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" TURNOVER IS VANITY AND PROFIT IS SANITY, BUT CASH IS KING!" 

 Strong cash flows drive company outperformance 

 Financial flexibility allows for rewarding investors  

 And for investing in the company's future  

 

 

 

 GRAPHIC OF THE WEEK: "Cash is reassuring"  

 

FINANCIAL MARKET ANALYSIS 

Financial markets have soared since the beginning of the year despite the looming recession in Europe 

and the US. The reopening of China and the resilience of the labour market give hope for a soft landing of 

the economy. In this environment, it is advisable to remain cautious and to strengthen investments in 

quality stocks, i.e. those that are capable of gaining market share and generating stable cash flows over 

the long term. 
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Cash-rich companies have more flexibility to 

make share buybacks or dividend payments. It 

helps improve their stock price performance. 
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 Strong cash flows drive company outperformance 

A positive cash flow indicates that a company's liquidity is increasing, allowing it to cover its obligations, 

reinvest in its business, return cash to shareholders, pay expenses and protect against future financial 

contingencies. Companies that have a high degree of financial flexibility have more room to manoeuvre 

when selecting profitable investments. They also fare better in a recession. 

According to an internal quantitative study by Atlantic Financial Group, it has been shown that the 

performance of a stock is largely explained by the company's ability to generate cash (see Fig. 2).  

 

Fig. 2 - Extract from an AFG study on performance indicators  

This study aims to support the stock analysis process. It proposes a list of indicators for each 

industry to assess whether the stock will outperform its sector or not and ranks each indicator 

according to its degree of importance in explaining this outperformance. Different models and 

algorithms were applied to 25 fundamental and technical variables commonly mentioned in 

Research reports to quantify their relevance.  

Relevance of financial ratios in explaining stock performance 

 

 

 

 

 

 

 

 

 

 

 

We have observed heterogeneity between sectors. It is therefore necessary to adapt the analysis 

method according to the company's activity. After observation, one indicator stands out for the 

majority of sectors: the Price-to-Cashflow ratio. Indeed, it seems that the market values the ability 

of a company to generate cash. Other similar ratios such as Cashflow/Capex and Cashflow/Revenue 

are also relevant.  

Some variables are also particularly important, namely the expected one-year revenue growth, the 

price-to-book ratio and the Total Debt/Total Assets ratio. Furthermore, despite their popularity, 

dividend yield or past performance indicators seem less relevant. 

Source: DataStream, Atlantic Financial Group 
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PE is also a ratio that is closely followed by investors, but it is less relevant in explaining the performance 

of the stock. The difference is probably due to the resilience of a company that is able to generate free 

cash flow throughout the economic cycle even if it has a negative net income. Cash flow will obviously be 

reduced if the company is no longer generating profit, but it can remain positive thanks to good working 

capital management, for example. These evolve in line with inventory levels or the timing of payments to 

suppliers, among other things. Cash flows therefore truly reflect the quality of the company's 

management, its long-term vision and above all its ability to react to exogenous factors. 

 

 Financial flexibility allows for rewarding investors  

The cash flow statement helps to understand where the company's cash comes from. The company can 

generate cash in three ways: 1) through its current operating activities; 2) through its investments or 3) 

through financing operations. Companies will therefore make strategic choices to generate cash and 

optimise their return. 

Cash generated through financing transactions must be carefully analysed as interest rates rise. The 

situation is more complicated for companies that do not generate profits or cash flow due to lack of 

revenues and whose valuation is based on discounted future cash flows. This is the case for many 

companies whose business depends on recent technology, or which are still in the research and 

development phase, such as biotech companies. The rise in interest rates penalises them both in the 

valuation of their cash flows and also because of the rise in financing costs as equity financing becomes 

more complicated. The price of these companies often deteriorates below their book value (patents, etc.). 

They then become potential targets for cash-rich companies. Finally, highly leveraged companies such as 

REITS in the US may continue to underperform under the weight of debt service while real estate values 

deteriorate (see Fig.3).  

 

Fig. 3 - The performance of US REITS is inversely correlated to the US 10-year yield 
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US REITS are suffering from 

rising debt service costs. 

Incoherence due to 
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 And for investing in the company's future  

However, what ensures a great deal of stability for the company is its ability to generate cash through its 

operational activity. To do this, the company must be able to win market shares from its competitors or 

set prices that guarantee stable margins. 

Sectors capable of setting prices include the pharmaceutical sector (e.g. Merck, Pfizer, Roche or Novo 

Nordisk) or the utility sector (e.g. Engie, NextEra). Although largely regulated, these two sectors are 

indexed to inflation. Finally, the price of drugs is protected by patents, which guarantees pharmas a 

comfortable margin. 

The luxury sector is able to increase prices without affecting sales volumes. The staples sector also benefits 

from low price elasticity of demand, which ensures stable margins over time and good visibility on future 

cash flows. Margins start to grow again as soon as inflation has peaked, as companies have already passed 

on increases in raw material prices and wages in the price of finished goods. 

Finally, companies in a monopoly or oligopoly situation are the most capable of setting prices. The most 

notable of these are Microsoft, Apple, Alphabet and Visa in the United States and Hermès, Louis Vuitton, 

Essilor Luxottica, L'Oréal and Pernod Ricard in Europe (see Fig.4). 

If the company cannot maintain its market leadership and grow organically, mergers and acquisitions will 

allow it to increase its revenues and potentially its margins through economies of scale. Financial flexibility 

is therefore essential in times of crisis and often proves to be a trend accelerator. Indeed, well-managed 

companies will have the necessary funding to pay their shareholders (see Chart of the Week) or interest 

on their debts, but they will also have the cash available to acquire companies in difficulty, offering new 

growth opportunities.   

 

Fig. 4 - Evolution of cash flows of some key market leaders  
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Conclusion: 

In a deteriorating macroeconomic environment, the selection of quality securities becomes essential. As 

with an investment portfolio, the cash available in times of uncertainty makes it possible to limit losses 

on the one hand, and, above all, to take advantage of opportunities that arise in the event of a panic on 

the financial markets. 
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RETURN ON FINANCIAL ASSETS 

 

 

Markets Performances

(local currencies)

Last 

Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2023

Year-to-Date (%)
2022 (%) 2021 (%)

Equities
World (MSCI) 656.3         66.26 1.0% 8.5% 8.5% -18.0% 19.0%
USA (S&P 500) 4 136          63.56 1.6% 8.3% 7.9% -18.1% 28.7%
USA (Dow Jones) 33 926       54.18 -0.2% 2.5% 2.4% -6.9% 20.9%
USA (Nasdaq) 12 007       67.34 3.3% 15.6% 14.8% -32.5% 22.2%
Euro Area (DJ EuroStoxx) 458.4         74.13 2.1% 9.5% 12.0% -11.4% 23.5%
UK (FTSE 100) 7 902          70.41 1.8% 4.7% 6.1% 4.6% 18.4%
Switzerland (SMI) 11 349       56.60 0.2% 3.4% 5.8% -14.3% 23.7%
Japan (Nikkei) 27 694       61.43 0.5% 5.4% 5.4% -7.4% 6.7%

Emerging (MSCI) 1 039          62.06 -1.2% 8.0% 8.7% -19.9% -2.3%
Brasil (IBOVESPA) 108 523     42.45 -3.4% 4.2% -1.1% 4.7% -11.9%
Russia (MOEX) 2 248          68.42 2.7% 3.8% 4.7% -36.9% 21.9%
India (SENSEX) 60 428       54.03 2.6% -0.7% 0.1% 5.8% 23.2%
China (CSI) 4 083          62.90 -1.0% 6.5% 7.0% -19.8% -3.5%

Communication Serv. (MSCI World) 82.82         71.68 2.9% 16.1% 17.8% -35.3% 10.9%
Consumer Discret. (MSCI World) 321.7         66.85 1.1% 15.4% 16.0% -31.5% 9.2%
Consumer Staples (MSCI World) 269.5         49.50 0.6% 1.1% 1.0% -6.0% 11.7%
Energy (MSCI World) 239.3         40.91 -4.6% 2.1% -0.5% 34.6% 37.5%
Financials (MSCI World) 142.6         67.58 0.1% 7.6% 8.1% -9.2% 25.1%
Health Care (MSCI World) 339.8         44.55 -0.3% -0.6% -0.6% -5.7% 18.0%
Industrials (MSCI World) 303.8         64.44 1.4% 6.7% 7.1% -12.7% 16.6%
Info. Tech. (MSCI World) 452.2         72.09 3.9% 16.0% 15.3% -30.9% 27.6%
Materials (MSCI World) 339.7         59.45 -0.8% 8.6% 9.0% -11.0% 15.4%
Real Estate (MSCI World) 189.5         64.16 0.7% 9.4% 10.0% -24.0% 23.6%
Utilities (MSCI World) 149.2         37.26 -1.6% -1.3% -1.3% -3.8% 11.1%

Bonds (FTSE)
USA (7-10 Yr) 3.56% 52.01 0.0% 2.4% 2.9% -14.5% -2.4%
Euro Area (7-10 Yr) 2.81% 53.01 0.8% 2.8% 4.2% -19.4% -2.9%
Germany (7-10 Yr) 2.19% 49.43 0.2% 1.4% 2.6% -17.8% -2.7%
UK (7-10 Yr) 3.06% 68.49 2.1% 4.8% 5.0% -17.1% -4.9%
Switzerland (7-10 Yr) 1.21% 52.13 0.2% 2.3% 3.4% -12.5% -2.3%
Japan (5-10 Yr) 0.50% 54.08 0.3% 0.5% 0.5% -2.8% 0.0%
Emerging (5-10 Yr) 7.56% 64.51 0.9% 3.5% 4.3% -17.4% -2.3%

USA (IG Corp.) 4.97% 58.44 0.5% 2.0% 4.1% -15.8% -1.0%
Euro Area (IG Corp.) 3.75% 62.19 1.1% 1.8% 3.2% -13.6% -1.0%
Emerging (IG Corp.) 7.06% 74.40 0.3% 2.0% 3.5% -14.9% -3.0%

USA (HY Corp.) 7.88% 69.28 1.3% 2.7% 5.0% -11.2% 5.3%
Euro Area (HY Corp.) 6.89% 86.02 1.3% 3.3% 4.4% -10.6% 3.4%
Emerging (HY Corp.) 10.24% 68.36 0.6% 3.3% 4.9% -12.4% -3.2%

World (Convertibles) 384.9         70.74 1.1% 7.5% 7.3% -18.2% 2.4%
USA (Convertibles) 509.0         67.79 1.1% 7.4% 7.4% -20.1% 3.1%
Euro Area (Convertibles) 190             79.72 1.1% 4.6% 5.2% -12.1% 1.2%
Switzerland (Convertibles) 175.3         57.43 0.2% 1.5% 1.9% -7.5% -0.5%
Japan (Convertibles) 201.7         64.66 -0.5% 1.9% 1.8% -1.3% 3.3%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 734 65.61 n.a. 0.1% n.a 1.0% 8.2%
Distressed 924 53.76 n.a. 0.0% n.a -4.5% 12.5%
Event Driven 757 52.42 n.a. -0.1% n.a -6.7% 12.9%
Fixed Income 390 59.61 n.a. 1.4% n.a. -2.3% 5.2%
Global Macro 1396 63.30 n.a. -1.1% n.a 17.1% 9.6%
Long/Short 874 52.71 n.a. 0.2% n.a -5.9% 8.3%
CTA's 407 67.70 n.a. 1.0% n.a 18.0% 8.2%
Market Neutral 295 64.76 n.a. 1.9% n.a -0.1% 6.2%
Multi-Strategy 706 62.10 n.a. -0.5% n.a 1.7% 7.0%

Volatility
VIX 18.33         42.01 -1.0% -20.0% -15.4% 25.8% -24.3%
VSTOXX 16.76         39.42 -3.1% -17.3% -19.8% 8.4% -17.6%

Commodities
Commodities (CRB) 554.2         n.a. -1.0% -0.1% -0.1% -4.1% 30.3%
Gold (Troy Ounce) 1 875          46.31 -2.5% 0.5% 2.8% -0.3% -3.6%
Oil (WTI, Barrel) 73.39         36.27 -5.8% -4.6% -8.6% 4.3% 58.7%
Oil (Brent, Barrel) 79.52         40.82 -7.5% -2.4% -6.7% 9.7% 51.4%

Currencies (vs USD)
USD (Dollar Index) 103.09       52.79 0.8% -0.8% -0.4% 8.2% 6.4%
EUR 1.0784       49.63 -0.6% 1.3% 0.7% -5.8% -7.5%
JPY 131.87       45.84 -1.1% 0.2% -0.6% -12.2% -10.2%
GBP 1.2053       38.78 -2.4% -0.3% -0.2% -10.7% -1.0%
AUD 0.6927       47.50 -1.9% 0.7% 1.7% -6.2% -5.6%
CAD 1.3415       49.57 -0.2% 0.2% 1.0% -6.8% 0.7%
CHF 0.9254       48.47 -0.1% 0.3% -0.1% -1.3% -3.0%
CNY 6.7816       56.48 -0.4% 0.7% 1.7% -7.9% 2.7%
MXN 19.051       46.62 -1.5% 0.5% 2.4% 5.3% -3.0%
EM (Emerging Index) 1 707.9      67.71 0.4% 2.8% 2.8% -4.3% 0.9%

Source: Bloomberg, Atlantic Financial Group Total Return by asset class (Negative \ Positive Performance)
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DISCLAIMER 

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where 

such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document. 

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any 

security or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein contained do not take 

into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate 

to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own 

independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each 

client and may be subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other information provided 

in the document or otherwise review it with your external tax advisors. 

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, 

obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and 

analysis contained herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness, accuracy, or completeness of 

the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well 

as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, 

and the investor may receive back less than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate 

into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are 

higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and 

characteristics and to and bear their associated risks. On request, Atlantic will be pleased to provide investors with more detailed information concerning risks 

associated with given instruments. 

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and 

adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject 

to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting 

in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest 

that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts 

are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in 

this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic. 

 


