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Abstract

This study examines the impact of market volatility on the financial performance sus-
tainability in the banking sector and other sectors of the Saudi stock market (Tadawul). 
Given Saudi Arabia’s ongoing economic transformation under Vision 2030, financial 
stability remains a key priority, striving to sustain financial performance in the stock 
market sectors. Using panel data from various sectors of Saudi stock companies during 
2019–2023, the study analyzes the effects of general market volatility and sector-specif-
ic volatility on financial performance indicators, such as ROE and net income volatility. 
A panel data regression approach, incorporating both fixed and random effects models, 
is employed to assess the relationships between volatility and financial performance. 
The results indicate that financial performance sustainability functions as a separate 
element because market volatility does not impact financial stability. Banks maintain 
their financial performance through their internal financial systems, which they use 
together with their debt management practices to navigate times of market instabil-
ity. Financial leverage is a key factor that determines how financial performance is af-
fected by financial volatility. Firms with high debt levels show high volatility in profits, 
indicating its importance in protecting against financial risks. The study reveals that 
firms should be effective in financial management systems and corporate governance 
to attain successful financial sustainability in their diversification of income streams. 
Additionally, policymakers and investors should optimize financial structures, as this 
approach strengthens market stability and supports Saudi Arabia in achieving its eco-
nomic objectives.
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INTRODUCTION

The sustainability of financial performance in the stock markets is 
necessary for investors, regulators, and businesses to rely on. The sud-
den nature of stock market volatility through its price fluctuations 
forces financial stability to be compromised and, consequently, long-
term investment planning to be difficult (Dugbartey, 2025). The Saudi 
stock market (Tadawul) has undergone a great deal of transformation 
along with the economic diversification initiatives, regulatory chang-
es, and shifts in global market conditions in Saudi Arabia (Orlando & 
Bace, 2021). With Vision 2030 still being implemented, Saudi Arabia 
demands that the stock market be highly instrumental in establishing 
sustainable financial operations (Alghamdi, 2024).

The banking system functions as a critical component to both stock 
market operations and the entire financial industry. The banking 
sector in Saudi Arabia stands as the third largest market segment on 
Tadawul because it decides both market trends and investor behavior 
(Alsharif, 2023; Kouki et al., 2021). Through their role in capital dis-
tribution and financial intermediation and their support of corporate 
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funding needs banks build up foundation for financial system stability. Banks existing economic status 
shows their performance which serves as essential market stability and economic growth assessment 
tool under Vision 2030. The research on Saudi banks which operate on Tadawul exchange shows that 
bank profitability and capital structure together with operational efficiency determine how financial 
markets perform and how investors make decisions (Alsaleh & Albarrak, 2024).

A crucial challenge to sustainable financial performance in stock markets generally remains volatile 
markets (Dugbartey, 2025). The volatility of the Saudi stock market has a profound impact on the 
sustainability of sectoral financial performance (Vinodkumar & Alarifi, 2022). Financial instability 
brought on by market fluctuations affects investor confidence and long-term planning of financial in-
vestments. The sector-specific volatility (SSV) and financial structure variations still pose risks despite 
efforts to stabilize the market (Almutairi et al., 2024). Therefore, there is a compelling imperative to 
align financial sustainability strategies with Vision 2030 as the driver of long-term, stable, and sustain-
able economic growth (Yusuf & Lytras, 2023). For sectors in the Saudi stock market to navigate volatil-
ity effectively, they can adopt robust risk management practices, bolster corporate governance, improve 
financial structures, leverage technology, and gain from supportive government policies (Almutairi et 
al., 2024). The implementation of these measures will range from maintaining the stability of finances 
to contributing to the broader economic transformation outlined in Vision 2030, making Saudi Arabia 
a strong, resilient, and competitive global financial center.

1. LITERATURE REVIEW 

AND HYPOTHESES 

DEVELOPMENT

Research on financial performance sustainability 
in stock markets, especially in emerging econo-
mies such as Saudi Arabia, is deemed substan-
tial. Financial stability and long-term investment 
strategies are also affected by market volatility 
(Dhingra et al., 2024; Singh, 2024), which is de-
fined as the degree of variation of trading prices 
over time. Market volatility results from several 
global and domestic factors, including macroeco-
nomic policies, investor sentiments, and industry-
specific development (Alowaimer, 2025; Dhingra 
et al., 2024). Consequently, fluctuations in the 
market liquidity, investor confidence, and stabil-
ity of financial institutions are often associated 
with high volatility (Batra et al., 2024). In addition, 
the banking sector maintains financial stability 
through its essential role which enables banks to 
function as financial intermediaries that provide 
support for market liquidity and credit access and 
sustain investor trust during times of market in-
stability (Alsaleh & Albarrak, 2024; Demirgüç-
Kunt et al., 2021). Also, Zhu (2023) stated that 
stock markets experience volatility, and this is due 
to global economic situations and domestic policy 
modifications, as well as market player sentiments 

and firm industry-specific risks. Financial re-
sources undergo improper utilization, and inves-
tors’ trust decreases with rising capital costs be-
cause of excessive market uncertainty (Dhungana, 
2023; Halim, 2024; Sonkavde et al., 2023). Some 
studies in financial literature have been done on 
the relationship between market volatility and fi-
nancial performance. It was found that increased 
volatility increases risk, discourages investment 
and liquidity constraints, and has a negative ef-
fect on the long run profitability (Edem, 2017). 
Therefore, financial stability is based on the main-
tenance of risk resilience during market turmoil 
periods by adopting proper financial management 
along with sectoral allocation and risk avoidance 
strategy (Zahedi et al., 2022).

While in Saudi Arabia, the stock market chang-
es frequently due to large fluctuations caused by 
global financial trends and changes in oil prices, 
economic diversification policies (Khayat, 2024). 
Oil is a big driver of economic growth, and thus a 
shift in its price can cause a big change in the stock 
market (Bin Amin & Rehman, 2022). According 
to Al-Maamary et al. (2017), fluctuations in oil 
prices would have put various sectors at risk of 
financial frugality. In Saudi Arabia, the bank-
ing sector which operates on Tadawul functions 
as a major contributor to market capitalization 
while its operations connect global financial mar-



74

Banks and Bank Systems, Volume 21, Issue 1, 2026

http://dx.doi.org/10.21511/bbs.21(1).2026.06

ket disturbances with local financial outcomes 
(Alsharif, 2023; SAMA, 2024). Since the impact 
of market volatility significantly affects the finan-
cial performance of these sectors, these sectors in 
the Saudi stock market may implement the fol-
lowing strategic measures to secure sustainability 
(Vinodkumar & Alarifi, 2022). To minimize de-
pendency on volatile markets, sectors should ex-
pand their revenue sources and investment port-
folios (Narayanan, 2025). This aligns with Vision 
2030’s objective of economic diversification, and 
companies should invest in emerging industries 
like technology, healthcare, and renewable ener-
gy (Alghamdi, 2024; Saudi Vision 2030, 2016). As 
well as improving corporate governance practices, 
it increases investor confidence and minimizes 
risks posed by market volatility (Chen et al., 2023; 
Moridu, 2023). Banks require strong governance 
together with effective risk management practices 
because financial institutions experience extreme 
sensitivity to changes in regulations together with 
credit risks and economic instability (Demirgüç-
Kunt et al., 2021).

Moreover, financial sustainability is greatly in-
fluenced by market volatility, and several theo-
retical frameworks have been offered to illustrate 
how firms deal with such uncertainties (Shao et 
al., 2024). Diversification is a means to eliminate 
these unsystematic risks (Zahedi et al., 2022). The 
Modern Portfolio Theory (MPT) provides evi-
dence that diversification helps reduce risk while 
maximizing returns. With this approach, inves-
tors will combine to have a well-balanced financial 
portfolio that will increase their financial poten-
tial in a dynamic market (Almutairi et al., 2024; 
Yusuf & Lytras, 2023). Banking stocks function 
as systemically vital components within diversi-
fied portfolios because their performance impacts 
both credit distribution and entire financial mar-
ket stability (Alsharif, 2023; Beck et al. 2007). The 
Efficient Market Hypothesis (EMH) suggests that 
stock prices reflect all the available information, 
so markets are efficient, and it is difficult to fore-
cast financial fluctuations (Sonkavde et al., 2023). 
According to this, market volatility is considered 
a property of an efficient market, not an error that 
needs to be dealt with. Yet, emerging markets, like 
in Saudi Arabia, are not free of inefficiencies and 
information asymmetry, leading to higher levels of 
unpredictability (Kalyanaraman, 2014; Al Naimi, 

2022). Capital structure is explained through the 
Trade Off Theory, which tells how firms decide the 
combination of equity and debt financing such 
that stability is maintained. This theory indicates 
that debt can encourage tax benefits; however, it 
increases risk, particularly when there is a high 
volatility of the economy (Izhakian et al., 2022). 
The banks require this framework because their 
ability to handle market fluctuations depends on 
their capital adequacy and leverage ratios which 
their regulatory capital requirements establish 
(Demirgüç-Kunt et al., 2021).

The Arbitrage Pricing Theory (APT) demon-
strates that financial results and market volatility 
respond to changes in macroeconomic conditions 
(Ross 2013). APT expands on traditional models 
by incorporating factors such as inflation rates, in-
terest rates, and industry-specific risks. The Saudi 
stock market shows financial results that deviate 
from overall market patterns because external fac-
tors affect its performance. Various sectors experi-
ence significant effects from oil price changes and 
government regulations and international market 
conditions according to Alowaimer et al. (2025). 
The banking industry uses interest rates and mon-
etary policy changes and macroeconomic condi-
tions as its three main factors that drive its prof-
itability and stock performance (Alsharif, 2023). 
Therefore, understanding these unique external 
factors is essential for making informed invest-
ment decisions (Basiru et al., 2023).  

Other studies on financial performance sustain-
ability have been widely focused on how market 
volatility affects it in empirical studies. Structural 
inefficiencies, political instability and economic 
fluctuations make emerging markets more vola-
tile than developed ones (Karanasos et al., 2022). 
Studied in Saudi Arabia, global oil prices, and re-
gional geopolitical events are important with re-
spect to driving stock market volatility (Almutairi, 
2020). The study showed that in cases of volatile 
markets, firms’ ability to leverage to achieve fi-
nancial sustainability is contingent upon an effec-
tive strategy to capital structure management, full 
transparency on wages, and sound risk manage-
ment. For example, the study performed by Di 
Vito and Trottier (2022) demonstrated that such 
companies can read higher market uncertainty. 
This is also further backed by Sharma (2014), who 
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discovered that the financial institutions that used 
conservative lending showed higher resilience 
as there existed stock market turbulence. Recent 
research evidence demonstrates that banks with 
strong capital bases exhibit increased stability 
when financial markets experience volatility be-
cause they implement effective regulatory controls 
and risk management practices (Alsharif, 2023).

In addition, financial sustainability is deter-
mined by the volatility of a sector. Despite this, 
the Saudi stock market is exposed to market risks 
at differing levels across various industries. For 
example, Al-Maamary et al. (2017) pointed out 
the vulnerability of the petrochemical sector due 
to oil price fluctuations; therefore, financial sta-
bility is a key concern for companies in this do-
main. Besides this, another volatile sector is the 
banking sector, as it is largely based on interest 
rate changes, regulatory changes, the macroeco-
nomic environment, and trends in credit mar-
kets (Di Vito & Trottier, 2022). The listed banks 
on Tadawul which include large commercial 
banks create a major impact on market trends 
through their substantial market value and 
their essential function in supporting economic 
growth according to the SAMA (2024). On the 
contrary, property market cycles, government 
policies, and investor speculation affect real es-
tate firms. Thus, financial analysts and policy-
makers need to develop appropriate risk mitiga-
tion strategies that are targeted across sectors to 
improve financial sustainability and understand 
these sectoral variations (Almutairi et al., 2024; 
Sutikno & Aisyah, 2022). Additionally, a firm’s 
revenue diversification, asset composition, and 
debt management are vital in mitigating market 
volatility (Malik & Masood, 2022; Sany & Lata, 
2025). Firms with diversified revenue streams 
and strong financial governance structures are 
more resilient to market downturns (Malik & 
Masood, 2022). Al-ahdal et al. (2023) found that 
firms with lower debt-to-equity ratios experience 
reduced exposure to financial distress during pe-
riods of heightened market volatility. Other fi-
nancial sustainability strategies, including debt 
management strategies, are also very crucial to 
avoid having an unending debt, as Keltto (2023) 
warned that a lot of borrowing during uncertain 
times could make the economic situation worse 
and can also be a long-term problem.

After reviewing the literature, this study aims to 
evaluate how Tadawul’s different sectors can im-
plement strategic approaches to guarantee sus-
tained financial performance stability during 
market instability and fulfill the goals of Vision 
2030. Through achieving objectives in analyzing 
the impact of general market volatility (GMV) 
on the sustainability of sectoral financial perfor-
mance, examining the role of SSV in affecting fi-
nancial performance stability, and investigating 
the influence of financial structure indicators (to-
tal revenue, assets, debt ratios) on financial sus-
tainability. Therefore, the main hypotheses used 
to meet the study objectives are as follows:

H
1
:  GMV impacts the sustainability of sectoral 

financial performance in the Saudi stock 
market.

H
2
:  SSV significantly affects the financial perfor-

mance sustainability of different sectors.

H
3
:  Financial leverage moderates the relation-

ship between market volatility and financial 
performance sustainability, either amplify-
ing or mitigating its effects.

2. METHOD

The study was based on secondary data. Analysis 
was performed to obtain the financial state-
ments of the Saudi banking sector and the oth-
er 17 Saudi sectors for the period from 2019 to 
2023, quarterly. The data were gathered from the 
Saudi Stock Exchange website (Tadawul), and ad-
ditional relevant information was obtained from 
Trading Economics, IMF, Saudi Arabia Monetary 
Authority, and World Bank.

The variables used in the analysis, along with their 
definitions and measurement methods, are pre-
sented in Table 1. The Return on Equity (ROE) 
and Net Income Volatility (NIV) represent the de-
pendent variable. The independent variables cen-
tral to this study are GMV and SSV, both of which 
are pivotal in understanding the broader market 
dynamics and their sectoral implications. To en-
hance the reliability of the results, financial struc-
ture indicators are included as control variables, 
which are total revenue, total assets, total debt, 
debt to assets, and equity to assets.
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The study used a panel data regression approach 
to evaluate the impact of market volatility on the 
provision of sectoral financial performance in the 
Saudi stock market. Multiple sectors with their 
corresponding financial performance indicators 
are being used as a database for financial perfor-
mance measurement of a company, where data 
are available every quarter. In this regard, two key 
equations are designed for the empirical model to 
explain the relationship between market volatility, 
financial structure, and sustainability. The study 
uses a fixed-effect model for NIV and a random-
effect model for ROE to post-effects of market vol-
atility on implied risk premium while, at the same 
time, considering distinctive sector-specific char-
acteristics. These models help maintain the ro-
bustness of the findings that coefficient results are 
capturing the real relationship between financial 
sustainability and market variations (Abrevaya & 
Hsu, 2021).
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3. RESULTS

The analysis of the panel regression estimates in 
Table 2 represents a descriptive analysis of the 
distribution, central tendency, and variability of 
the financial and volatility-related variables used 
for the analysis. SSV exhibits considerable varia-
tion, with a mean of 377.99 and a high standard 
deviation of 445.16. The values range from 5.65 
to 5,015.48, indicating that some sectors expe-
rience extreme volatility. In comparison, GMV 
has a mean of 450.97 and a standard deviation 
of 235.92, showcasing moderate variability with 
values spanning from 61.25 to 1,118.20. NIV has 
a mean of 9.24, but a high standard deviation of 
36.38, suggesting significant income fluctuations 
for some firms. The range of 0.008 to 282.33 indi-
cates the presence of both stable and highly vola-
tile firms. Total revenue has a mean of 46.88, along 
with a large standard deviation of 197.02, reflect-
ing substantial differences in revenue generation. 

Table 1. Variables description

Variables Definitions Measures

Dependent variable ROE

ROE measures sectoral profitability relative to shareholders’ equity. It reflects how 
effectively capital is utilized and is widely used in financial performance evaluation (Ciftci 
et al., 2019). ROE is used in the random effect model, assuming uncorrelated unobserved 
sectoral differences

Dependent variable NIV

NIV captures the stability of sectoral earnings over time. It is calculated as the standard 
deviation of net income across quarters and reflects the predictability of profitability. A 
lower NIV suggests more sustainable performance (Asaolu, 2021). NIV is used in the fixed 
effect model due to sector-specific influences

Independent variable GMV

GMV is calculated based on the quarterly standard deviation of the Tadawul All Share Index 
(TASI) returns. This variable reflects macro-level instability affecting all sectors. It aligns with 
the efficient market hypothesis and is commonly used in emerging market volatility studies 
(Smales, 2021; Dhingra et al., 2024)

Independent variable SSV
SSV measures the standard deviation of sector-level returns and is used to capture 
idiosyncratic risk. High SSV values indicate sectors that are more exposed to internal or 
industry-specific shocks (Gupta et al., 2023; Al-Maamary et al., 2017)

Control variable Total revenue
Represents the overall income generated by each sector. Used to control size and 
operational scale. It is expected that larger revenue can reduce the sensitivity to volatility 
(Akhtar & Khan, 2016)

Control variable Total assets Captures the sector’s resource base. Total assets may influence performance sustainability 
due to asset-driven income generation (Hewamana et al., 2022)

Control variable Total debt Reflects the overall borrowing level. High debt may amplify risk exposure, particularly under 
market stress

Control variable Debt to assets 

Measures financial leverage and risk. Based on Trade-Off Theory, this variable indicates 
the balance between the tax benefits of debt and potential financial distress (Murombi & 
Mohammed, 2025)

Control variable Equity to assets Measures capital structure and reliance on equity financing. A higher equity to assets may 
reflect more conservative financial policies, improving earnings stability
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The minimum value is 0.28, while the maximum 
reaches 2,346.68, further emphasizing this dispar-
ity. Total debt presents a negative mean of –66.43, 
potentially due to accounting adjustments, and 
a wide standard deviation of 124.66. The values 
range from –606.03 to –0.51, illustrating consid-
erable differences in debt levels. The debt-to-assets 
ratio averages 0.2987, indicating that 30% of assets 
are financed through debt, with a standard de-
viation of 0.1085. The equity-to-assets ratio has a 
mean of 0.4406 and a standard deviation of 0.1369, 
with values ranging from 0.1047 to 0.7005, indi-
cating diverse capital structures. ROE reveals ex-
treme variability, with a mean of 5,861.59 and a 
staggering standard deviation of 59,597.61, rang-
ing from –163,975 to 1,045,654. Total assets also 
show significant dispersion, with a mean of 12.57, 
a standard deviation of 86.33, and values ranging 
from –32.55 to 1,491.57. The banking sector shows 
structural differences from other sectors because 
its firms keep more assets and higher debt levels 
which they use for financial intermediation pur-
poses (Demirgüç-Kunt et al., 2021; SAMA, 2024).

Table 3 highlights the results of the Unit root test. 
In the panel regression model, the Im, Pesaran, 
and Shin (IPS) unit root test is used to test for 
stationarity. According to the null hypothesis for 
the IPS unit root test, all panels should be non-
stationary, i.e., all contain a unit root. The results 
also show that most variables are stationary, as 
their statistics are very negative and p-values are 
less than 0.05. In this case, all variables such as 
SSV, GMV, NIV, total revenue, debt to assets ra-
tio, and equity to assets ratio are stationary at level 
(0) ROE, and total assets are stationary at level (1). 
Total debt has a p-value of 0.0522, which is signifi-
cant at the 10 % level. Conformation of stationar-
ity is particularly relevant when analyzing finan-

cial institutions such as banks, since banking sec-
tor indicators often display persistent time-series 
behavior which regulatory frameworks and credit 
cycles and macroeconomic conditions influence 
(Alsharif, 2023; Beck et al., 2007).

Table 3. Unit root test results

Variables t-statistics P-value

SSV* –12.4314 < 0.001
GMV* –13.8459 < 0.001
NIV* –4.9218 < 0.001
Total revenue * –10.8409 < 0.001
Total debt** –1.6234 0.052
ROE* –11.1266 < 0.001
Total assets* –14.1476 < 0.001
Debt to assets * –3.2616 < 0.001
Equity to assets * –3.2542 < 0.001

Note: * Indicates the significance level at a 1% confidence 
interval. ** Indicates the level of significance at a 5% confi-
dence interval.

Multicollinearity means a correlation coefficient 
above 0.7 or below –0.7, which may also affect the 
model accuracy. There is a high correlation be-
tween ROE (Quarterly) and Total assets (0.9281, 
p = 0.000), which creates multicollinearity and 
redundancy in this model (Table 4). In addition, 
total revenue and NIV also correlate strongly 
(0.7395, p = 0.000) with the fact that firms with 
higher revenue are more volatile in terms of in-
come. NIV and total revenue negatively correlate 
with total debt (–0.598), (–0.5394), and therefore, 
the firms with higher levels of debt have lower rev-
enue and income stability. 

On the other hand, the debt-to-assets ratio and 
equity-to-assets ratio have a negative correlation 
(–0.1738), which is expected because firms with 
higher debt ratios have lower equity ratios. There 
is little correlation between GMV and other finan-

Table 2. Descriptive statistics of study variables

Variable Obs. Mean Std. Dev. Min Max

SSV 360 377.9968 445.1593 5.646435 5,015.484

GMV 360 450.9654 235.9204 61.25297 1,118.196

NIV 324 9.24296 36.37839 0.008026 282.3254

Total revenue 360 46.88281 197.0217 0.278782 2,346.677

Total debt 360 –66.425 124.6626 –606.028 –0.51112

Debt to assets 360 0.298718 0.108504 0.060766 0.650515

Equity to assets 360 0.440574 0.13694 0.104707 0.700518

ROE 342 5,861.589 59,597.61 –163,975 1,045,654

Total assets 342 12.56634 86.33406 –32.5526 1491.575
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cial indicators, suggesting a minor direct impact. 
These relationships also allow for determining the 
model reliability, and it helps in adjusting further 
with econometrics. The banking industry shows 
similar asset relationships with profitability and 
leverage because its profitability metrics depend 
on both balance sheet size and capital adequacy 
requirements (Demirgüç-Kunt et al., 2021).

Variance Inflation Factor (VIF) is used to assess 
multicollinearity among independent variables in 
a regression model. If the VIF exceeds 5, it implies 
multicollinearity concerns, and more than 10 in-
dicates severe multicollinearity that can distort es-
timates of the regression. Although some variables 
exhibit high collinearity, as their VIFs are less than 
10, this is acceptable. Table 5 shows a mean VIF of 
3.34 here, which means overall multicollinearity is 
not a big issue.

Table 5. Results of the variance inflation factor (VIF)

Variable VIF 1/VIF

Total assets 9.53 0.104937

ROE 9.05 0.110495

Total debt 1.88 0.531003

Total revenue 1.62 0.616304

Debt to assets 1.24 0.808518

Equity to assets 1.21 0.827411

SSV 1.14 0.878728

GMV 1.07 0.930377

Mean VIF 3.34 –

Table 6 displays the results of the fixed effects re-
gression model with empirical results, the effects 
of the factors on the NIV while taking into con-
sideration the sectoral effects. The positive and 
statistically significant (0.0646, p = 0.000) impact 
of total revenue suggests that the income volatility 
associated with firms with higher revenue levels 
may be caused by being exposed to a higher oc-
currence of operational risk. Similarly, the equity-
to-assets ratio is positively significant (46.1226, p 
= 0.03), implying that firms with higher equity ex-
hibit greater earnings volatility, possibly because 
they face more investment risks. In addition, there 
is also a positive and significant impact on total 
assets (0.0531, p = 0.000), which shows that such 
firms have more volatile income streams.

However, the debt-to-asset ratio suggests a negative 
but marginally significant coefficient (–45.2778, p 
= 0.056), indicating that greater leverage may re-
duce earnings volatility as discussed above for lev-
eraged firms. However, NIV is not statistically sig-
nificantly affected by total debt (0.0245, p = 0.321). 
Additionally, SSV and GMV have negative coeffi-
cients but are not statistically significant, which 
implies that external volatility factors may not ac-
count for net income variation completely. Prob > 
F is the value of 0.0000, which confirms the overall 
significance of the model.

The fixed effects model results show that both GMV 
and SSV coefficients lack statistical significance 

Table 4. Correlation matrix

Variable NIV ROE
Total 

assets

Equity to 
assets

Debt to 
assets

Total 
debt

Total 
revenue GMV SSV

NIV 1 – – – – – – – –

ROE
0.3185 1 – – – – – – –

0.000 – – – – – – – –

Total assets
0.3733 0.9281 1 – – – – – –

0.000 0.000 – – – – – – –

Equity to assets
0.2332 0.1037 0.0122 1 – – – – –

0.000 – – – – – – – –

Debt to assets
–0.253 –0.106 –0.1747 –0.1738 1 – – – –

0 0.0501 0.0012 0.0009 – – – – –

Total debt
–0.598 –0.1858 –0.2982 0.0308 0.3257 1 – – –

0 0.0006 0 0.5602 0 – – – –

Total revenue
0.7395 0.1576 0.1352 0.2124 –0.1999 –0.5394 1 – –

0 0.0035 0.0123 0 0.0001 0 – – –

GMV
0.0146 –0.0122 –0.0422 0.017 –0.0521 –0.0011 0.0713 1 –

0.7937 0.8218 0.4371 0.7472 0.3243 0.9829 0.1771 –

SSV
–0.082 –0.0366 –0.0188 –0.1656 –0.1544 0.0438 –0.0653 0.257 –

0.141 0.4996 0.729 0.0016 0.0033 0.4073 0.2164 0.0000 1
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which demonstrates that GMV together with SSV 
do not affect companies’ net income fluctuations. 
The empirical evidence fails to support both H1 
which claims GMV affects sectoral financial per-
formance sustainability and H2 which states SSV 
has a major impact on financial performance sus-
tainability in this model. The study discovered 
that leverage-related variables which include the 
debt-to-assets ratio demonstrate their importance 
because they establish financial structure as a key 
factor which determines income variability. The 
banking sector especially requires this informa-
tion because banks use leverage together with 
capital adequacy for both financial performance 
assessment and risk control (Alsharif, 2023; Beck 
et al. 2007).

Table 7 presents the random effects of the re-
gression model results. In this model, GMV and 
SSV are statistically insignificant. The coefficient 
for GMV is 5.7664 (p = 0.237), and for SSV, it is 

–0.4700 (p = 0.856), implying that broader market 
volatility and sector-specific fluctuations do not 
substantially drive firms’ ROE variations. ROE 
(Return on Assets) is determined to be statisti-
cally significant by total revenue, total debt, debt 
to assets, equity to assets, and total assets. Total 
revenue has a coefficient of 26.621 (p = 0.000), im-
plying that when the Revenue level is higher than 
normal, it causes fluctuations in the ROE, pos-
sibly because operational risk is high. The coeffi-
cient of total debt is 61.717 (p = 0.000), indicating 
that firm profitability changes more significantly 
with higher debt levels and could be due to higher 
financial leverage risk. Results suggest that lever-
age amplifies profitability fluctuations as its debt 
to assets ratio coefficient is positive and significant 
at 28,395.19 (p = 0.014). The equity-to-assets ratio 
is found to be positively significant (33,677.85, p 
= 0.000), thereby suggesting that firms with high-
er equity ratios have larger exposure to earnings 
fluctuations, potentially due to higher exposure to 

Table 6. Results of the fixed effects regression model

ROE Coefficient Robust Std. Err. t-value P>|t|

SSV –0.0008692 0.0031165 –0.28 0.781
GMV –0.0006753 0.0047891 –0.14 0.888
Total revenue 0.0645942 0.0076639 8.43 0
Total debt 0.0245249 0.0246752 0.99 0.321
Debt to assets –45.27784 23.61918 –1.92 0.056
Equity to assets 46.12256 21.09544 2.19 0.03
Total assets 0.0531256 0.0138391 3.84 0
Constant (_cons) 0.4166328 13.48924 0.03 0.975
Sigma_u (Sector-Level Variance) 19.886 –

Sigma_e (Error Variance) 19.537 –

Rho (Fraction due to u_i) 0.5089 –

Overall R-squared 0.5018 –

F-statistic (7, 299) 16.16 –

Prob > F 0.0000 –

Table 7. Random effects model

Variable Coefficient Std. Err. z-value P>|z|

GMV 5.766404 4.874705 1.18 0.237
Total revenue (in billions) 26.62101 6.748019 3.95 0.00
Total debt (in billions) 61.71735 11.31232 5.46 0.00
Debt to assets 28395.19 11535.92 2.46 0.014
Equity to assets 33677.85 8752.698 3.85 0.000
Total assets 665.3514 13.38459 49.71 0.0000
SSV –0.4700767 2.596764 -0.18 0.856
Constant (_cons) –25391.95 6625.153 -3.83 0.0000
sigma_u 0 –

sigma_e 20063.854 –

Rho 0 –

Wald chi2 2615.39 –
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investment risks. The results from the random ef-
fects model suggest the determinants of quarterly 
ROE across different sectors. The overall signifi-
cance of the model is confirmed by the Wald chi² 
value of 2,695.39 (p = 0.000).

The random effects model further confirms the 
hypothesis testing results. The two tests show that 
GMV and SSV do not lead to any significant results 
which makes us reject both H1 and H2. Financial 
institutions use leverage-related variables which 
include total debt and debt-to-assets ratio as signif-
icant data points because they use financial lever-
age to control how market volatility affects their 
financial results. Empirical evidence supports H3. 
The banking sector uses these findings because its 
primary profitability and financial stability factors 
derive from leverage and capital structure and as-
set size in accordance with its debt financing and 
credit intermediation practices (Demirgüç-Kunt 
et al., 2021; SAMA, 2024).

4. DISCUSSION

The first research hypothesis demonstrates that 
GMV impacts the sustainability of sectoral finan-
cial performance in the Saudi stock market. The 
analysis shows that the coefficient of the GMV for 
Model 1 is market volatility, which has no statisti-
cally significant relationship with NIV. Similarly, 
in Model 2, a GMV coefficient does not have any 
significant contribution to ROE. Thus, GMV is 
not associated with financial performance nega-
tively. The analysis is consistent with research in 
several studies that predict market volatility is un-
likely to have a consistent impact on a company’s 
financial performance. For example, Hewamana 
et al. (2022) analyzed how stock market volatility 
could at times correspond to changes in economic 
conditions instead of directly to financial returns, 
and therefore fluctuation could not always corre-
spond to lower financial performance. Karanasos 
et al. (2022) made it evident that returns in emerg-
ing markets are influenced by volatility; however, 
this does not always lead to a negative relationship 
with financial performance. Additionally, the ef-
fects can vary by sector and depend on the broad-
er economic environment. This implies that for 
the Saudi stock market, the GMV may not have as 
great an effect as expected.

Moreover, the second hypothesis demonstrates 
that SSV significantly affects the financial perfor-
mance sustainability of different sectors. In Model 
1, the analysis shows that the SSV coefficient is sta-
tistically insignificant. Also, in Model 2, the SSV 
coefficient has neither NIV nor ROE, and shows 
a highly significant effect of SSV. However, the 
analysis is somewhat concurrent with prior stud-
ies such as Muriithi et al. (2021) which observed 
that sector volatility can matter a great deal in fi-
nancial performance in some industries highly 
sensitive to sectoral risk (e.g., energy or commodi-
ties). Similarly, the study of Gupta et al. (2023) 
presented mixed results; while some sectors may 
grow during periods of high volatility, many sec-
tors, particularly those that are less volatile, do not 
experience significant negative impacts. In other 
words, there may be a sector-specific influence 
on volatility, which might not be as significant in 
the Saudi stock market. Since GMV and SSV do 
not significantly impact financial performance, 
the role of financial leverage is crucial. This find-
ing supports Vision 2030’s emphasis on strength-
ening corporate governance and financial risk 
management.

Furthermore, the third hypothesis demonstrates 
that financial leverage moderates the relationship 
between market volatility and financial perfor-
mance sustainability, either amplifying or miti-
gating its effects. The analysis of Model 1 shows 
that the total debt coefficient is not statistically 
significant, so it does not significantly impact NIV. 
However, the coefficient of the debt-to-assets ratio 
is significant, indicating that leverage has a signifi-
cant effect on financial performance. In Model 2, 
the coefficient of the debt-to- assets ratio indicates 
that sectors use leverage proportionately in prof-
itability and its volatility, or more rightly, finan-
cial leverage magnifies profitability and volatility. 
Additionally, the coefficient of the total debt vari-
able is also significant, which certainly indicates 
the importance of leverage in explaining the vari-
ability of financial performance. Results indicated 
significant statistical effects of the debt-to-assets 
ratio and total debt in affecting the variability of 
the financial performance, and that financial le-
verage does moderate the relationship between 
market volatility and sustainability in financial 
performance. This matches the findings of, for in-
stance, Asaolu (2021), who established the para-
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mount role of financial leverage in a firm’s perfor-
mance under conditions of the market. Moreover, 
Khan et al. (2022) analyzed that financial leverage 
may boost or reduce financial performance, with 
the firm’s exposure to market volatility as the in-
tervening variable of importance to the result, 
naturally, validating the moderation found in this 
study. Financial leverage significantly affects fi-
nancial performance sustainability under volatil-
ity, and these results suggest that firms with high-
er financial leverage are more sensitive to market 
changes and thus, financial leverage is a major 
influencing factor that leads to financial perfor-
mance sustainability during periods of volatility.

Conclusively, regression results are discussed that 
bring out important facts on the determinants 
of financial performance sustainability in the 
Saudi stock market. This is indicative of the fact 
that in this study, financial performance volatil-
ity is not extensively determined by market and 
SSV. Therefore, it suggests that Saudi firms have 
developed a level of resilience against external 
market fluctuations. This financial stability aligns 

with Saudi Vision 2030’s emphasis on strength-
ening the financial sector through regulatory re-
forms, improved corporate governance, and en-
hanced market transparency (Alomair & Al Naim, 
2024). The resilience of the stock market may be 
attributed to the ongoing economic diversifica-
tion initiatives aimed at reducing dependence on 
oil revenues. This finding supports the objectives 
of Vision 2030’s Financial Sector Development 
Program (FSDP), which advocates for practical 
debt management and financial risk mitigation 
strategies to enhance economic stability (Alsahliy 
& Husin, 2024). The results indicated statistically 
insignificant relations between market volatility 
and financial performance variability for all other 
models in the analysis. The determinants of per-
formance sustainability in the context of external 
market changes are shown to be influenced by fi-
nancial leverage (Akhtar et al., 2022). Hence, even 
though market and SSV in the Saudi stock mar-
ket might not significantly affect financial perfor-
mance, an understanding of the influence of lever-
age on financial performance in the context of the 
Saudi stock market is imperative.

CONCLUSION

The study aims to bring an important understanding of the relationships between market volatility and 
the sustainability of financial performance in the Saudi market. The study used a fixed effect model for 
NIV and a random effect model for ROE to post effects of market volatility on implied risk premium 
while considering unique sector-specific characteristics. The study demonstrates how market volatil-
ity (general and sectoral) affects the sustainability of financial performance in the Saudi stock market 
sectors. The study results demonstrate that GMV and SSV do not create a major effect on sustainable 
financial performance which shows no significant difference between the two measures. Also, the re-
sults indicate that financial resilience depends more on internal financial structures and corporate gov-
ernance and strategic decision-making processes than on external factors. The banking institutions in 
the Saudi financial sector should understand these implications because financial stability depends on 
their capital structure and leverage and risk management methods.

However, the study also demonstrates the moderate role of financial leverage in the sustainability of 
financial performance. In contrast, companies with a balanced financial structure (balance of money 
and assets) have the highest stability, indicating the necessity of proper capital control during market 
fluctuations. In addition, the study discovered that companies with higher equity-to-assets ratios dem-
onstrate greater income variability than their competitors who maintain lower equity-to-assets ratios. 
Additionally, the results showed that companies need to create risk management plans which will help 
them control their capital expenses to achieve their long-term financial stability goals. Also, the results 
indicated that market volatility does not create a direct link to financial instability although differ-
ent environments can cause sector and macroeconomic variations to impact financial results. Market 
dynamic monitoring remains necessary for policymakers and investors and corporate executives who 
seek to boost financial stability according to Vision 2030 financial sector development objectives. This 
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is particularly important for the Saudi banking system because banks serve as the main link between 
borrowers and lenders who drive economic growth while maintaining the stability of Saudi Arabia’s 
financial markets.

This concludes that financial structure optimization, risk management, and corporate governance are 
critical to financial sustainability during market fluctuations. Therefore, policymakers should direct 
their attention toward strengthening financial regulations, increasing transparency, and urging firms 
to move away from relying on centralized revenue-generating models such as subscriptions. Investment 
decisions are also affected by capital structures and leverage positions of firms, and it is the responsibil-
ity of investors to look at them. To stabilize the Saudi market, attract more long-term investments, and 
contribute to the objectives defined in Vision 2030, these measures should be implemented.
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