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Abstract This study examined whether industry-level competition affects excess stock returns because
of changes in cash holdings. Competitive inter-company threats increase the possibility of the manager's
replacement, and function to induce management to make their best efforts, resulting in the amount and
quality of the information provided by the enterprise increasing. Therefore, as competition intensifies,
agency problems are reduced and stock returns increase because the company's cash holdings are
expected to increase. However, there is a view that firms in industries with severe competition tend to
have high information asymmetry because competitors may compete in more favorable positions by
using detailed information disclosed by the competing firms. Accordingly, as market competition
intensifies, the excess stock returns resulting from increased cash holdings are expected to decline.
These results show that excess stock returns because of increases in cash holdings increase as the degree
of competition in the industry intensifies, thus supporting the positive effect of market competition.
Overall, the results of this study provide an understanding that market competition plays an effective
external governance mechanism and that investors positively evaluate the cash held by companies with
severe industry competition.

Keywords : Industry-level Competition, External Governance Mechanism, Cash Holdings, Excess Stock
Returns, Hirschman-Herfindahl Index
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Table 1. Descriptive statistics
Variable Mean Q1 Median Q3 STD
CAR -0.015 -0.152 -0.038 0.085 0.222
ACASH 0.004 -0.014 0.000 0.019 0.050
HHI 0.229 0.091 0.184 0.306 0.185
AE 0.004 -0.028 0.001 0.031 0.086
ANA 0.068 -0.020 0.043 0.131 0.184
ARD 0.001 0.000 0.000 0.000 0.003
AINT 0.000 -0.002 0.000 0.002 0.007
ADIV 0.001 0.000 0.000 0.001 0.009
CASH 0.058 0.013 0.037 0.080 0.064
LEV 0.431 0.273 0.433 0.577 0.200
SIZE 19.703 18.651 19.451 20.524 1.489
AGE 2712 2.303 2.944 3.367 0.886
ROA 0.030 0.006 0.034 0.071 0.122
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Table 2. Correlation matrix

CAR  ACASH  HHI AE  ANA  ARD
CAR | 1000
0.019  1.000
ACASH | (0.132)
-0.013  0.008  1.000
HHI 0.2949) (0.514)
AE 0.043 0123 0013 1.000
(0.000) (0.000) (0.280)
ANA -0.014 -0.051 0026 0.109 1.000
(0.240)  (0.000) (0.032) (0.000)
ARp | 0011 0032 -0008 -0009 0101 1000
(0.365) (0.008) (0.497) (0.442) (0.000)
AINT | 0022 0012 0009 -0.135 0290  0.068
(0,075 (0.345 (0.481) (0.000) (0.000) (0.000)
ADIV 0.060 0.053 0046 0243 0.140 0.032
(0.000)  (0.000) (0.000) (0.000) (0.000) (0.009)
Casy | 70002 0528 0071 0075 0.094  0.035
0.896)  (0.000) (0.000) (0.000) (0.000) (0.004)
LEV -0.006 0.002 0.010 -0.029 0.017 -0.005
(0.614) (0.854) (0.421) (0.017) (0.174) (0.667)
SIZE -0.069 0.003 0.002 -0.008 0.090 0.051
0.000) (0.787) (0.892) (0.531) (0.000) (0.000)
AGE 0.004 0010 -0.173 -0.005 -0.090 -0.050
(0.718)  (0.428) (0.000) (0.665) (0.000) (0.000)
RoA | 0:002 0.076 0016 0385 0.147 0.041
(0.843) _(0.000) _(0.199) (0.000) (0.000) (0.001)

1) See Table 1 for the definition of variables.
2) Values in parentheses indicate p-values.

Table 2. Correlation matrix - continued

AINT ADIV CASH LEV  SIZE AGE ROA
CAR
ACASH
HHI
AE
ANA
ARD
AINT | 1:000
-0.032  1.000
ADIV (0.009)
0.008 0.061 1.000
CASH (0.489) (0.000)
LEV 0.044 -0.038 0.061 1.000
(0.000) (0.002) (0.000)
szp | 0070 0018 -0.038 0.156  1.000
(0.000) (0.145) (0.002) (0.000)
AGE -0.087 -0.026 0.018 0.037 0.060 1.000
(0.000) (0.034) (0.145) (0.002) (0.000)
RoA | 0023 0.161 -0.026 -0.246 0.168 -0.099 1.000
(0.063) (0.000) (0.034) (0.000) (0.000) (0.000)

1) See Table 1 for the definition of variables.
2) Values in parentheses indicate p-values.
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Table 3. The effect of industry competition on the
excess stock returns due to changes in cash

holdings
Dependent variable: CAR
Variables
Estimate t-value VIF
Intercept 0.424 5.09%*
ACASH 0.126 0.68 3.02
ACASH x HHI -1.088 -2.08** 2.53
HHI -0.035 -1.04 1.26
AE -0.087 -1.22 1.32
ANA -0.155 =472 1.25
ARD -1.492 -0.95 1.04
AINT -0.417 -0.48 1.21
ADIV 1.419 2.18™* 1.10
CASHt-1 -0.041 -0.39 1.55
LEV 0.145 4.84%* 1.25
SIZE -0.028 =7.02%* 1.18
AGE 0.009 1.37 1.09
ROA -0.055 -1.07 1.39
Adj R2 0.08
F-value 17.42%*
N 6,610

1) See Table 1 for the definition of variables.
2) %, ** % denote statistical significance at the
1% level respectively, for a two-tailed test..
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