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The impact of cash holdings on investment-cash flow
sensitivity

Jeong Hyeon Tae®

!Graduate School of Business, Sungkyunkwan University

2 & E A7 522 O.Arslan et al(2006)2] ATUHES #gato] I 7]Y9] AFHEH(cash holdings)7} &
£ "7 % (investment-cash flow sensitivity)o]] o]®H H&S F=AE BEAsH= 9 ok 1981HFE 20093
| o]A3} o] TE|u B9|7] 7|Zte R ERFste] ZF 7IHER dgiRfUt FA-EESE U=l o
o zL A= ww B3l dF Auke chowt goh AR, AH 7]AS AEA A|oKfinancial constraint)
ol 3] 7|zko g HFEaiA AHE A 37| 717 AL 2ke)7] o]Hd} o] 7|zt A=
L o JQUsrE BAUFEE UEs PAskich B, ZAFRg WA 71zel s AR A
opple] A S AYOR BRE ASol AFNG BEAE SA@FEEE UgEL ode FRkE AoR
UERgTE o]+ O.Arslan et al.(2006)2] Ao} UXHA] k= Azld] A, 7IAEL BigA]F o= FUoA=
Q1o AR Aok UERE /|ZoR st B4, B ATold wefeh i SA-dEsE ugEd 43
& & ohe aclsel £ 4 9] tEolch shAY BFugolEel sl ARA Aokl Fdoz ERH 4
ol BA-AFEE WEE WA velgth ol OArslan et al.2006)9] A-tAztel Ut Eoz A 7|7t
U A 244202 v Erh 535 S(cash flow)2t AF7HARE 7] E(market to book ratio) 7S,
wolsle BAXZE LoD Z|IEE FATE, 7110 BERavll dne) dRe FE A0 et

Abstract  This paper investigates how does cash holdings have effect on investment-cash flow sensitivity in
korea firms over the period 1981-2009. According to O.Arslan et al.(2006), 1 expect that financially constrained
firms have more cash holdings. and financially constrained cash-rich firms are likely to have less
investment-cash flow sensitivity especially in the financial crisis period. Using financial constraint classification
variables(firm size, dividend, cash holdings), we divide whole sample firms into financially constrained firms and
financially unconstrained firms, and then 1 compare investment-cash flow sensitivity in pre-financial
crisis(1981-1996), financial crisis(1997-1998) and after-financial crisis(1999-2009) period. This paper's findings are
as follows: First, under no financial constraint classification conditions, cash-poor firms exhibit greater
investment-cash flow sensitivity than cash-rich firms do during 1981-2009 period except financial crisis period.
These findings support the hypothesis that firms have more cash holdings less investment-cash flow sensitivity
except in financial crisis period. In financial crisis period, cash holdings have no effect on investment-cash flow
sensitivity. Second, this paper findings are somewhat different as O.Arslan et al.(2006)'s. Under the financial
constraint classification conditions, financially unconstrained firms have more investment-cash flow sensitivity
rather than constrained firms have. The reason is that both dividend and firm size are not a complete
classification criteria variables. And there exists other possible determinants of investment-cash flow sensitivity.
Finally, this paper find that there are common determinants of corporate cash holdings in all periods. This paper
suggests that cash flow and market to book ratio are positive determinants of corporate cash holdings but
short-term debt, investment and firm size are negative determinants of corporate cash holdings.

Key Words : Cash holdings, Cash flow, Investment-cash flow sensitivity
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3.1 #2o| My

AR, 2 A9 AA 7132 1981 dH-E 2009 7HA]
olg] ol 7] 7|7K1997-1998)x} o] 7|7k
(1981-1996¢1) 12|31 o]& 7]7K1999-2009¢)C0. &2 H=
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3.2 DATA He2|gHH

Data elge ket 2ok A, AL
£ (market to book ratio)7} 10 oJA = -l AL =4
@ ZH(measurement error) 2 7FE5lo] FEO|A] A 2|5}
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O dFE-S(cash holdings)=8+, I/ ¥ &7
FEAET Bl T

@ HFZE(CF: cash flow)= (F7|s=0]el+ H7HEzr
))& Ak

@ FEAHInvestment)= A% A Z(capital expenditures)/
FA

@ ANA7F-AE7HE]E (MB: market to book ratio)= [E
£5 FrbREAe (RAEAEE AR
F AEDVSAAE

© 7)Yt (real size)= ZAFAFY] A} 27k

©® WFAFHP(dividend)= FofA=ol MFA T
T A9 Erleel T84 9 49 EolRs0

@ #H A (leverage)= FF-AH/FAFAL

7] f-Af(short-term debt)= 2| F7|gto] 1'd Rkl
sAle] At

7| R
Investment = a+ 3, CF+ B, MB+ ¢

&rﬂ

® 12 9By o]H(1981-1996 )3t QTS| 7]
(1997-1998) 12]11 2J3+9]7] 0]%(1999-2009\) o]
A 3702 717ke 2 JrEste] 7 7|7 E 2 o] 24
| AN ZF W] 71223 BARE AAISHL 9)
o} & 19] Za3 542 o3 2t 3K, EFEA
717h gk H3ls 0.098—0.121-0.1052  9]3+9]7]
AR} 23e)7] Bt SUIst. o <Eke)] o]
EDH eSS & 5 ok EA, B Hatgk
L 0.086—0.058—0.0500]L} @2 E 20| HFz) W3}
& 0.069—0.050-0.0502 7|72 H|wa| £ uf oA
OF AT S o Uk EoF HHEX #
= 7178 HIE= 0.21350.189-0.1002 Al A

(e}

2

¢}

[*]

'_FE

[# 1] 8oFEAA
| wmaa | mxm | 2% | mow | 5% | AR
Panel A: 2]3+2]7] o] (1981-1996)

Ex} 0.086 0.000 0.033 0.067 0.119 0.334
= 0.069 -0.046 0.039 0.064 0.094 0.218
71t 18.276 13913 17.416 18.160 18.933 23.485
A 0233 0 0 0 0 1
AFHS 0.098 0.001 0.050 0.080 0.126 0.324
EEGER 0.213 0.009 0.124 0.199 0.297 0.386
=R 0.406 0.054 0.313 0.404 0.494 0.878

Panel B: 2]3+9]7](1997-1998)

Ex} 0.058 0.002 0.019 0.038 0.078 0.317
dg5E 0.050 -0.176 0.022 0.048 0.084 0.251
714 18.993 16.337 18.012 18.743 19.593 23.861
MG 0.798 0 1 1 1 1
g HS 0.121 0.001 0.049 0.090 0.169 0.395
EEGER 0.189 0.006 0.095 0.158 0.253 0.470
=R 0.380 0.034 0.276 0.371 0.473 0.836

Panel C: 2]3+9]7] ©]£(1999-2009%)

Ex} 0.050 0.001 0.017 0.035 0.065 0.255
dg5s 0.050 -0.265 0.017 0.051 0.089 0.328
71 19.283 7.600 18.010 19.010 20.010 25.010
A 0715 0 0 1 1 1
SFHS 0.105 0.001 0.034 0.079 0.162 0.280
EEGEER 0.100 0.001 0.043 0.079 0.128 0.498
=R 0.301 0.009 0.200 0.299 0.399 0.532
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[ 2] d5Ef7F B2 7198 Aif7t 42 719t RA-d5 s

RIZHE Wl 0)29)7]

o] A 7|7k (1981-1996 1)

23k9]7] o] d: 1981-1996\d

Panel A: SFE-G7} Z& 71

Panel B: AFREG7F W2 7|

Dependent Independent variables Dependent Independent variables
variable variable
B2k Constant | A|&7}-%F A Adjuste | N =z} Constant | A&7}-%F & |Adjusted| N
FrHE 25 d-R? L | B8 -R?
1LAA71A 0.040*** | 0.014** 0.497*%* | 0.092 | 1850 | 1. ZA7] | 0.065%** | -0.008*** | 0.314*** | 0.046 | 1150
(5.16) (2.45) (12.78) (8.13) (-1.32) (7.51)
2. 7145t o3t B 2. 71t ofgt B
A A A|oF 0.025%* 0.018** 0.446*** | 0.081 931 A2 0.055%** -0.004 0.315*** | 0.055 693
e 7192 | (2.58) (2.50) (8.23) Aloksto] (5.62) (-0.59) (6.36)
719
A 0.048** 0.014 0.571*%** | 0.119 | 919 52 0.076%* -0.011 0.326*** | 0.037 457
Alokste] QA | @08) | (1.50) | (10.52) Aekstel QA | (536) | (103) | @37
B 7 e 71d
3. Wi Aol o] e R 3. Hf A g ol W B
A EZ Aok 0.035%* 0.019%* 0.481*** | 0.091 | 1467 | M52 A2F | 0.069*** -0.005 0.218 0.021 832
&) 7192 | (449 (3.21) (10.99) ale] 7192 | (6.38) (-0.61) | (a.42)x**
A A 0.109%** | -0.042%* 0.625*** | 0.122 | 383 A2 0.056%** -0.015 0.569*** | 0.158 318
Aekatol] Q1A | (5.66) (-2.88) (7.40) Alerstell QA | (4.56) (-1.70) (7.48)
B 7 e 71d?

dkk %k indicate coefficient is significant at the 1%, 5% and 10%

[# 3] Fa247F g2 719

flo

level respectively and t-statistics are in parentheses

=A-AF5E

=

il

a)7be u)m: 9]89)7] 7]7H1997-19981d)

7k 1997-1998d

Panel A: dAFHG7} AL 7]

Panel B: dAFHG7F B2 7|

Dependent Independent variables Dependent Independent variables
variable variable
=2} Constant | AJ&A7F4 | & | Adjusted- | N =2} Constant | A|&7}-4 | &F  |Adjusted-| N
whugl 58 | p whug| =8 | g
L AA7IY | 0.074%+* | -0.0013 | 0.140%* | -0.000 | 283 | 1. AA7|Y | 0.055%* | -0007 | 0.140%* | 0027 | 293
(3.12) (-0.60) (3.18) (5.69) (-1.07) (3.18)
2. 71t o7t B 2. 7]¥4tEe] o3t B
A2 0.018 0.022 0.029 0.0045 108 PORSS) 0.045%** -0.003 | 0.198*** | 0.077 180
A ek}l (0.85) (1.17) (0.43) A ofste] (4.46) (-0.53) | (4.05)
71 714
A A 0.127%* -0.053 0.117 0.0003 175 A 0.1047%* -0.045 0.089 0.009 113
Aokstell Q1A (2.64) (-1.17) 1.21) Alokstel] Q1A (3.48) (-1.74) 0.97)
He 79 W 719
3. v AlFol o] ThE B 3. R Folte| 2 B
A2 -0.000 0.043 0.039 -0.036 78 PO -0.001 0.049 0.094 0.0464 38
A|eksto] (-0.01) 0.81) | (0.58) A\ kst (003) | 1200 | (079
7a 7| dt
A2 0.099 -0.029 0.073 -0.002 205 pURnes) 0.055%** -0.008 0.134%* 0.024 255
Alekslol| AR | (3.63) -1.18) | (0.77) Alekstell QA | (5.73) -121) | (2.89)
Be 71 oke 7191

wdkwk % indicate coefficient is significant at the 1%, 5% and 10% level respectively and t-statistics are in parentheses
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Fugt 719 B4
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o] WA= Gl it A+

(2 4] A3097 9o 7199 Aauer) 4 7197 SA-A25E ks vl 98hel7] o 7]7K1999-2009d)
QJ3k97] o]F: 1999-2009d
Panel A: AFRE{7F A2 7190 Panel B: dFE77F B2 7|
Dependent Independent variables Dependent Independent variables
variable variable
=23 Constant | Market to [Cash Flow|Adjuste| N =23 Constant | Market to |Cash Flow|Adjusted| N
Book d-R? Book _R?
1. AA71¢ 0.024%** | 0.019%** | 0.069%** | 0.035 | 2262 | 1. HA|7|Y 0.020 0.028*** | 0.059*** | 0.089 | 1506
(6.39) (6.39) (4.78) (0.54) (10.58) (3.93)
2. 71t ofgt 25 2. 71t ofgt 25
A2 A ekste] 0.016 0.027*** | 0.063** | 0.034 | 1262 AT 0.005 0.026%** 0.032 0.067 | 999
71 d- (2.50) (4.92) (3.68) AloFs}o] (1.14) 8.11) (1.97)
71 a4+
AEA] A|ekstof | 0.028%** | 0.015%** | 0.075%* | 0.042 | 1000 A2 -0.001 | 0.026*** | 0.145** | 0.135 | 507
UA (6.53) (4.61) (3.08) Alekstol| QIA | (-0.19) (5.91) 4.51)
B A e 71d
3. Wi Aol o] WE B 3. g Fojie] wE B
A A|oFske] | 0.023%* 0.017** 0.017 0.015 | 703 2 EA 0.004 0.031%%* 0.021 0.100 | 368
7)1+ (3.49) (3.22) (1.26) A|eksle] (0.69) (6.47) (1.20)
71+
AEA Aekstof | 0.029%* | 0.016%** | 0.103*** | 0.032 | 1559 A2 0.003 0.0227%** | 0.132*** | 0.083 |1138
QR (6.07) (4.43) (4.27) Alekstol] QA (0.80) (6.84) (6.02)
B A e 71d
wxk k% indicate coefficient is significant at the 1%, 5% and 10% level respectively and t-statistics are in parenthese
i+ 2, 3 ¥ F 4 7] old Y o]F 17 SEAIRE 7] A, WA F RS A Ak 71e
I Q)] 717t % AeERY] FXkmedian)E 7] o2 ARt FFEFEY AeE 47 Ay, 2359
Fow 7k /AR FUG olold AFRATF B AR Al QA %S /19 BSo] BA-AFS
719o% F70gt olslel 7RO RSN FA-EE B UPEE 271510 ol O.Arslan et al(2006)9] <
5% WPESE B4R ZapEolt ot QXA e Auld] Z AR Akt A
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ot A Aoksio] Qs 71%1e]) FA-EEEE 1l
Ar T Frs ’To"“ézH(1996)9]' A871(2002)¢] A4
et gt

7} v]-&(market to book ratio)2] A4
FTYst Aug 944 ZFou 9
BFRATH e Z1de] A7
s UERg7 e 71t A
0198t 31 o= 1% =&
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Dependent Variable _ _ _ _
e 2319 7]0]A: 1981-19961 2]3}+9]7]: 1997-1998 9319]7]0]3: 1999-2009
pugu] T
Independent Variables Coefficient Coefficient Coefficient
0.191%¥% 0.308%%* 0.288%%*
CONSTANT (8.36) (4.86) (13.74)
N 0.136%* 0.250%%* 0.157%%*
e (4.59) (4.38) (8.63)
-0.220%%* -0.367%* -0.256%**
Rl
71w (-5.09) (-3.40) (-10.13)
o) Barekr] 2 0.225%%% 0.416%* 0.201%%*
(4.50) (3.22) (5.94)
0.038*%% 0.078%%* 0.045%%%
A| A7 F-REHE 718]-8
[CEcad il (8.67) (5.66) (12.46)
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=] Fo] H
et laot (3.52) (1.99) (1.80)
Adjusted- 2 0.097 0.244 0.162
N 3,000 576 3,768

sk w% % indicate coefficient is significant at the 1%, 5% and 10% level respectively and t-statistics are in parentheses
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