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The impact of liquidity constraints on investment expenditures:
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Abstract This paper investigates the impact of liquidity constraints on investment expenditures of family and
non-family firms. We analyze the ownership structure of family firms to determine whether family control
alleviates or exacerbates investment-cash flow sensitivity in domestic firms. To examine the impact of liquidity
constraints on investment expenditures of family and non-family firms, we used a financial data of 644 Korea
Exchange traded companies over the 2000 - 2010 period. We estimated a time-series and cross-sectional
regression model, using samples of family firms and non-family firms. The results show that cash flow is not
associated with investment expenditure in family firms, whereas cash flow has a positive impact on investment
in non-family firms. Our results show that lower or no investment-cash flow sensitivities in family-controlled
firms are mainly attributable to lower agency costs through strong monitoring activities of family members.
Higher investment-cash flow sensitivities are observed in non-family firms with more agency problems. This
suggests that investment-cash flow sensitivities would be useful measures of liquidity constraints.
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[Table 1] Summary statistics

Family Firm Non-Family Firm

Var Std Std
No Avg Dev No Avg Dev

Invl 203 0.034 | 0.065 418 0.021 | 0.13
Inv2 203 0.038 | 0.067 416 0.026 | 0.14
CFA 203 0.070 | 051 419 0.053 | 0.064
LarS 200 0.384 | 0.166 405 0.353 | 0.170
ROA 203 0.051 | 0.049 421 0.032 | 0.105
DivA 197 0.010 | 00063 | 366 0.013 | 0.014
SalesG | 203 0.166 | 0.350 | 421 0.426 | 3.095
Size 203 | 25860 | 1.059 421 | 26433 | 1.537
SalesA | 203 0.952 | 0.406 421 1.040 | 0.741
DebtL 194 0.100 | 0.117 405 0.146 | 0.210
MKBK | 201 11.225 | 21.639 | 407 13.061 | 39.623
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SR SRS vlgoltth v2ke T of
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A7)/ AEE A v]&olT)h LarSe HOIFE 2]
& Hfgo|th ROAE A= Eo|t) DivA= daHl
FHAAREA Bl goltt. SalesG = MEH F7HES UE
Wtk Size = 7I9HEE UEhls AHIEAIH(Assets) 2]
A 422 A, Size=In(Assets)E AAIEIL} SalesA = &
N/ ZAEA B&o|tk Debtl &= A7|AFl/AFAFEA] W]
£oltk. MKBK = HEF A7FEH/HE5 5ot vig
ott.

[Table 2] Correlation analysis

Var | Invl | Inv2 | CFA | LarS | ROA | DivA |SalesG| Size |DebtL| MKBK

Invl

Inv2

0.241

CFA ©.00)

0.097
0.01)

0.415
(0.00)
0.094
0.02)

0.064
0.10)

LarS

0.130
(0.00)

0.157
(0.00)

0.021
(0.60)

ROA

0.385
(0.00)

0048
021)

DivA

0.012

SalesG 0.76)

-0.049| 0.
©021)

0,072
(0.06)

0.064
(0.10)

-0.082
(0.04)

0.045

Size ©025)

0.190
(0.00)

-0.089
0.02)

0398
(0.00)

0.003
093)

0.080
0.04)

0.031

DebtL ©043)

0.078
(0.05)

0.114
(0.00)

0.196
(0.00)

0.144
(0.00)

0.007
(0.84)

0.194
(0.00)

-0.058

MKBK 015
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[Table 3] The effects of financial constraints on investment
policy in family and non-family firms -dependent
variable: Invl (net investment/total assets)-

Family Firm Non-Family Firm
Var Coeff. Coeff.
. t value . t value
Estimate Estimate
0.83 3.36
CFA 3.225 (0.407) 7.158 (0.0009)%*
0.41 1.03
LarS 0.232 (0.679) 0.384 (0.303)
0.70 1.29
ROA 3416 (0.488) 2.389 (0.198)
. -0.37 -1.98
DivA -6.142 0.713) -12.758 (0.048)*
2.19 0.41
SalesG 0.499 (0.030)* 0.005 (0.685)
. -1.96 -3.28
Size -0.193 (0.052) -0.133 (0.001)
1.21 0.29
SalesA 0.287 0227) 0.030 ©0.772)
0.06 4.45
DebtL 0.099 (0.950) 2.244 (<0001
-0.63 -0.85
MKBK -0.003 0.532) -0.001 (0.397)
Adj. R? 0.140 0.171
F value 3.37 (<.0001) 5.93 (<.0001)
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[Table 4] The effects of financial constraints on investment
policy in family and non-family firms -dependent
variable: Inv2 (total investment/total assets)-

Family Firm Non-Family Firm
Var Coeff. Coeff.
. t value . t value
Estimate Estimate
1.57 4.70
CFA 4.904 ©.118) 8.859 (<0001)*
0.30 0.10
LarS 0.133 (0.768) 0.032 0.920)
0.09 0.17
ROA 0.354 0.928) 0.279 (0.864)
. -0.42 -2.13
DivA -5.567 (0.678) -12.109 (0.034)*
2.64 0.59
SalesG 0.482 (0,000 0.007 (0.556)
. -2.36 -4.10
Size -0.187 (0.019)* -0.147 (<.0001)
1.88 0.06
SalesA 0.357 (0.062) 0.005 (0.949)
0.01 373
Debtl | 0013 0.991) 1662 | 0 0002y
-0.45 0.26
MKBK -0.001 (0.649) 0.00034 0.797)
Adj. R 0.207 0.214
F value 4.80 (<.0001) 7.51 (<.0001)

) 2 R 7R 7199 £-548 Alofo]l Ao 1)

A= gl tigt FEAS TE5HUS mv2(FFAHAHE
ZAoll el AR Aato|tt. BF ¢k P-value 5 LEh
W, * & 5%0] FoeEs, £ 199 foeEs
Alghch RS A AFEFA] 6447100 thsf 2000
WRE 20108714 119 F2te] A2 & ARgglt}. CFA=
(Bl (ED+A7HVIZ)AEEA Blgoltt. LarSe
i AREFEoILh. ROA=  FAHIOEo|th
DivAE dFH|Gl/R4HEA vl&olt). SalesG &
S7HES Yehdith Size= 7R E U= A4S
H(Assets) 2] A2 A, Size=In(Assets) 2 AREEIL]
SalesA+= W/ AFAREA| H]Eo|th. DebtL= 271 2F 4w/
AAIEA vES el MKBK+= HE53 Al7RS)/HE
EF BRI vlES vEpdch

5. 2 E

B A7 7157]%0] 44 telglulge] Ho]
NN HFEE WGEsL v7HST| el ]3] 2o
del 4% Bk 151 e 719 ZE e

AR BAEsL 09 e B EAE 2] Aol
ololkug 91y sm el Atk ER 15 AL 15
3} 71949 BAS FANSHEE thejelulgo] WS He
Aoz oEDR FEHIY 2 AEAA ] T4

o mlX Ggpol w7k e Hl

3

a2
A

o

42 Ao 7Y

679

= ATt

2 =22 ole} o] fsAdAIoke] TSI dR Bk
71949 FAE Ao ojHdl FFE mAETE &FAHF
ARt vl SEAHEAAE vlEe] 7 7] FAE A o
SHFEE ARt B4 £4 2, SAME div
EFAF HES ANSHAY, FRA BleS AR B
LR A], FAA|ZO HiEt FEEE Ml AeFAA
771 E2oll A AIA el ol A EA] vt
O, H7IS719) oAl vl oA el oFol Al
A AU, A= 771G vls) 24
e =2 ghE Bk ole FusEol #astd &
‘gA1ofell Astd tl Azt 2 v7E7I9 Y B
FARE 3| sk, de A2 A7 24 o2 7171
ANMe FAAIZ] 5744 Aokl 12| 935 U &
cthe A Auidth B3 wiEdsreol 2 Rk
7, 714527t AA AdseAol ol2d A= 2
LFAIE Hole ez yehylth v71S7| e FAk
&8 AloF GFol AX FAZF B7IFAA AA FF

S Hh= Aoa el

o|e} o] & AF BACRHRE, 54 AgS 7
9] A& G = 2% 2HKS F shto]
u, o= 71571 BoE Bk oA o A JF
< ulAE Ao] FelE ok

olgigt ZHERE AL, B2k d5EF U
w7} 71e] G54 Aok iFt 8% Nuw ¥ew
4 gleks Aotk o] YFEE Wt 2 /199
5% 954 Aloro] Atks 22 AAITE & 4 gick
wgh o u7iEy|dEe] 75l Hla %5
g Ao, A HOR & o Apulgo] g
HsAol B8 A Ueptomz, Zadel AN B
AT AEAGAA 7| AS] B4 =S FAE 7
£7]95 HOE u7E7|Q50 Aok gt ©

92 T g3l Bastchn s

References

[1] Byung-Gyun Lim, Pan-Do Sohn, Dong-Suk Gam, "How
does cash holdings worthness affect investment and firm
value under financial constraints?" Korean Journal of
Financial Engineering, Vol.10, No.2, pp.75-98, 2011.

[2] Jung-Hyun Tae, "Corporate cash holdings and

investment-cash flow sensitivities", Journal of the Korea
Academia-Industrial cooperation Society, Vol.12, No.4,
pp-1654-1662, 2011.



Frakely| &l slie A A 147 A2, 2013

[3] J. S. Ang, R. A. Cole, J. W. Lin, "Agency costs and
ownership structure”", Journal of Finance, Vol.55,
pp.81-106, 2000.

DOL: http://dx.doi.org/10.1111/0022-1082.00201

[4] S. Cleary, "The relationship between firm investment

and financial status", Journal of Finance, Vol.54,
pp.673-692, 1999.

DOI: http://dx.doi.org/10.1111/0022-1082.00121

S. Cleary, P. Povel, M. Raith, "The U-shaped investment
curve: theory and evidence", Journal of Financial and
Quantitative Analysis, Vol.42, pp.1-40, 2007.

DOLI: http://dx.doi.org/10.1017/S0022109000002179
Mara Faccio, Larry H. P. Lang, "The ultimate ownership

[5

—

[6

[}

of Western European corporations", Journal of Financial
Economics, Vol.65, pp.365-395, 2002.
DOI: http://dx.doi.org/10.1016/S0304-405X(02)00146-0

[71 R. Fahlenbrach, "Founder-CEOs, investment decisions

and stock market performance", Journal of Financial and
Quantitative Analysis, Vol. 44, pp.439-466, 2009.
DOI: http://dx.doi.org/10.1017/S0022109009090139

[8] S. M. Fazzari, R. G. Hubbard, B. C. Petersen, "Financial

constranints and corporate investment", Brookings

Papers on Economic Activities, Vol.l, pp.141-206,
1988.
DOLI: http://dx.doi.org/10.2307/2534426

[9] C. J. Hadlock, "Ownership, liquidity and investment",
The RAND Journal of Economics, Vol.29, pp.487-508,
1998.
DOI: http://dx.doi.org/10.2307/2556101

[10] T. Hoshi, A. K. Kashyap, D. Scharfstein, "Corporate

structure, liquidity and investment: Evidence from

Japanese industrial groups", The Quarterly Journal of
Economics, Vol.106, pp.33-60, 1991.
DOI: http://dx.doi.org/10.2307/2937905

[11] S. N. Kaplan, L. Zingales, "Do investment-cash flow

sensitivities provide useful measures of financing
constraints?", The Quarterly Journal of Economics,
Vol.112, pp.169-215, 1997.
DOL: http://dx.doi.org/10.1162/003355397555163

[12] R. La Porta, F. Lopez-de-Silanes, A. Shleifer,
"Corporate ownership around the world", Journal of
Finance, Vol.54, pp471-518, 1999.
DOL: http://dx.doi.org/10.1111/0022-1082.00115

[13] Danny Miller, Isabelle Le Breton-Miller, Richard H.
Lester, Albert A. Cannella Jr., "Are family firms really

superior performers?", Journal of Corporate Finance,
Vol. 81, pp.411-439, 2007.
DOI: 10.1016/j.jcorpfin.2007.03.004

[14] J, Pindado, C. de la Torre, "The effect of ownership
structure on underinvestment and overinvestment:
empirical evidence from Spain", Accounting and
Finance, Vol.49, pp.363-383, 2009.

DOI: http://dx.doi.org/10.1111/].1467-629X.2008.00286.x

[15] H. Schaller, "Asymmetric information, liquidity

constraints and Canadian investment", The Canadian
Journal of Economics, Vol.26, pp. 552-574, 1993.
DOI: http://dx.doi.org/10.2307/135887

[16] B. Villalonga, R. Amit, "How do family ownership,

management, and control affect firm value?", Journal of
Financial Economics, Vol.80, pp.385-417, 2006.
DOI: http://dx.doi.org/10.1016/j.jfineco.2004.12.005

[17] K. C. Wei, Y. Zhang, "Ownership structure, cash flow,

and capital investment: evidence from East Asian
economies before the financial crisis", Journal of
Corporate Finance, Vol.14, pp.118-132, 2008.

DOI: http://dx.doi.org/10.1016/j.jcorpfin.2008.02.002

d & 2HK(Choong-hwan Kim) (&3 9

e 19839 29 : AdTEE A
stk (4A18E sHap

e 19951 129 : uw]=r The Univ.
of Texas at Austin, Ph.D.
CAAIEE ukah

e 19964 3% ~ A : FYTF
ot srelatetoyst Rags

TEHEIALE, F8E

680




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /KOR <FEFFd5a5c0c1b41c0020c778c1c40020d488c9c8c7440020c5bbae300020c704d5740020ace0d574c0c1b3c4c7580020c774bbf8c9c0b97c0020c0acc6a9d558c5ec00200050004400460020bb38c11cb97c0020b9ccb4e4b824ba740020c7740020c124c815c7440020c0acc6a9d558c2edc2dcc624002e0020c7740020c124c815c7440020c0acc6a9d558c5ec0020b9ccb4e000200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /CHS <FEFF4f7f75288fd94e9b8bbe7f6e521b5efa76840020005000440046002065876863ff0c5c065305542b66f49ad8768456fe50cf52068fa87387ff0c4ee563d09ad8625353708d2891cf30028be5002000500044004600206587686353ef4ee54f7f752800200020004100630072006f00620061007400204e0e002000520065006100640065007200200035002e00300020548c66f49ad87248672c62535f003002>
    /CHT <FEFF4f7f752890194e9b8a2d5b9a5efa7acb76840020005000440046002065874ef65305542b8f039ad876845f7150cf89e367905ea6ff0c4fbf65bc63d066075217537054c18cea3002005000440046002065874ef653ef4ee54f7f75280020004100630072006f0062006100740020548c002000520065006100640065007200200035002e0030002053ca66f465b07248672c4f86958b555f3002>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


