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Original Research Article

Relationship between Cash Flow of Companies in Risaralda and Regional Gross
Domestic Product for the Industrial Sector in the 2002-2011 period

Abstract

In order to generate strategies to achieve permanence through time of current companies or
organizations as well as to reach sustainable regional development, it is important to
analyze the current environment faced by organizations. To continue with an analysis of the
financial situation of companies in the Coffee Region with this research in the finance line
of the entrepreneurs group who belong to the Autonoma University of Manizales, this study
aimed at analyzing the cash flows of some companies in Risaralda of the industrial sector in
the 2002-2011 period, in their operating, financing and investing activities, as well as at
determining their relationship with the regional economic environment during the same
period. The mentioned relationship is represented by economic variables such as Gross
Domestic Product, unemployment, interest rates and financial indices such as the Colombia
Stock Exchange General Index (IGBC), Consumer Price Index (CPI), Representative
Market Exchange Rate (MER) and Fixed Term Deposit (FDT), which were analyzed and
explained based on the results obtained during the period under study in companies in
Risaralda that belong to the mentioned economic sectors that reported financial information
to the Superintendency of Corporations. To achieve the goal of the study, a documentary,
descriptive and correlational research was carried out by debugging cash flow accounts of
financing, investment, operation, and total flow cash and by correlating them with the time
series of macroeconomic variables of Risaralda, GDP of Risaralda, unemployment, interest
rates, Fixed Term Deposit (FTD) and Colombia Stock Exchange General Index (IGBC)
through statistical packages such as SPSS and tools such as Excel. In the main results of
this study, a significant relationship between cash flows and regional GDP was not found.
Although the industrial sector contributes to GDP, it is no longer the main actor; it is
displaced by sectors such as services and trade. In terms of the economic context, the stock
index that shows the behavior of the stock market (IGBC) has a direct and positive

correlation with the operating cash flow, displaying good behavior in the market of fixed
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and variable income of the country during this study period. The analysis carried out in the
industrial sector showed that net cash flows had positive and negative variations, which
generated resources related to the liquidity of companies. The 12 analyzed industrial
companies of Risaralda achieved positive profitability, which had an average of 8.29% for

the 2002 — 2011 cycle.
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- Financial Indices

- Risaralda Industrial Sector
Introduction

Finance, like other areas, evolves with technology developments, innovation, knowledge
generation forms, etc. Nowadays, not only does accounting aim at showing results of
business transactions occurring within the companys, it is also a tool used to try to explain
those results to facilitate business decision making such as the ones mentioned by Solomon
(1972): funding decisions, operation, investment and payment of dividends, decisions
focused on the value creation and permanence of the company in the market. Financial
analysis, which studies liquidity, profitability, indebtedness and leverage are some finance

tools meant to improve company analysis and organization growth.

According to the report of funds, liquidity and financial flexibility, in some countries, the
economic environments in which companies operate are marked by high interest rates in
the market, which means that companies disclose high levels of profit and lower cash
levels. This generates concern about the utility and real analysis of information from
financial statements. For this reason, cash flows presentation was implemented in Colombia
from the 1980s as an additional financial statement to improve the analysis of the
information generated by accounting. In these cash flows, operating, financing and
investing activities were differentiated in order to formulate and predict cash results and,
hence, supplement the information presented in other financial statements, such as balance

sheet, statement of earnings and changes in equity.
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Cash flows, as well as some of the mentioned tools, are the basis for making business
decisions, since they determine where resources come from and how they must be used.
Besides, they are the fundamental basis to determine business liquidity and growth as well
as the value of the organization and the treasury decisions in its long and short-term
investments. In educational processes, cash flows have been studied in depth; as a result,
they have been determined as a very important tool to support decision-making processes
within organizations since such decisions affect liquidity, growth and permanence in a
competitive environment. Additionally, financial institutions make decision to grant
monetary resources to companies for investment and operation taking into consideration
these cash flows; therefore, cash flows became a management tool and not only a simple
financial statement that presents accounting information. The extent to which the result of
cash flows can be related to economic environment will make decisions stronger to try to
determine the path to be taken by the company in accordance with the relationship between
the different cash flows and the environment in which the organization operates. Several
authors have studied the topic of cash flows and have linked them to different types of
variables in order to analyze and predict them. Some of the most contemporary authors are

shown below.

Cash Flows

The preparation of certain financial statements for the assessment and functioning of
organizations is really important; cash flow statement is one of them. It provides
information to the financial analyst about the sources and applications of funds within the
organization, which is also used to predict a medium and long-term future funding, unlike
the preparation of the cash budget that allows the establishment of the prediction of short-
term resources (Gitman, 1978). Finances, aside from being a short-term result, are also a
long-term product and financial planning is a fundamental tool for this process, since, as
Garcia (1999) states, to achieve the basic financial objective, which is a long-term concept,
companies should remain and grow. That is why cash flow statement is an essential tool for

making long-term decisions within organizations.
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For Weston and Copeland (1995), the commission of financial accounting principles
formulated the need to build a financial statement that improve the information provided by
basic financial statements such as balance sheets and income statements. This statement is
called cash flow statement, which was required for companies from the year 1987. Cash
flows are presented in three categories: cash flow from operating activities, investing
activities and funding activities. This was implemented because it is vital for entrepreneurs
to determine if the main activity of the company is generating cash or, on the contrary, it is

necessary to inject resources, so that the company can operate normally.

Cash flow has become a key tool for making business decisions, since it explains the origin

of money movements made within the key and the alternative activities of the company.

Cash flows are divided into: cash flow from operating activities, financing activities and

investing activities. The result of adding these flows is called Total Cash Flow.

Cash flow from Operating activities is understood as cash inflows and outflows derived
from the main business activity, i.e., the consequence of manufacturing and selling goods,
commercializing or providing a service. Cash Flow from investing activities shows the
inflows and outflows of monetary resources as a product of investing activities different
from the main business activity, an example could be the interests from bank deposits of
different financial products. The Cash Flow from financing activities shows the cash
inflows and outflows that exist within the organization thanks to third parties and their

owners or shareholders.

The calculation of cash flows can be done through the construction of the Statement of
Sources and Applications of Funds (EFAF), which is a financial statement that shows the
origin and use of monetary resources in the organization. The purpose is to determine
whether funds were used in main, financing or investing activities. In EFAF, different
financial statements consecutive in their regularity (Balance Sheet and Income Statement)

are compared in order to get to know the source and use of resources.

A company can obtain resources from capital contributions of the owners, external loans,
sales of fixed assets, issuing shares and through Internally Generated Funds (IGF), which

refers to resources generated within organization as a result of the main business activity
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and other alternative activities such as financing and investment. All the above items are
called funds, which are understood as those economic resources that the company has or

expects to obtain for normal operation.

Cash outflows are represented by the payment of financial and labor obligations to owners
or suppliers; payment of the income tax, complementary tax and valued added tax, amongst

others. These are better known as use of funds.

The Statement of Sources and Applications of Funds (EFAF), mainly, consists of source of

funds and application of funds, which means:

- Source: represents the economic resources that are permanently available for the
company to carry out its operations, where cash can become one of the resources,
(Garcia, 1999, p.342). Resources are generated through inventories, accounts
receivable, fixed asset sales, and divestitures, amongst others.

- Application: a commitment in the disbursement of resources, which means it shows

the accounting category in which they were used.

The establishment of future cash flows of companies is based on internal information, i.e.,
by using basis elements of financial statements such as income, working capital and
investments, amongst others. The probability that economic growth has a reasonable impact
on the cash flows of the companies is high, for this reason it is important to initially
determine the correlation between these two variables to determine the degree of impact
that the independent variable (economic growth) can have on the dependent variable (cash

flows).

Economic growth - GDP

The term "GDP" was introduced to the world by the economist Simon Kuznets [1901-
1985], a researcher who focused on the analysis of business cycles and quantitative studies,
Nobel Prize in 1971 for his contributions to the analysis of global economic activity and
developing countries. For Dornbusch (1994) the Gross Domestic Product (GDP) "is the

value of all final goods and services produced in the country within a given period". The
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sum of all products and services valued in monetary units produced by an economy such as
houses, records, vehicles, machinery, clothing hairdressing, health and education, amongst
others, constitute the GDP. According to Delong (2003), we can divide the meaning of
Gross Domestic Product into two parts: first, Gross means that this measure includes the
replacement of the equipment, and the worn and obsolete structures, as well as the entirely
new investment (gross measures only include investments that increase the capital stock, in
contrast, net measures are better than gross ones, but the information needed to produce
them is not reliable). Second, internal or internal expression means that this measure takes
into consideration the economic activity taking place in the country regardless of whether
workers are legal residents and factories are owned by the companies in our country.
Finally, the expression product means that the real GDP represents the production of final
goods and services. It includes both consumption goods (things that consumers buy, take
home or take out from home to consume them) and investment goods (things like
machines, tools, buildings, highways and bridges, that increase the capital stock and the
productive capacity of the country). To quantify GDP, the final product value must be taken
into account, it is to say, the sum of all the elements that were used to obtain the product
itself. GDP can be analyzed and presented in nominal or in real terms. The former means
that the value of production is given in prices of the period, i.e., it does not take into
consideration the value of money over time, which for the specific case is inflation. When
GDP is measured in real terms, variations experienced by the physical production of
economy between different periods valuing all goods produced in the two periods at the

same prices are measured, which means it includes the inflation variable.

GDP depends on variables such as consumption, investments and external sector mainly;
therefore, GDP increase or decrease depends on the results or performance of these
variables. Consumption is mainly composed of the demand for goods and services by
households economies, which purchase all kinds of products and services such as food,
education, utilities, transport, housing, etc. This consumption is based on the capacity of
people in a country to purchase such goods and services. Family income and the level of

inflation of the economies primarily determine this capacity.
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Investment can be defined as the increase of the economy capacity for future production
(Fisher, 1994). This investment is essential because it generates the resources for the future

and companies also make investments for the increase of their long-term income.

This item is essential for the economies, as it is the main variable that ensures long-term
economic growth. Consumption contributes to short-term GDP growth because this type of
expense does not produce income or what is commonly known as profitability, while

investment is the guarantee for achieving long-term income made by the economies.

Net exports, which are the result of exports minus imports, are also an essential variable to
increase the value of GDP to the extent that goods and services are produced within the
economy and consumed in other countries. This increases domestic production, which

makes income for the economy increase.

Solow (1956) presents an initial basic model, which indicates that GDP equals a
productivity parameter multiplied by the amount of capital and the number of workers in
the economy. As capital increases with a constant level of workers, GDP will increase. The
model shows how GDP grows at a higher rate in economies with a good level of savings

and investment, than in those economies with a very low level of investment.

Antinez (2009) shows another model of significant growth, which is raised by Kaldor
(1976), who states that the growth rate of an economy is positively related to the
manufacturing sector and considered the engine of growth. Likewise, Kaldor focused on the
role of savings in economy, stating that the profit rate of a society depends on the

propensity to save regarding income level.

The growth model proposed by Kaldor defended the theory that regions within a country
where the free movement of production factors prevails have restrictions at a demand level
that tend to slow down economic expansion. The problem of economic growth is largely
related to the efficient delivery of a broad range of public goods, i.e., in this model of
growth, scarce incentives are not the main obstacle for the development of a region, but the

lack of resources.
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Growth models such as the one proposed by Kaldor try to explain the differences in the
economic cycles of a country. Economic cycles are defined as increases and decreases,
which means fluctuations that occur recurrently in the global economic activity, within a
given period. The phases of the cycles are not presented in the same way, since its intensity,

duration or behavior vary and may have ascending and descending phases.

Thus, economic growth models are used consistently in daily economy and they are
significantly related to the problems that occur directly in regional economies and within
companies. Macroeconomics suggests that a balanced economy with good performance
seeks to pursue certain goals, which aim at generating high and fast growth of production.
This is achieved through the improvement in productivity and growth of regional
companies, in this way the amount of goods and necessary services increase (Sierra, 2005).
We know that economic growth in a country is measured by the behavior of national
production, we observe how companies generate an impact on GDP growth and this is

mainly due to the internal strengthening, productivity and cash flow situation of companies.

The main objective is to have a sustained long-term growth of the real GDP, which can be
translated into improvement in the living standards of the population and a real growth in
the productive sectors of the region. For macroeconomics, it is essential to maintain a low
unemployment rate. This happens because the level of employment is the macroeconomic
variable that affects individuals most directly in an economy through wages and good or
bad working conditions. Another important objective is to maintain prices stability. This is
essential because high price levels cause that economic decisions of businesses and
individuals get distorted, as a consequence, an efficient allocation of resources is not

achieved.

Relationship between cash flows and economic growth

There are no authors that theorize about the relationship and effects of cash flows of
companies as predictors of economic growth, i.e., by using basic elements of financial
statements such as income, working capital, and investments, amongst others. Thus, some
authors as Solow (1956) uses capital and labor as key variables to explain economic

growth; Romer (1990) shows how growth is driven by technological change, which comes
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from investment decisions made by agents who want to maximize their profits. Grossman
and Helpman (1991) demonstrate, through the use of a model of product improvement, how
encouragement of research and development (R + D) of new products leverage economic
growth in some countries. This theoretical gap is encouraging the establishment of a system

that can explain this relationship from the existing theory.

The economic growth of a country is given more by supply than by demand, since the
model is based on the level of production as a fundamental variable to explain growth,
where this supply is linked to the goods and services offered in the economy of a country.
And this supply will increase or decrease according to the level of production, which can be

achieved by increasing investment in capital, which necessarily leads to economic growth.

The fundamental variable that explains the economic growth of a country is investment in
capital. According to the previous conclusions, capital investment is highlighted as the
basis for the economic growth of a country, and it is from this element that the relationship
between cash flows and economic growth is generated, due to the fact that there is a
fundamental connector between these two variables, which is LIQUIDITY as explained

below:

Cash flow shows the available resources of a company to meet its financial obligations,
invest or distribute profits, (Garcia, 1999). Thus, investment becomes a fundamental part
within cash flow, since the resources for the development of the activity within the

companies are generated from cash flow.

Both private and public investments, generally, require large outlays of money (liquidity).
In several occasions neither the entrepreneurs nor governments have the resources to carry
out these investments. This is the reason why the financial system becomes part of this
relationship, since it is responsible for leading the sufficient monetary resources for them to

be transferred to investment.

Cash flow, as explained in the present theoretical framework, determines the required
liquidity that can be taken to investment; in many cases, flow itself does not contain the

resources to make investment and this is the reason why entrepreneurs turn to the financial
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system to achieve the required liquidity to boost their investments, (Levine, 1997). To
achieve this, companies must have sufficient liquidity or ability to generate funds to pay the

loans to the financial institutions at appropriate interest rates in a reasonable time.

Mobility of Investment
Companies that
generate cash flows
(liquidity)

e

Source: authors.

The financial system injects liquidity to companies, resources that are invested in capital
accumulation and technological innovation, which contribute to economic growth. Cash
flow is, at the same time, liquidity that can be used for investment in capital accumulation
and technological innovation, which mostly require large amounts of monetary resources.
In order to carry out this investment, entrepreneurs leverage on the financial system. This is
why financial institutions are fundamental in the economic growth of a country (Levine,

1997).

Methodology

This research will be a documentary, descriptive and correlational study, since in the
process, cash flows from operating, financing and investing activities reported by the
Superintendency of Corporations of Colombia during 2002 — 2011 were identified. These
cash flows will be correlated with the different macroeconomic variables that can affect

them, such as Risaralda GDP, unemployment, interest rates and financial indices as Fixed
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Term Deposit (FTD), Representative Market Exchange Rate (MER) and Colombia
Stock Exchange General Index (IGBC), identifying year by year the increases or decreases
that cash flows may present and their relationship with the economic behavior for the same
periods. These correlations can be direct or reverse type. It is direct when the results of the
correlation coefficient is positive, i.e., when cash flows increase as macroeconomic
variables, object of study, do; it is reverse when the results of the correlation coefficient is
negative, i.e., when cash flows increase and macroeconomic variables under study decrease
or vice versa. It is considered a documentary study because the primary sources of
information were extracted from the Superintendency of Corporations, Bank of the
Republic, the Stock Exchange and the National Administrative Department of Statistics
(DANE), amongst others.

To develop the study, only the time series of financial statements of companies that
reported to the Superintendency of Corporations continuously for the periods under study
were taken as a reference. Only twelve companies in the industrial sector of Risaralda met

the inclusion criteria.

The time series of the financial statements were taken from the information and business
registration system (Sirem). In this system, financial statements, including income
statement, balance sheet and cash flows can be found by periods of time. For information

processing, we worked with Microsoft Excel and the statistical package SPSS.

RESULTS

The study showed how the industrial sector in Risaralda has been steadily growing and it is
consistent with the department and national average. Risaralda generated GDP growth in
2004, principally, the most representative sectors are: construction, trade,
telecommunications, transport and industry. The GDP growth was succeeded by an
increase in the levels of confidence of investors and consumers. This was possible thanks to

the large supply and rapid growth of the world economy.

In Risaralda, the industrial sector has grown steadily but slowly, which does not allow
neither the proper development nor a high contribution to the GDP in the region. According

to the Chamber of Commerce of Pereira, there was a decrease in the creation of
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establishments in 2004, due to the decline of the industrial sector. Nevertheless, this was

compensated by other activities, mainly, trade and services.

In 2005, a better performance in the industrial sector was evident, due to the generation of a
very good level of investment, a consumption generated by the confidence of buyers, low
financial intervention rates and a good performance of the trading portfolio. Industry
nationwide has grown very little, as an example, between 2006 and 2007, the average for

the industry was 7% and in 2009 it was reduced to 3.9%.

In 2007, according to the regional situation report from the Bank of the Republic, the
manufacturing industry was one of the largest contributors to the national GDP; in turn,
industry was one of the largest contributors to exports made by the Department of Risaralda
with a performance of 98.72%. Similarly, region imports, involved in transport equipment
manufacturing, were related to industry in 97.12%. In 2009, Risaralda participated with
1.3% of the total exports nationwide, 95.8% correspond to the contribution of the industrial
sector with a high influence of food products mostly. According to the report on the
industrial sector published by the National Department of National Planning, in 2010, the

industrial sector showed some improvement reaching a growth of 4.5%.

Although the industrial activity in Risaralda has shown good behavior, this is not the main
economic activity carried out in the department. According to the Business Census
conducted by the Chamber of Commerce of Pereira, the main economic activities in
Risaralda are trade and services, which replace the industrial sector. Therefore, it is
necessary to seek greater growth of the industrial sector in the region, creating alliances
between the academy and the sector to facilitate regional growth and raise competitiveness
and innovation. Cash flows of the different activities within companies, such as the
operating, investing and financing activities, as well as the result of cash flows in monetary
units, and net cash flows, which correspond to the sum of cash flows from the activities

mentioned before, are shown below.

Chart 1. Average Cash Flow in the Industrial Sector Activities (amounts expressed in

thousands (Colombian pesos)
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Average Net Cash Average Net Average Net Cash Total Net

Flow from Cash Flow from Flow from Cash Flow
YEAR . . . .

Operating Investing Financing

Activities Activities Activities
2002 374,760.67 (1,130,878.25) 1,045,853.42 289,735.83
2003 2,122,571.42 (2,514,645.92) 641,287.25 249,212.75
2004 (1,844,857.08) (113,519.92) 1,919,369.33 (39,007.67)
2005 5,602,147.42 (3,995,044.75) (1,110,648.92) 496,453.75
2006 3,961,534.00 (3,538,601.50) 692,332.42 | 1,115,264.92
2007 3,587,105.50 (3,710,913.08) (400,539.58) | (524,347.17)
2008 1,885,194.08 (664,326.50) (1,154,299.42) 66,568.17
2009 5,269,804.17 (3,360,775.17) 428,971.08 | 2,388,000.08
2010 5,007,617.17 1.278,659.50 (899,508.25) | 5,386,786.42
2011 74,958,25 (2,009,955.36) 883,770.92 | (1,390,978.83)
Total 2,604,083.56 (2,009,955.36) 204,638.83 798,676.03
Source: authors, based on the information supplied by the Superintendency of

Corporations.

Figure 1. Cash flow in the industry sector of the department of Risaralda
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Source: authors, based on the information provided by the Superintendency of

Corporations.

Net Operating Cash Flow clearly shows the different ups and downs and its highest growth,
which occurred between 2004 and 2005. This growth coincides with the good performance
of the Colombian economy at that time. It also shows its largest drop between 2010 and
2011, due to the economic slowdown in the country, in which the most affected areas were

industry and agriculture.

Investment Cash Flow shows not very noticeable investments, which is not affected by
financial indices and leaves a good position to cover cash levels and operational and non-

operational activities, avoiding to resort to financial resources for indebtedness.

Chart 2. Data for Correlation Industrial Sector (based on the information provided by the

Superintendency of Corporations)

DATA FOR CORRELATION INDUSTRIAL SECTOR IN RISARALDA

GDP IGBC FTD Average Exchange Consumer Average Average Average Total
; Industrial Rate Annual Annual Lending Rate Price Net Cash Flow |Net Cash Flow Net Cash Flow Net
o Sector Risaralda Variation Average Rate Annual Index from operating  |from investing from financing Cash Flow
Risaralda (National) (National) (National) Average activities activities activities
(Billions of (National)
GDP UR IGBC FTD R MER CPI CFO CFI CFF TCF
2002 549.000.000.000 16,27% 30,229 9,03 14,11% $ 2.506,55 6, 63 AT4.TRO6ET | |1.130.878.250)| 1.043.853.417 289.735.833
2003 574.000.000.000 16,15 43,07 T,79% 12,E1% §2.87591 6,71 |12.314.643.917) 641.247.230 240,212,750
2004 T21.000.000.000 15,590 86,229 T, B9% 13,07% $ 262847 5,53 (113.519.917)]  1.919.369.333 (39,007 .66T)
2005 14,21° 118,91% T.07% 12, 58% $2.32149 4 44" 5.602.147.417 | [3.995.044.730)] [1.110.648.917) 496453750
2006 12,621 17,329 6,25% 11,51% § 2.358,96 5,60 3.961.334.000 | [3.538.601.500) 1.115.264 917
2007 1191% -4, 18% T.94% $ 2.076,24 51T 3.387.105.500 | [3.710.913.083) [524.347.167)
2008 12,58% -2, 0% 9,68% 16,36% # 1.967,11 T 20 1.885.194.083 [LliT 00| [1.154.299.417) B6.368. 16T
2004) 1.077.000.0 17,71° 53,435% 6,33% 12, 49% % 2.153,30 1,77 5.269.804 167 | [3.360.7753.16T) 428 9T71.083 | 2.338.000.083
2010] 1.114.000.000.000 18,25% 33,57 3,68% 8,84% % 1.898 68 2,84 1.278.659.500 T68.417
2011) 1.20%9.000.000.000 14,500 148,27 4,13% 10, &% § 1.845,97 3, Ta% 12,349,508, 000 {1.390.973.833)

Source: Done by the authors based on the i

Department of Statistics (DANE)
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The found value is r = -0.46. The two variables have an inverse relationship, it is to say, if
GDP increases, the interest of investors in the industrial sector does not increase; GDP is

not the causing factor of the variations in IGBC.

GDP-FTD

The found value is r = -0693 **. The analyzed variables are inversely related. In the study,
there is no a relationship between GDP and FTD, because GDP is a regional indicator and

FTD is a national indicator.

GDP-LR

The found value is r: -0.437. It is a negative value with inverse relationship. Lending rates
have declined allowing companies to resort to a fresh financial capital, as well as
competitive interest rates, suitable for the development and growth of the economic sector.

As GDP increases, there is a reduction in the lending rates, due to capital surplus.

GDP - MER

The value that resulted from the correlation between variables is r = -0889 ** negative
value. The correlation between the variables is very significant and an inverse relationship
is shown. Amongst the variables studied, there is a close relationship between exports and
imports in the industrial sector of Risaralda. Consequently, as long as the MER decreases,
there can be greater investment in machinery and goods that allow for a better production to

a lower cost, generating better prices for the final consumer.

Profitability of companies is affected by variations in the exchange rate. There are random
effects, which show that the exchange rate does affect profitability. The exchange rate

affects the functioning of the economy in different ways, such as the internal trade. This
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occurs because the companies, that focus their activities on the international market,

depend, to a large extent, on the fluctuations of the exchange rate.

GDP - PCI

The found value is r = -0700 showing a negative value and inverse relationship. If the GDP
increases, the Consumer Price Index tends to fall. According to studies into the economic
theory, inflation has a negative effect on economic growth, which leads the monetary

policy to focus on achieving low inflation level to avoid the disruption of the economy.

GDP - CFO

The found value between the modeling of the two variables is r = 0.299, which results in a
positive value. The relationship between the two variables is direct, but the statistical
significance is low, which shows that the sector does not make large contributions to
generate income. In addition, its contribution to GDP is very low. If companies in the
region are not being strong in operating activities, this will not be reflected in the economy

and the region's GDP will not increase.

GDP - CFI

The found value is r = 0.079. It is a positive value with direct relationship. The little
significance evidenced between the variables shows us that there is little investment in the
financial system; therefore, it contributes little to GDP. Although investment activities
within companies are considered essential for its operation, the correlation obtained shows
that in companies in the region these operations are not strengthened and has minimum

contribution to the GDP growth in the region.
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GDP - CFF

The correlation found between variables is r = -0325, resulting in a negative value, an
inverse relationship and a low significance, which show the little relationship between GDP
and financing activities, which shows that, although the industrial sector in the region

invests financial resources for its growth, these will not affect GDP.

GDP - UR

The value of the correlation between variables is r = 0.063. It is a positive value. It shows
that the two variables have a direct relationship and a very little meaningful relationship.
This relationship shows us that, the higher productivity in the department, the higher
unemployment. The relationship resulting from this study shows a positive correlation and
evidences that the department is not taking growth and development processes that generate
a decrease in the unemployment rate. However, the level of unemployment tends to rise, as

GDP growth.

CFO -UR

The found value in the correlation is r = 0.015. It is a positive value with direct relationship
and a very low significance. This indicates that there is a direct relationship. As far as the
operating net cash flow increases, unemployment may increase. Although, there is a direct
relationship between the variables, there is almost no relationship between the variables.
This is due to the fact that companies in the region are not strengthened in operating
activities; besides, they do not have an impact on the unemployment rate and do not

generate economic growth, i.e., a GDP increase.

CFO -1GBC
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The found value is r = 0.143. It is a positive value with direct relationship. In this case, as
far as the IGBC show a good growth, the Net Cash from Operating activities will tend to
increase. Nevertheless, despite this relationship, the level of significance between variables
is very low, probably because operating activities within companies focus on normal

business transactions, according to their social object, developed to generate income.

CFO - FTD

The resulting value of the correlation is r = -0301. It is a negative value with inverse
relationship, which is logical because if interest rates go down, the operating results of the

organization tend to increase.

CFO-LR

The found value is r = -0.282. It is a negative value with inverse relationship and low
significance. Even though, it could be possible that the obtained financial resources are
being properly allocated to the operation, this shows that in general the companies of the
department do not take into account the levels of employment rates to expand their
production capacity. The interest rate is not greatly affecting the operating activities of

companies in the region.

CFO - MER

The found value is r = -0295. The resulting relationship between these two variables is
negative, i.e., they have an inverse relationship but this value is low and shows that the
significance of the relationship is very high, demonstrating that these two variables do not
have a high degree of correlation and the MER does not have a direct effect on the net cash
flows from operating activities. In contrast, industry income is related to alternative markets

and not with the local ones.
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CFO - CP1

The found value between variables is r = -0475. It is a negative value with inverse

relationship. CPI tends to adversely affect the operation of the industry.

CFI-UR

The found value in the correlation between unemployment rate and investing activities
within companies is r = 0.474, with a positive value and direct relationship. This indicates
that at any time the net cash flows of investment contribute to the low unemployment rate.
Investing activities carried out by companies of the region in the capital market are
contributing to employment growth in the department. This may occur because temporary
and indirect investments have been increasing and are being carried out successfully

because investment is in the process of attraction in the department.

CFI-1GBC

The found value is r = 0.474. It is a positive value with direct and fairly high correlation.
This shows that as IGBC increases or decreases, the investor is willing to take risks in
buying productive assets. This variable has a higher and significant correlation with this
financial indicator, since investing activities are focused on conducting transactions that are
related to money lending, collection, acquisition and sale of both current and non-current

investments, as well as investments in property, plant and equipment sale.

CFI- FTD
The found value is R = -0095. It is a negative value with inverse relationship. In this case, if
interest rates decrease, investment tends to increase, i.e., work is being done with fixed

income securities. Besides, the correlation is too low.
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CFI-LR

The found value is r = -0173. It is a negative value with inverse relationship. A low
correlation occurs and the financial resources are not being properly allocated to
investments. There is a correlation with low significance between these two variables. The
relationship is very low and it is evident that a degree of independence between variables

may occur.

CFI - MER

The found value between the variables is r = -0122. It is a negative value and inverse
correlation. As the representative market rate decreases, incentives for investment in
foreign currency are generated. The resulting correlation is not very significant and shows
that the exchange rate is not having a major impact on investing activities within the
companies of the department. While exchange rate increases, devaluation occurs and
activities within companies will benefit. Entrepreneurs should take advantage of this

devaluation time, in order to strengthen their exports and diversify production.

CFI - CPI

The found value is r = 0.039. It is a positive value with direct relationship and little
significance between the variables. The investments made by the industry generate little

reaction even if CPI increases.

CFF - UR

The resulting correlation between variables is r = 0.253 with a positive value and direct
relationship, which shows that if financing cash increases or decreases, it will lead to

increase the unemployment rate, but significance level and affectation will remain low.
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CFF - IGBC

The found value is r = 0.154. It is a positive value with direct relationship. The loans are
being properly allocated for the normal development of the operations of the company.
Then, financing activities will be the ones intended to obtain resources by third parties and
owners, which provide profitability on investment and its due return, as well as the payment

of the lend money.

CFF- FTD

The found value between these variables is r = 0.026. It is a positive value with direct
relationship, although there is a too low correlation. If the interest rate granted in the
financial system for credits increases, financing expenses obtained by the industry tend to
increase. However, this correlation is too low, showing that FTD does not greatly influence

financing activities of companies in the region.

CFF - LR

The found value is r = -0080. It is a negative value with inverse relationship. There is not
any significant correlation. It is bound to decisions on debt financing without taking into
consideration the rates that are offered at the time. As lending interest rates remain high,
most companies decide not to acquire debts, since the possibility for companies to access to
credit is reduced. Financing activities of several companies of the department are taking
into account interest rates when making movements and activities to fund operations within

organizations.

CFF - MER

The found value is r = 0.532**. It is a positive value with direct relationship and a

representative correlation. As MER increases, it becomes necessary to lower the foreign
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currency debt and to settle in local currency. Fluctuations in the exchange rate are
benefiting cash flows in financing activities. As the exchange rate increases, financing

activities in companies of the department will also increase.

CFF - CP1

The found value ist = 0.085. It is a positive value with direct relationship and low
statistical significance. Financing activities bear little relation to variations in the consumer
price index. The relationship between the variables is positive, showing how financing
activities benefit from increases in inflation but in very small proportion. It evidences
nearly a possible independence on the correlation of the variables. Inflation affects the

value of the shares and the stock market in general.

CONCLUSIONS

According to the analyses carried out by the Chamber of Commerce of Risaralda, although
the industrial sector contributes to the GDP, it is no longer the main actor, due to its
movement through sectors such as services and trade. This is caused because investments in
capital assets in the industrial sector have fallen dramatically, which does not permit
sustained economic growth. In the analysis carried out in cash flows from the industrial
sector, net cash flows presented positive and negative variations, which generated resources
related to liquidity. The total cash flow was positively influenced by the cash flow
generated from operating and financing activities, while cash flows from investing
activities impacted negatively. All this can lead us to conclude that the industry sector of
Risaralda generates resources through its operating activities, which continues

demonstrating that the sector is viable and can grow and mark out the growth of the region.

Among the 12 companies of the industrial sector of Risaralda that were analyzed, there is a

positive profitability, calculated on 8.29% on average for the 2002 — 2011 cycle, which
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does not show that all companies are growing evenly, but those growing faster mark out the

sector average, since all are not profitable on their core business activity.
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