensitivity of halal
investment-cash flow to four capital market-
related variables is investigated: fund flows,
institutional ownership, and the analyst's
corporate governance index. The study
shows that halal investment sensitivity to
cash flow decreases when capital market
imperfections diminish due to increased fund
flows, institutional ownership, and analyst
following. Increases in these factors
minimize the cost differential between
internal and external finances, reducing the
sensitivity of investment to cash flow,
especially among sukiik-issuing companies.

The significant effect of cash flow on
halal investment and the significant impact of
capital market imperfection on halal
investment-cash  flow sensitivity ~were
confirmed by using the Granger causality
test. It finds that there is a bidirectional
causal relationship between halal investment
and cash flow, while there is a unidirectional
causal relationship between halal investment-
cash flow sensitivity and capital market
imperfection.

The study has main policy implications.
Most of the chosen countries have somewhat
primitive financial markets. This suggests
that firms may have problems acquiring
external capital. These barriers may result in
high and insufficient investment costs. This
may have policy implications for
governments, especially in economies with a
large concentration of SMEs in the non-
financial sector. Government authorities may
consider all these issues when creating tax

policies and offering incentives and
assistance to businesses. The significant
investment-cash flow sensitivity shows that
firms may curtail investments if they are
unable to get external finance. This will affect
the nation's economic growth. As a result,
policymakers should develop and implement
micro-level measures to boost firm efficiency
and capital, as well as macro-level policies to
improve financial markets.

The current study has some limitations.
The study period (2018-2022) has several
economic and health events, impacting both
the types and sources of investment funds and
the study's conclusions. The most noteworthy
phenomena were COVID-19, which had a
negative impact on the world economy as a
whole and the economies of the nation’s
chosen nations. The price of oil decreased,
while the price of other items and the cost of
financing increased. The nations in question
suffered from the closure of most economic
operations, reducing financing alternatives
and making the investment rate more
vulnerable to cash flow. Moreover, the study
selected six nations over a five-year period.
Further research could utilize data from both
developed and developing countries over a
longer time span. Furthermore, the study
relies on annual financial statements;
adopting quarterly statistics could expand the
number of observations and generate more
reliable findings. Also, the study includes
data from non-financial enterprises across
multiple sectors and does not concentrate on
sectorial features; future studies could take
sectorial features into account and conduct
analysis accordingly.



Halal Investment Sensitivity to Cash Flow and the Effects of Capital Market Imperfections 47

Reference

Abou Elseoud, M. S., Yassin, M., & Ali, M. A.
(2020). Using a Panel Data Approach to
Determining the Key Factors of Islamic Banks’
Profitability in Bahrain. Cogent Business &
Management, Vol.7, No.l, pp. 1-16.
doi:10.1080/23311975.2020.1831754.

Alam, N. (2013). A Comparative Performance
Analysis of Conventional and Islamic Exchange-
traded Funds. Journal of Asset Management,
Vol.14 No.1, pp.27-36. DOLI:
10.1057/jam.2012.23.

Aliabadi et al. (2018). Introducing a Model to
Measure the Corporate Governance Index in
Usury-Free Banking. Journal of Money and
Economy, Vol.12 No.1, pp.55-71.
https://jme.mbri.ac.ir/article-1-270-en.pdf.

Almeida H., Campello M., & Weibach M. (2004).
The Cash Flow Sensitivity of Cash. The
Journal of Finance, Vol.59, No.4, pp.1777-
1804. https://doi.org/10.1111/j.1540-
6261.2004.00679.x.

Alsharifi B., et al. (2020). Cash Flows and Earnings
for Share in Islamic Banks: Jordanian Evidence.
International Journal of Business and
Management, Vol.15 No.12.
DOI:10.5539/ijbm.v15n12p15.

Alti, A. (2003). How Sensitive Is Investment to Cash
Flow When Financing Is Frictionless? Journal
of Finance, Vol.58 No.l, pp. 707-722.
https://doi.org/10.1111/1540-6261.00542.

Azmat S., et al. (2014). Credit Risk in Islamic Joint
Venture Bond. Journal of Economic
Behavior and Organization, Vol.103 No.l,
pp-129-145. https://ssrn.com/abstract=2449110.

Bahrain Bourse (2023). Annual Report. Retrieved
from
https://bahrainbourse.com/en/Publications/.

Baker, M., et al. (2003). When Does the Market
Matter? Stock Prices and the Investment of
Equity-Dependent Firms. Quarterly Journal
of Economics, Vol.118 No.3, pp.969-1006.
https://ssrn.com/abstract=299162.

Baltagi, B. H. (2008). Econometric Analysis of
Panel Data. New Jersey, USA: John Wiley &
Sons. Retrieved from https://link.springer.com/.

Bashar A. (2023). Non-Rating Action Commentary:
Sukiik Recovery Is Still Untested in Most Islamic
Finance Markets. Fitch Ratings, June 14.
Retrieved from https://www.fitchratings.com/.

Bourse Kuwait (2023). Market Summary by
Company. Retrieved from
https://www.boursakuwait.com/.

Brealey R., et al. (2022). Principles of Corporate
Finance, 14th Edition. McGraw Hill Series in
Finance, Insurance, and Real Estate, McGraw
Hill, New York. Retrieved from
https://info.mheducation.com/.

Bursa Malaysia (2023). Integrated Annual Report.
Retrieved from
https://bursa.listedcompany.com/ar.html.

Cetenak E., et al. (2022). Cash Flow Sensitivity
Analysis of Energy Companies. Cukurova
Universitesi IIBF Dergisi, pp.161-171.
Retrieved from
https://dergipark.org.tr/en/pub/issue/62868/2802
770.

Chiu C., Fang Ho A., & Tasi L. (2022). Effects of
Financial =~ Constraints and  Managerial
Overconfidence on Investment-Cash Flow
Sensitivity.  International  Review  of
Economics and Finance, Vol.82, November,
pp.-135-155.
https://doi.org/10.1016/j.iref.2022.06.008.

Christophe J. Godlewski, Rima Turk, & Laurent
Weill (2014). Do the Type of Sukiik and Choice
of Shari'a Scholar Matter? IMF Working
Paper, WP/14/147. Retrieved from
https://www.imf.org/.

Cleary S. (1999). The Relationship Between Firm
Investment and Financial Status. Journal of
Finance, Vol. 54 No. 1, pp. 673-692.
https://doi.org/10.1111/0022-1082.00121.

Cooper et al. (2010). Euler-Equation Estimation for
Discrete  Choice  Models: A Capital
Accumulation Application. National Bureau
of Economic Research (NBER), WP15675.
http://www.nber.org/papers/w15675.

Denis D., & Sibilkov V. (2010). Financial
Constraints, Investment, and the Value of Cash
Holdings. The Review of Financial Studies,
Vol. 23, No. 1, pp- 247-269.
http://dx.doi.org/10.2139/ssrn.1030065.

Erickson, T., & Whited T. (2000). Measurement
Error and the Relationship Between Investment
and Q. Journal of Political Economy, Vol.108
No.1, pP- 1027-1057.
http://dx.doi.org/10.1086/317670.



https://ssrn.com/abstract=2449110
https://link.springer.com/
https://www.fitchratings.com/
https://www.boursakuwait.com/
https://doi.org/10.1016/j.iref.2022.06.008
https://www.imf.org/
https://doi.org/10.1111/0022-1082.00121
http://www.nber.org/papers/w15675

48 Mohamed Sayed Abou Elseoud

Erickson, T., & Whited T. (2002). Two-Step GMM
Estimation of the Errors-In-Variable Model
Using High-Order Moments. Econometric
Theory, Vol.18 No.1, pp.776-799.
DOI:10.1017/S0266466602183101.

Fazzari, M., et al. (1988). Financing Constraints and
Corporate Investment. Brookings Papers on
Economic Activity, pp- 141-195.
https://doi.org/10.2307/2534426.

Gilchrist, S., & Himmelberg C. (1995). Evidence on
the Role Of Cash Flow for Investment. Journal
of Monetary Economics, Vol.36 No.l, pp.
541-572. https://doi.org/10.1016/0304-
3932(95)01223-0.

Guizani M. (2019). Sharia-Compliance and
Investment-Cash Flow Sensitivity in Oil Rich
Countries. Review of Behavioral Finance,
Vol.11 No.4, pp. 406-425. DOI:10.1108/RBF-
03-2018-0024.

Hadlock, C., & Pierce, J. (2010). New Evidence on
Measuring Financial Constraints: Moving
Beyond the KZ Index. Review of Financial
Studies, Vol.23, pp- 1909-1940.
https://doi.org/10.1093/rfs/hhq009.

Hovakimian G. (2009). Determinants of Investment
Cash Flow Sensitivity. Financial
Management, Vol38 No.l, pp.161-183.
https://www.jstor.org/stable/20486689.

Hsaio, C. (2005). Why Panel Data? The Singapore
Economic Review, Vol.50 No.2, pp.143-153.
doi:10.1142/S0217590805001937.

Imam P., & Kpodar K. (2016). Islamic Banking:
Good for Growth? Economic Modelling,
Vol.59 No.1, pp- 387-401. DOI:
10.1016/j.econmod.2016.08.004.

Ioan, B., Malar, R., Larissa, B., Anca, N., Lucian,
G., Gheorghe, F., & Mircea-losif, R. (2020). A
Panel Data Analysis on Sustainable Economic
Growth in India, Brazil, and Romania. Journal
of Risk and Financial Management, Vol.13
No.8, pp.170-179. doi:10.3390/jrfm13080170.

Isler M., & Calik A. (2022). An Approach to Islamic
Investment Decision Making Based on
Integrated Entropy and WASPAS Methods.
Journal of Optimization & Decision-
Making, Vol.1 No.2, pp-100-113.
https://dergipark.org.tr/en/pub/jodm/issue/76302
/1257.

Kaplan, S., & Zingales, L. (1997). Do Investment-
Cash Flow Sensitivities Provide Useful
Measures of Financing Constraints? Quarterly
Journal of Economics, Vol.112, pp. 169-215.
www.jstor.org/stable/2591280.

Kent R., & BU D. (2020). The Importance of Cash
Flow Disclosure and Cost of Capital.
Accounting and Finance, Vol.60, pp.877-908.
DOI: 10.1111/acfi.12382.

Khan T., Al-Jabri Q., & Seif N. (2019). Dynamic
Relationship between Corporate Board Structure
and Firm Performance: Evidence from Malaysia.
International Journal of Finance and
Economics, Vol.26 No.l, pp. 644—661. DOI:
10.1002/ijfe.1808.

Kim et al. (2021). Information Uncertainty, Investor
Sentiment, and Analyst Reports. International
Review of Finance Analysis, Vol. 77, Article
101835.
https://doi.org/10.1016/j.irfa.2021.101835.

Leary T. et al. (2010). The Pecking Order, Debt
Capacity, and Information Asymmetry. Journal
of Financial Economics, Vol. 95 No. 3, pp.
332-355.
https://www.sciencedirect.com/science/article/pi
/S0304405X0900229X.

Meysam S. et al. (2013). Islamic Do Debt Markets
Price Sukik and Conventional Bonds
Differently? Journal of King Abdulaziz
University: Islamic Economics, Vol. 26 No.
2, pp- 37-52. DOI: 10.4197/Islec.26-2.4.

Modigliani, F., & Miller, M. (1958). The Cost of
Capital, Corporation Finance and the Theory of
Investment. American Economic Review, Vol.
48 No. 3, pp- 261-297.
https://www.jstor.org/stable/1809766.

Modigliani, F., & Miller, M. (1963). Corporate
Income Taxes and the Cost of Capital: A
Correction. American Economic Review, Vol.
53, pp- 433-443.
https://www.jstor.org/stable/1809167.

Moradi M. et al. (2022). Institutional Ownership and
Investment Efficiency: Evidence from Iran.
Journal of Risk Financial Management, Vol.
15 No. 7, p- 290.
https://doi.org/10.3390/jrfm15070290.

Myers, S., & Majluf, N. (1984). Corporate Financing
and Investment Decisions When Firms have
Information that Investors Do Not Have.
Journal of Finance, Vol. 39 No. 1, pp. 575-
592.
https://core.ac.uk/download/pdf/4379728.pdf.

Paltrinieri A., Hassan M.K., Bahoo S., & Khan A.
(2023). A Bibliometric Review of Sukik
Literature.  International  Review of
Economics and Finance, No. 86, pp. 897-918.
DOI: 10.1016/j.iref.2019.04.004.



https://doi.org/10.2307/2534426
https://www.jstor.org/stable/20486689
http://www.jstor.org/stable/2591280
https://www.sciencedirect.com/science/article/pii/S0304405X0900229X
https://www.sciencedirect.com/science/article/pii/S0304405X0900229X

Halal Investment Sensitivity to Cash Flow and the Effects of Capital Market Imperfections 49

Qatar Stock Exchange (2023). Annual Report.
https://www.qe.com.qa/documents.

Rashid A., & Jabeen N. (2018). Financial Frictions
and the Cash Flow - External Financing
Sensitivity: Evidence from a Panel of Pakistani
Firms. Finance Innovation, Vol. 4 No. 15.
https://doi.org/10.1186/s40854-018-0100-6.

Rauh, J. (2006). Investment and Financing
Constraints: Evidence from the Funding of
Corporate Pension Plans. Journal of Finance,
Vol. 61 No. 1, pp- 33-71.
https://doi.org/10.1111/j.1540-
6261.2006.00829.x.

Saudi Exchange (2023). Market News & Reports.
https://www.saudiexchange.sa/wps/portal.

Securities & Commodities Authority (2023).
Annual Report. https://www.sca.gov.ae.

Senay A., & Abon M. (2008). The Impact of Capital
Market Imperfections on Investment-Cash Flow
Sensitivity. Journal of Banking and Finance,
Elsevier, Vol. 32 No. 2, pp. 207-216. DOI:
10.2139/ssrn.686812.

Wang Z., & Zhang C. (2020). Why Did the
Investment—Cash Flow Sensitivity Decline over
Time? Cambridge University Press, August
4. https://doi.org/10.1017/50022109020000617.

Whited T. (1992). Debt, Liquidity Constraints, and
Corporate Investment: Evidence from Panel
Data. Journal of Finance, Vol. 47 No. 4, pp.
1425-1460. https://doi.org/10.1111/j.1540-
6261.1992.tb04664.x.

Yilmaz, I. (2022). Leverage and Investment Cash
Flow Sensitivity: Evidence from Muscat
Securities Market in Oman. Sage Open, Vol. 12
No. 3.
https://doi.org/10.1177/21582440221119487.


https://www.qe.com.qa/documents
https://www.sca.gov.ae/

50

Mohamed Sayed Abou Elseoud

Mohamed Sayed Abou Elseoud obtained a Ph.D. in Economics in 2006, Faculty of
economics and political sciences, Cairo University. He was promoted to the rank of
professor of economics in October 2019. He is an economics professor at Sadat
Academy for Management sciences in Egypt, and currently works at the University of
Bahrain, College of Business Administration, Department of Economics and Finance,
where he is a coordinator of International Business and Economics program. In
addition, he is a University Prof. Advisor at Global Humanistic University in Curacao.
In 2019, the World Education Congress honored him as one of the top 100 most
devoted teachers. He specializes in economic policy, econometrics, and nonparametric
models. He has published over 50 research papers in worldwide indexed journals and
conferences. His research interests include Islamic economics, macroeconomic
modeling, economic development, applied economics, and financial markets. Email:
msayed@uob.edu.bh.



mailto:msayed@uob.edu.bh

Halal Investment Sensitivity to Cash Flow and the Effects of Capital Market Imperfections

NEA{ PP (NP POt PORY L JERPYPRY-C1 B NE JpYERBYPCE S0 (B POM DS

éga.w.]‘jai ew aszs
Jsgailly slazd ¥ @ud 3liwd

eyl Baals (JLacH 8,15) 28

ALYl guadl 3danlly o) sletiadd] Aol o @Ml Hlas ) ) el lda e . paliiud|
eSiall e Ldsgad 3 Buaiall SIS Al 3 sletiad) Ewlued aldl a2 JWI oly Gy A3l sk ulid I
Aoyl ALl 2 J9o e § Slaiadly qeedl] lago)] e Lligas 3 deiad @I Gpudazll i€, adl Jilae
240 wbly e deoed) deiag Ll «oppmedly sy cmosSlly dumill Aoyall lylly Apagal
plasiuly 2022- 2018 syall M5 Joudl s 3 AW 31oo¥1 Bge @ Ay Auadlsly Apdas 45, 5
Susgll sizg Hharadl ahlasl el @ dwlull laal Guisd Gawy owldlly Jddedl cnzmed)
Clingig Bydall c¥alall alusraly clpasll Sodate yoilymd Aadly IAall Lol ) 48Ls3L
e ¢ guddl 3aunll gotae JSChy IS AT (e (rie gzl VST A Ladilidl el Ayl J) Ayl
Lgpe calyins 3014 (UeSall e suciall €, 411 3 HLeiTadl A gp0 cialy o> %5 Lginn Ggium
Ssian il 3929 U hogtll @5 aad calall ne JWI ol 2929 0l 3lans Legd el .0.17 gudall Hlesid]
esladald Il el ylesiiadl Al Jebass dos (Ml Ll guad! 3oudl dpwlus e 4 48
psle 8,4 LS 1 d0g «Aunill LSWIg conllmll Zagliog «Jlga¥l cladus ola3s Ledie dyaadl|
L8 A 38 Sl ol o Alyall Al cilos yall Jgud e yomipmd Al ol ylas | ST
Beo Jalse Aol (ye sleei¥l 2ol 28Me Alia cilS (> (§ ¢ adl 33aally Il Hlaiiadl o sl

Il Hlatlel) gzl 3éaall dpunlus J) Ll 42 JW ],

HeSeall Ml HLadleddl calid) e JW oy Boo (Bpuds ladus « o] sLazd ¥ AN A1 LIS
el Joo

D23,G23,G31,G34 :JEL aduas
A2, B4,E4, H2,H3, 11, I7 :KAUJIE adias

51



