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< Abstract >

Corporate Cash Holding and Corporate Value

In recent years, it is our observation that Korean firms have
actually been increasing their cash and cash equivalents, as well
as marketable securities. Non-financial companies, which are listed
on the KRX and settle their accounts in December, reported a
total of 29 ftrillion won in cash and cash equivalents, and 22
trillion won in short-term financial instruments as of the end of
fiscal year 2005. These are significant jumps from the 11 trillion
won and 12 trillion won, respectively, reported at the end of

fiscal year 2000.

Actually, there have been debates on corporate finance policies,
corporate payout policies, and corporate investment policies of
Korean firms. Some argue that these firms tend to increase
dividend payouts and decrease cash reserves, reducing their
investments for future growth. Others claim that the firms are
accumulating excessive cash without clear reasons. With this

dispute in mind, this research investigates corporate cash holding.

We research the determinants of the cash holding propensity for
non-financial companies and the effects this excessive cash holding
has on their performance; the effects are studied in two groups,
divided into those occurring when the firms are constrained

financially and when they are not, considering the results of

- X -




Almeida et al. (2004).

For these analyses, we use the data of the non-financial firms,
which are listed on the KRX and settle their accounts in
December, available over the last seven years. In particular, we
postulate two main equations using two-way random effect error
component models. The first equation, what we call the cash
equation, explains the determinants of corporate cash holding,
which is not excessive. The second equation, the performance
equation, accounts for the effects of excessive cash holding on

corporate value.

The results are as follows: Such variables as Tobin's Q, net
working capital, uncertainty of cash flow, and leverage agree with
previous empirical works in their signs and statistical significance
in the cash equation; firm size turns out to be not statistically
significant. The dummy variables of large company groups turned
out to be significantly negative. The number of shareholders,
which implies diversification of ownership, is meaningless in
explaining the inclination of cash holding. The total amount of
settlement of commercial notes shows a significant negative sign,
suggesting that the payment practice itself is a possible factor

affecting the propensity of cash holding.

In summary, the firms show a tendency to hold more cash and
marketable securities as they have more investment opportunities,
larger cash flow, higher uncertainty of the cash flow, higher risk,

and smaller inventories; firms that have less net working capital,

- X1 -




less capital expenditure, less borrowing ability, and less settlement

of commercial notes also show these tendencies.

Before estimating the performance equation, we study the cash
flow sensitivity of cash holding of firms. Both the firms that
could pay out dividend and were in the top class in terms of
market value (financially unconstrained firms) and the firms that
could not pay out dividends and were in the bottom class in
terms of market value (financially constrained firms) accumulate
cash from cash inflow, contrasting with U.S. firms in the previous
literature, Almeida et al. (2004). It is understandable that the
constrained firms possibly accumulate cash because they have
difficulty borrowing from outside; however the hoarding of cash
from cash flow of unconstrained firms may cause the agency cost

of free cash flow.

According to the performance equation, the excessive cash
holdings of financially constrained firms do not significantly affect
the values of those firms. On the contrary, the excessive cash
holdings of unconstrained firms clearly have negative influences
on their value. Reflecting the result of the cash flow sensitivity
analysis, we conclude that cash accumulation by financially
unconstrained firms, which is not supported by sufficient reasons,

is undesirable to firm values.

It is suggested that the policies for firms to expedite investment
need to continually be pushed ahead and government should keep

the consistent policies for entrepreneurs in order to lessen their

- xii -




uncertainties.

It is also suggested that firms put forth efforts to lessen the
agency costs of excessive cash holdings. Easterbrook (1984) and
Jensen (1986) advise that firms pass on the excess cash to
shareholders. In addition, considerable attention should be paid to

the improvement of corporate governance.

The private equity fund (PEF) is an option to induce the
excessive cash holdings of firms into the capital market. Korean
domestic PEFs, which were introduced recently, are still neither as
competitive as foreign funds, nor as active in the corporate
restructuring market, mainly because of their small size. It is not
easy and may be undesirable to force their idle funds into PEF
investments since business firms have their own incentives for
investing in PEFs, as well as other investment opportunities.
However, current legal and institutional obstacles to investment into

PEFs by large business groups should be removed.
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Az et AXNZA W4 Age 474 FmsAATY volEuols H
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Panel A: @34 ANRF A 12 SH(T -85 8 Ud=
AFzG A /8 A F AFzg A g/ml A F
TFE A TE B
AFz Az Az Az
Ak A1 | vAG 1D | Ak 71D | ¥AE 7Y
cash flow "111.3421 "98.7859 "110.2736 "102.1369
(43.00) (42.02) (44.42) (14.05)
Tobin's Q -0.5537 -0.5989 ™.0.5810 1.8975
obm's (-3.22) (-0.64) (-3.57) (0.87)
size 0.0972 ™.0.3230 0.1244 -0.0900
(2.34) (-2.63) (2.56) (-0.51)
R? 0.9587 0.9604 0.9481 0.8949
Panel B: 34 AL B4 A% 2 2P dF-d33E 4=
Az A f/m A F Az A g/ml A F
TFE A TEB
Adxd Az Agxe Az
A A1 | WA 1D | AF 71D | ¥vAS 7Y
cash flow 29.9867 "101.1863 473546 "104.1765
(1.26) (15.83) (2.87) (13.76)
. 0.5965 0.2166 1.7911 1.8503
Tobin’s Q 0.72) (0.11) (1.51) (0.63)
size -0.1404 0.4696 -0.0275 0.5888
(-0.48) (0.80) (-0.09) (1.17)
R? 0.0469 0.7154 0.1001 0.6316
3 1) Almeida et al.(2004) WH4o] wel dF-FFEE VFES B3 Aoz 4
)9 53 OLS FHZx}o|t}
2) cash flowd] A7t dF-d9s5 V=7 9ok
3) oM FHHee AFA A BHE A 19 dx 7+ ZEo|v, Panel B
oM FHWMeE FFA A B A Do 9= 3+ ot
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<E l-5> ot sZN

Panel A: 5= A4 A4+

719 @574 ARt Bk 719 7R el tig

As 2w degd 7| JHA|

Bf A Io EX Qi ¥X& ¥

AFES AYAAT FE A

Aezxg Ad/mAY FE B

Agzg AFEY Agzg AFZ2G
At 714 umler 714 At 714 um]q 714
= t:ﬂ%*é ARk -0.0007 7.0.0183 "0.0019 7.0.0106
By AT (-1.14) (-4.96) (1.83) (-4.12)
™0.8888 -0.0181 ™1.0042 -0.0032
Elsiake (22.76) (0.10) (17.19) (-0.02)
NeAstm ™.0.1350 ".0.0578 ™.0.1910 -0.0108
- (-13.10) (-2.19) (-13.29) (-0.50)
e -0.0010 ™.0.0048 -0.0009 ™.0.0057
HeE (-1.27) (-2.66) (-0.82) (-3.55)
el x3¥ 34 x3d x3d
Wald A EAZF 999.11 578.89 654.92 503.34
[p-#t] [0.0000] [0.0000] [0.0000] [0.0000]
G, 0.0504 0.1664 0.0535 0.2116
o) 0.0702 0.1759 0.0958 0.1566
XEFY 430 564 574 840
21953k 292.843 -260.45 58.63 -348.59

Panel B: 3% @FA A2 2§ A% O7F EW Qo "uRE 9%

Aezg AFMAE T2 A

AZze A%MASF TE B

Az AFzg AgzD AFzgd
At 714 umler 149 At 714 Hlﬂl?lf 149
A dFA A -0.0006 ™.0.0073 0.0003 -0.0011
B4 AY I (-1.35) (-3.70) (0.43) -0.86
"0.8924 -0.1415 "1.0103 -0.0003
Bl R (22.64) (-0.79) (17.13) -0.00
NeAFw ™.0.1349 ”.0.0650 ™.0.1917 -0.0160
H (-13.08) (-2.46) (-13.19) -0.78
-0.0010 7.0.0049 -0.0010 -0.0053

=
s (-1.28) (2.71) (-0.91) -3.49
Eel=hl 23y x3d x3d x3d

Wald AAEAZF 993.96 565.52 641.34 569.49
[p-3t] [0.0000] [0.0000] [0.0000] [0.0000]
Ta 0.0516 0.1642 0.0582 0.1872
oy 0.0701 0.1791 0.0978 0.1543
BRIV 430 564 574 840
239537k 293.07 -265.71 57.11 -344.37




. 71 dFH Aol B3 AEEA 55

A

Bl
=

Lo

FEMFS BN QolH, ol [(HEF B $A1F AVFSA+TRA ]

7h/ (@AY RN = Aderdal, 719 7S w2l gk

a4 ATEA 4% 12 94 349 34 A Bf 4

jollMe] Zafel, = AFY A Bf A Oe da54 At

F I AN IREA o5 AN dFHA &

At B Aol

Ak/HAF T A D A= wiEEE AFetA dken

EE7Y A7MEY 7IEoR Sh9] 20%0 &eld AgEeAer 7

Fal A& HlPEe AFAeH Fal AE REVIY AT 7

9 20%1 &akwl AlgzGulAek 7oz FRee Aol

Alok/BlAF T BE B3 A= wiFEE AFAA Bkow

= REVY ATFES 71Fo2 §he] 30%° &ehd AlmEgAe 7

doz, B3 A= wFEE AFIYeH T dx VY A7EE 7]
O.2 39 30%el &b AFxzauHlAel 7|gdos FRehs Aotk

5) #We A= (FHA/FAMLZ ANt

6) 71ATtEE Ad FA 235 F3) AltsA

7) 71908 e A2 RE AldkE 719 Yololth

8) AR 545 FASH] 8] AFUHUER 542 AAERE

, 1 A¥= %

ooy e

2) ¥
1)
S

o H1 e 1%

R
248 o o
al o
N oX O >
i

o

fo bz —

of

2
il

=

2 o @ o
15
mg&‘\
ot AN

(
=
r2

—

AN

W EE Al g A vt Audss 2gEou, A
AeFstsinh
9 23 <o FA= " AT FHAY t-gol, 7, 7, e 4 FF 10%,

5%, 1%914 288 tepd,

719 7HA A 4 Al A FEHAA dEhde E syl A
T2 < M-5>004 HEo] FAju&e] AFs AgzevlAet 71
A FolstA @A, Asz2ASt gl e FH+)S go= g
frelsite Aot &, FAs AFE22AY ZIdeA 719 7kl =
A FFE vAE T8 2ol Ha glow, AgEaA T 7|GelA
= 719 7HAel 918 2 Al o

Z1Go A Bl AAGA AgFoz o] )
AHAFEEY tgQl HES TAAA, dx VI 7HRe FHA F

L
v A A 4= th(Jensen(1986)). TESH o]ol i3l F-x)7} H]
=
o

op to fo oo
e






o
V. &

T

~
X A[ALE







o=
b

A F AR Yrola EA

sl

Zx
&

b

[

7199 @54 A

(=5

H

71279l

T

o3 =

o
TS

o)

1

T
R

tof Z14de) AulTAe] 9%

°

A2 % A Sl 195 A AL B PRI A%

Iv. 28 2 A
A Atel 7183 Al o

Aol o

Qe

1A 2

bl 918

A, =H 7]

fiTe)

i

ng

4

A

= ot

ili

W

bt

9
pul

a4 At
FAT

<

Fof 24

°

FobAl= Al® yeEh vh, 71d2 o

Ao 2 UeEt obed diR7|dAE &

L

R

o}
Ade A4 A wg Bejo] AL vA, ABA o

el 7193 AgzduAe Fgon

©2 ey,

=

ST

_L
=

A

1
T

A4 AR B9k 71 7Ex|7Ee] B A oA

=3 4

‘_lryl
o)



=

54 AR BA7E 719 7EA Ol WA
oF

3

o] o] W BHw

Al dEbstt Azl

4 AR BarE 714 Al B

S

)=

719 54 AR Bfrek 719 7Rl o

ZgA
= GgFo] Aol

60

No
A8
A

oW
k!

N

el
o)
Bo

p—

0
X

O

)

o

B

el
froe

Bo

X

O

A BRI A1 AR el %

%

O

-
el
XK
]

T

No
o

AgzeAet 7198 AFzuAE 7199

L

Eeb=

i

o]
yal

o] 2]

t}. Almeida et

gk

!

3 12

S

P9 Az Rael vehd $euel AgzgulAler 7]

°

27F gt

03|
=

|

o

71dol EAr

249 =)

3

o A7

pHozRy A%

g]

o] )2:]'

Bl

T 5 Aok I 199 A= AFY e B

=]
I A3}E Jensen(1986)9] T NA X

°
il

]

1o

%=

o}

o7 ol

1

o}

HlA ek 71del gle] ¢

iyl
Nd
pfat

F Qe A

o



)l

R

3 A
A}

[

71 <

To P2

<]

j=3

H
bl

3

=k

9

L

g,

L

1

Alell
!

°

=
RN

o}ok

1

S

b, ol

<

]

o
T

-

2

B

!

71 oHH vk

1

A
=~

g

£

\=]

A7-2

[

X

o))

o

A7) W] & A

o}

5

Ef2 A9EXR
o] Grolx|mg 7]

Faoluiel 24 @

f 84

°

Al

FApl tg A Eo]

]

B

To-

=3

Azl Aad A, R&D

Rid

&

I

s, S AFEDEAet 71ge) 2

S

2;5-:]_

o

=
=

il

=
0

pul

23}
=

=

A
=20 B3] A 1 FolA

Fol #

T

k)
pul

d

2

33) d AU, 719 #A AEAAY M, A=A

51) ol

-
gl

—_—

g
el
Hlo

A=l ¢z}

F oA

2}

=
=

AlA e 714,

A



o
oS
oo &
l"ﬁL’
il
[o
al(f
o
=
AC)
rO
R
o
o
o>
N
_0|L
X
=
2
i}
N
S
Jr
i
o
i
=

=

|4 E&Hola i ow /\}%Q% et 18 F
AR N g9l 5000 719
Abgt A, ZAbel] SRS 4 4]-4 71%7F AfFAtEo] ATkl stglen,
&4 Al j2HeE FE7IHE 5T &

ok E3 17%9 A7 AFAE S AARFARAE
3] Ak(private equity fund: PEF)oll Fx}& oJ3fo] ot FH3IATE 1
Hu dA FFAHRHY SAZTHAATAE} PHFAAEEAH Y
ABA A 2o 2 s 714 PEF FA= AMEG A zo=
BaHo] vt = FHdo] oflth ti7|ge] PEF FA& dgd

ol ¥&3 YT F e TEE FolF ot v AgdEn3d

§ 28 Ax2

EP*
32

34) th7199¢] PEF S4e] thsjAE @A % b4 F8% AL EAs 3
G Ao eRdY Faed A TAARYL SAFAADA
5 2 ARARNEEAUY AGAL B AR 5L B 5 I
Faee 9% u}% oo 48 2uEslel gAsel No] T PEF
Aol N meH e AFAT 2AFAABARSE ADA HF ATE
A AR BE R gRE 284S RS, FEE
Adege PAsed 9oB oldd AAE A& gt W o
A U719 PEF 4 2 Folol U@ wAE 988 5 Arkn e,



1
oK
_.u_
Kl







<sH &8>

A4, 2006, T A9 FFHAEL APRY B, AT
T4 A199 A1z, 1-41.

HEE, 719 55 F 4x AP Ha, =44, 2004 (9. 22).

e oa, sl Fo7IAY AFA A WsE Folo AALY, B
2HE, 2006 (2. 23).

r°"

=

A, 2005, =4Q) FAAZE Sh= 4] A 2 A MR v A=

33, 2005 CGS ATA Y Alm} HE‘E =

Hhd4e, 2003, T71ddEEHE e 7R B 7195 dFRE A9
A +41; , CEO report, LGZA A4

HrH 4=, 2004, TSl FAFEATE S 7149 AR vXE 9,
Issue Paper, 273744 A4

A7 - 2%, 2005, T9)=r9 =571 ald 2 T2 A A v X
= 93 B4y, olfrElolH 05-02, St AATH.

A - A5A, 2006, = AFAAL7E 7149 viFol] vx= FE, T
Heh3)x); 357 135, 1-40.

olN

olAIE} - vFA S, 2005, 7Y AFERAFFTY AdE © AJAMH, , Issue
Paper, 2734 4.

5

AAALAES], 7149 AfrAs 2 AARFAAE #d A}, 2004



66 719 e ARt Bgek 719 A el e A

gHe-a, 2006, 120051 73 AGEA,

<9 FEH>

Almeida, H., Campello, M., Weisbach, M.S.,, 2004, The cash flow
sensitivity of cash, Journal of Finance 59, 1777-1804.

Baumol, W.J., 1952, The transactions demand for cash: An inventory

theoretic approach, Quarterly Journal of Economics 65, 545-556.

Chudson, W., 1945, The pattern of corporate financial structure,

National Bureau of Economic Research, New York.

Cleary, S., 1999, The relationship between firm investment and

financial status, Journal of Finance 64, 673-669.

Dittmar, A., Smith, J.M., Servaes, H., 2003, International corporate
governance and corporate cash holdings, Journal of Financial

and Quantitative Analysis 38, 111-133.

Easterbrook, Frank H., 1984, Two agency-cost explanations of

dividends, American Economic Review 74, 650-659.

Fazzari, S., Hubbard, R., Petersen, B., 1988, Financing constraints and
corporate investment, Brookings Papers on Economic Activity 1,

141-195.

Ferreira, M.A., Vilela, AS., 2004, Why do firms hold cash? Evidence
from EMU countries, European Financial Management 10,
295-319.



e
K
M
e

67

Gertler, M., Gilchrist, S., 1994, Monetary policy, business cycles, and
behavior of small manufacturing firms, Quarterly Journal of

Economics 109, 309-34.

Hausman, J.A., 1978, Specification tests in econometrics, Econometrica

46, 1251-1271.

Hubbard, R. 1998, Capital-market imperfections and investment,

Journal of Economic Literature 36, 193-225.

Jensen, M.C., Meckling, W.H., 1976, The theory of the firm:
Managerial behavior, agency costs and ownership structure,

Journal of Financial Economics 3, 305-360.

Jensen, M.C., 1986, Agency costs of free cash flow, corporate finance,

and takeovers, American Economic Review 76, 323-329.

Kaplan, S., Zingales, L., 2000, Investment-cash flow sensitivities are
not useful measure of financial constraints, Quarterly Journal of

Economics 115, 707-712.
Keynes, J.M., 1936, Interest and Money, Harcourt Brace, London.

Kim, CS. Mauer D.C., Sherman, A.E., 1998, The determinants of
corporate liquidity: Theory and evidence, Journal of Financial

and Quantitative Analysis 33, 335-359.

Meltzer, A.H., 1993, The demand for money: A cross-section study

for business firms, Quarterly Journal of Economics 77, 405-422.

Miller, M.H., Orr, D., 1966, A model of the demand for money by
firms, Quarterly Journal of Economics 80, 413-435.



68 719 e ARt Bgek 719 A el e A

Mikkelson, W.H., Partch, M., Do persistent large cash reserves hinder
performance? Journal of Financial and Quantitative Analysis 38,

275-294.

Mulligan, C.B., 1997, Scale economics, the value of time, and the
demand for money: Longitudinal evidence for firms, Journal of

Political Economy 105, 1061-1079.

Myers, S.C., 1977, Determinants of corporate borrowing, Journal of
Financial Economics 5, 147-175.

Myers, S.C., Majluf, N.S., 1984, Corporate financing and investment
decisions when firms have information that investors do not

have, Journal of Financial Economics 20, 293-315.

Opler, T. Pinkowitz, L., Stulz, R. Williamson, R., 1999, The
determinants and implications of corporate cash holdings,

Journal of Financial Economics 52, 3-46.

Ozkan, A., Ozkan, N., 2004, Corporate cash holdings: An empirical
investigation of UK companies, Journal of Banking and Finance

28, 2103-2134.

Pinkowitz, L., Williamson, R., 2001, Bank power and cash holdings:
Evidence from Japan, Review of Financial Studies 14, 1059-1082.

Rajan, R., Zingales, L., 1995, What do we know about capital
structure? Some evidence from international data, Journal of

Finance 50, 1421-1460.

Sibilkov, V., 2005, Is cash more valuable for constrained firms,

working paper, Purdue University.



e
K
M
e

69

Stein, J., 2003, Agency, information and corporate investment, in
Corporate Finance: Handbook of the Economics of Finance,

111-165, Amsterdam, North-Holland.

Stulz, RM., 1990, Managerial discretion and optimal financing

policies, Journal of Financial Economics 26, 3-27.

Teruel, P.J.C., Solano, P.M., 2004, On the determinants of SMEs cash
holding: Evidence from Spain, SSRN working paper.

<Y A}olE>

F4A 1218 http:/ /Klcaline klca.or.kr
ElEpa! http:/ / ecos.bok.or kr
g $Hd-g38] 94 http:/ /www.korcham.net

A7 http:/ /www.nso.go.kr



