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Abstract This paper finds that Korean zero-leverage firms are not homogeneous. By conducting both
univariate and multivariate logit regression analysis, this paper finds that Korean zero-leverage firms
have zero leverage as either a consequence of financial constraints or because of a strategic decision
to mitigate under-investment incentives and preserve financial flexibility. There are two distinct groups
of unlevered firms with different levels of constraints as measured by their dividend policy, namely
dividend payers and non-payers. Importantly, this paper finds new evidence that these two groups have
different motives for selecting a zero leverage policy. Firms in the first group (non-payers) have zero
leverage, mainly due to financial constraints. They rely heavily on their internal funds and consequently
invest in fewer growth opportunities than their levered counterparts. Firms in the second group (payers)
deliberately avoid debts and preserve financial flexibility to mitigate investment distortions, as predicted

by the under-investment and financial flexibility hypotheses.
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tangibility (F8XH4HE), age (V19 4, 719 4%
& A4(Ipoage) Z-score (Z 239]), profitability(s
9]4), dividend payout ratio (M13-E), depreciation
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J(profitability)& FHolA/ZAAY, A3 (growth
opportunity)} APS7EE 1A /AR R | A market
to book)2Z Z}Z &3t EAKinvestments)=
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-1) x 1000.% E3F A5 ¥ W5 5 EEf 2 @
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Table 1. Panel A. Distribution of zero-leverage firms

by time
Periods All sample 7L %

1980-1989 438 12 2.74%
1990-1999 1065 75 7.04%
2000-2010 1776 469 26.41%
2011-2018 2109 464 22.00%
Number of 7.98%
firm-year 41917 3346
observatios

Number of firms 5388 1020 18.93%
g A= FEA 7199 ARl whE E3 Wl ¥}
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Table 1. Panel B. Distribution of zero-leverage firms
by industry

Industry All Sample 7L %
Manufacturing 1319 384 29.11%
Utilities 18 5 27.78%
Wholesale, retail 31 8 25.81%
Restaurants, hotels, 56 19 33.93%
motels
IT 152 67 44.08%

Real estate 234 162 69.70%
Servies 161 53 31.1%
Public Admin 134 48 35.82%
Number of firms 2129 746 35.04%

g B F7A Sie AEe] 38471 7ger
A 746709 FRA 719 F 48.9%= 7 w2 719
8 Ol RS AR B REAS, B

YA SofA =&
E_/’\_x—lo]

Aol= FF Holflths A2 oht= FY ¥l &
71 o s B2 dud HAol] fed 4= Aok o
S AoE BRA 2FI 24 250 9L vlmgi

223 /9 BEE Holwn gtk
;(H Z‘]Zﬂol Bﬂ-Eﬂ] /K-]X]-'c‘].j_r_ 311_. ;QE E

3.2 2231 7|29

3.2 HHE 2
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Table 2. Panel A. Zero-leverage firms versus levered

firms
T-statistic
variables ZL LeYered 5 for
@ Firms Difference
) in means
1) vs (2
age 18.34 25.15 206.57
Ipoage 5.73 9.50 110.40
size 11.23 11.14 617.35
cash_flow 0.08 0.02 -16.04

808

cash_holding

s 0.15 0.07 95.63
profitability 0.09 0.06 61.69
liquidity 7.84 1.63 80.81
Tangibility 0.64 0.49 306.80
Tax rate 0.02 0.01 57.92
Investment 0.02 0.03 22.23
Depreciation 0.005 0.008 48.40
dividend 0.01 0.00 5038
payout ratio

growth_opp 0.0026 0.0016 2791
ortunity

stock_return 0.23 0.47 3.02
7 score 2.67 1.70 58.85
Number of 3335 34258

observations
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%14 9 Aolg Holzr,
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FEA 719 A 7]‘§EE}
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(Harford[25]; and  Wruckl7];
Pinlowitz, Stulz, and Williamson[26]).
29 Table 2 39 BE XA 719 S0l AFZFQU
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Table 2. Panel B. Zero-leverage payers and 2 BG 2E HoA ¢ =11 7]Yo] P Ao x|qt Ex}
non-payers versus levered firms payers and  zgioy HAATL 4 k. £ 280 27

A 7oA HigES FA g 719ES I5@DY

T-stati
stie T-stati
for tic
7l-  7L-Non LeV§red Legfre d'iff Sfor
Variables Payer  payer T diff, in
Payers Nonpa means
@ )] means
3)  yer (4 () vs.
@ (1) vs.
3
age 22.48 1297 2997 21.48 2124 13.82
Ipo_age 7.95 2.86 1339 655 21.92 46.85
size 11.41 1093 11.67 10.61 7637 -76.69
cash 010 005 004 000 2885 6101
_flow
cashboldivs 913 017 007 007 1298 59
profitability 0.11 0.07 0.07 0.05 3540 67.97
Liquidity 5.65 10.77 1.61 1.64 1637 105.00
Tangibility ~ 062 066 048 050 2891 -32.18
Tax rate 0.03 0.02 0.01 0.01 2553 2821
Investment 0.02 0.01 003 003 493 -9.19
Depreciation ~ 0.00 0.00 0.02 0.03 340 22.56
Divided 505 000 001 000 0031 001
Payout ratio
growth.opPo 0913 00019 000 000 1561 4892
rtunity
stock_return 0.29 0.12 0.68 0.26 -3.82 -9.32
Z score 2.83 237 1.92 1.49 81.28 126.94
Number of —1g05 1440 14790 19467
observations
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Table 3. Logistic regressions of firms' zero-leverage decisions. This table reports the marginal effects (3P/9X)
and standard errors from the logistic regressions of firms' zero-leverage decisions. Panel A presents
the results for all firms. Panel B contains the results for dividend payers and non-payers. Standard
errors of coefficients are reported in parentheses.

Panel A. Whole sample

Panel B. Dividend payers versus non-payers

(0 () ® (&) (4] (2] (€)) @
Non-pay _ _ _
Al Al All All Payers IS Payers Non-paye Payers Non-pay payers Non-pay
rs ers ers
Previous ZL 0.005* 0.008* 0.008 - 0.155 -0.005 0.151 -0.004 0.148 -0.003 - -
decision (.016) (.015) (.015) - (.015) (.015) (.014) (.014) (.014) (.014) - -
Ace 0.024* 0.021* 0.016 0.032 0.024 -0.015 0.022 -0.003 0.020 0.005 0.016 0.035
8 (.018) (.018) (.018) (.017) (.009) (.038) (.009) (.037) (.008) (036) (005  (028)
Cash flow 1.251* 0.714* 0.565 0.876 -0.361 1.196 -0.275 1.438 -0.347 0721 -0.806 0.423
(1.526) (1.548)  (1.513) (1.527) (0386) (1.549) (0387) (1.553)  (0.353) (1.192) (0.271) (1.050)
] , 1.647* - - - -0.656 1723 - - - - - -
Cash holdings ;1) - - - 0594)  (1.14) - - - - - -
Dividend 0.309™*  0.297** 0.261 0.282 0.677 0.000 -5.979 0.000 -5.749 0.000 4.401 0.000
payout ratio  (0.129) 0.127)  (0.123) (0.127) (0.615  (0.0000 (6.025) (0.0000 (5.998) (0.00) (2.071) (0.000)
Growth 0.002** 0.002%** 0.002 0.002 0.003* -0.001  0.004** 0.0017 0.004** 0.003 0.009** 0.0017
opportunity ~ (0.0023)  (0.0022) (0.0020) (0.0022) (-0.001) (-0.002) (-0.002) (0.024) (-0.002) (-0.002) (-0.003) (22.36)
Depreciation 0.196** 0.132**  0.137***  0.154 0.104 0.219 0.136 0.204 0.112 0.221 0.681 0.196
P 0.176) 0.167)  (0.157) (0.073) (0.105 (0.257) (0.103) (0.217) (0.092) (0.22) (0.056) (0.199)
Size -0.690*  -0.639** -0.626* -0.737 -0.237 -0.729 -0.211 -0.632 -0.198 -0.634 -0.063 -0.667
(0.153) (0.1439)  (0.142) (0.155)  (0.071) 0.198)  (0.066)  (0.174)  (0.064) 0.17)  (0.030) (0.173)
Tangibility 1.849* 2.483™ 0.932 1.597 -0.424 2.240 -0.520 2.256 -1.007 1548 -1.645 1.687
(12390 (12000 (0719 (117D (04700 (1.704) (0.446) (13500 (0.427) (0.97) (0.272) (0.919)
Tax ratio -3.110 -5.067  -4.133 -1.241 23274 -17.132 24798 -10.502 20.796 -13.15 14.511 -7.771
(12.149)  (11.694) (1155 (11.58) (5.149)  (14.12)  (4.261) (12.749) (4.173) (11.99) (2.502) (11.10)
7 score -0.808 -0.946 - - -0324  -0.881 -0.306  -0.407 - - - -
(0.546)  (0.547) - - (0.062) (0809 (0.068) (0.522) - - - -
Indust'r v Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
dummies
No Of. 29432 29432 29432 29754 15,673 13759 15,674 13763 15674 13763 1678 14631
observation
Pseudo
R 0.940 0.939 0.937  0.9393 0.526 0.933 0.523 0.930 0.516 0929 0.105 0.929
-squared

Aol EEHAE S Qto] BaEo] Qlch *, ** |3 &= 27 10%, 5% 11 1% 9] & wrlth
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