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The profitability index and its impact on investment decisions in
securities in the Saudi financial market: an applied study on the
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Abstract:

The main objective of this study is to identify the profitability index and its
impact on investment decisions in the Saudi capital market by studying the
insurance sector. The study problem focused on the lack of interest in the
impact of the profitability index on investment decisions, which resulted in a
number of questions: does the profitability index affect investment decisions?

What is the impact of the profitability index on investment decisions in the
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Saudi capital market? Depending on the problematic of the study and after
reviewing previous studies, the following hypotheses were formulated: there
is a statistically significant relationship between the use of the profitability
indicator and its impact on investment decisions, and there is a statistically
significant relationship between the present value of cash flows and the use of
the profitability indicator. In order to achieve the objectives of the study, the
study used the historical method and the descriptive analytical method.
Findings represent the existence of a positive relationship between the Saudi
capital market’s dependence on profitability indicators which support the
investment decisions. In addition, the existence of a positive relationship
between the profitability index and the liquidity of the asset in the Saudi
capital market with high efficiency and accuracy. The study recommended the
necessity of having a profitability indicator subject to investment standards
that provides financial reports with high confidence that the management can
benefit from to make rational decisions in the future. Additionally, there is
need to enlighten institutions in the Saudi capital market in the insurance
sector about the existence of an indicator of profitability in order to provide
correct financial information subject to generally accepted standards and

benefit from it in the field of investment.

Keywords: Present value, cash flow, return on equity.
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