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ABSTRACT

This study examines what changes and impacts have brought to the corporate cash
holding after the financial crisis. The main findings can be summarized by two parts.
First, the recent high increase in cash holding is only found in few companies, meaning
that the level of the overall ratio has not risen. Second, Korean companies tend to have
a higher ratio of cash holding when they have more uncertainty about their business
performances. The higher the uncertainty in overall business performances also has some
effects on the cash holding patterns of the Korean companies.
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[Figure 1] Cash Holding Ratio of Listed Manufacturing Firms:

Weighted Average
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[Figure 2] Cash Holding Ratio of Listed Manufacturing Firms:
Simple Average
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[Figure 3] Cash Holding Ratio of Listed Manufacturing Firms: median
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(Table 1> Top 15 Corporations in Cash Holdiing (Year 2005)

i Cash Holding Share in all listed
Rank Corporations o . ] Industry
(trillion Won) | Corporations (cumulative, %)
1 Samsung Electronics 6.87 17.0 electronics
2 Hyundai Motors 6.01 31.8 transport machinery
3 Posco 3.35 40.1 steel
4 LG Phillips LCD 1.47 43.7 electronics
5 SK 141 47.2 chemical
6 |[Samsung Heavy Industries 1.39 50.6 transport machinery
7 Hynix 1.22 53.7 electronics
8 S-0Oil 1.19 56.6 chemical
9 Kia Motors 1.12 59.4 transport machinery
10 | Hyundai Mipo Dockyard 0.65 61.0 transport machinery
11 | Hyundai Heavy Industries 0.65 62.6 transport machinery
12 Dongkuk Steel 0.65 64.2 steel
13 Samsung SDI 0.63 65.7 electronics
Hanjin Heavy Industries & i
14 . 0.61 67.2 transport machinery
Construction
15 Hyundai Mobis 0.50 68.5 transport machinery
Listed Corporations 40.48 - -

[Figure 4] Trend of Cash Holding of Listed Firms (trillion Won)
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[Figure 5] Cash Holding Ratio of Listed Firms: Weigted Average
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[Figure 6] Cash Holding Share and Total Investment Share of
Trillion Club Firms
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[Figure 7] Trend of Corporate Risk

(a) Standard Deviations of Operating Profit (average)
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[Figure 8] Standard Deviations of Operating Profit (average)
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[Figure 9] Histogram of Estimated 3
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{Table 2> Definitions of Variables
variables name definition
. i - (cash + cash equivalent + short-term financial
cash cahs holding ratio .
asset + short-term security) / total asset
Insales size - log of total sales
q Tobin's g-ratio - (market value + Debt - Inventory) / total asset
roa operating profit ratio - operating profit / total asset
invest investment ratio - total investment / total asset
leverage debt ratio - total debt / total asset
risk risk - standard deviation of roa in the past five years
- . - 1998~2005: 1
berisis before-crisis dummy
1990~1997: 0
- . - 1998~2005: 1
acrisis after-crisis dummy
1990~1997: 0
interaction term between
brisk . . - risk x bcrisis
risk and bcrisis
) interaction term between . .
arisk ) . - risk x arisis
risk and acrisis
divdum dividend dummy - dividend: 1, no dividend: 0

dAEch webd G9esel o AF 2 EXET AFEAE ele ()
O FAeE Uk wsmsd WAV 24 Ao guEt oy

roa) & 7=k ojgh TAO w2 FAl o7k srejo] &
theo 2 7199 EAFE(HS: invest) FEE07 digelthd, Ex83 g

< FFAS FARIeE e gez A & Felle KN At EAE 5

aii=tl, 7198 FARIEe] BoAAl & Sle Aol

9 71 dEA Aol 231HA H A&(HF: leverage)o] HFHA-9}

s
A



96 | mmmHFE / 2007. Il

thol W 7IdEe] Adsia 9l

Z Y ¥(cash flow risk)ol] thH]
st7] A% dulE A dAgEAf
(precautionary cash holding) 712 &)
off 8l I AEE AFs] A8 75
Aok &, BA dF5E HAE & 7
HLFF ARl tiHIg dAFRFE
seiAl 2 Zolh. webA A7l A &
HE HF e 719 FholY] #A 5
Ad Fete FFAAE Akkste ol&
719 dasE AP(HFE: risk)ol=t
T ofn]E A

ot

&
i
fru
>~
b
52
)

gr}20)

nlx|eto 2 HigEAF TuEs(Es
w: divdum)7} ARREIQEE], o)E 7Y
o] F7leoldo] MR E AFEH=
7% 7199 FFRAUEC] Holx)7]
ol Z3He Aojrt2y)
<3 3> flolMe] AR 2ol 7=
H T8 Wl i VxS AEE B

]

R

A= o)dollA 754 HolHE
o]g&3ste IARAT ARE Hiught
B o AFoMe BE 3RS 19901
FE 200597H A 75 SEivetr
AzZJAES] sgulo|8E o83t 1178
F9 23 (fixed effect model)S AM&-3H3
th22) WA AA FE| thIt 3)AEA
ANE Bk v, AA BES A7
G HAETIHoE e SR A
e BHIEES 3Hr}23)

[¢] R
FhEe) Aol 271 WA 5 AR RIS
§ A7E FF A BAE
o

21) <& 20l oM AU WEE o|Slo 9] o|F Hvl(acrisi) 123 BFEE AGWS
S18917) A dv] el wEAGHbrisk, arisk)o] EFHo} Uk olefF WSl oJHE ol folA]
AHEEAS e A e =elo] Bl Sfaf e AelA FARARE ] ol ths) A

AA|E] =St s gt
22) 7199 dF5E A%(risk) W57t FA 5 Fete] gdgole] BFAAE ALtE AT wiel] AAZ
B AZRN0] ¥3EE AAES 199435 E 200513 7kK] o]k

23) B A7 viAE7Ide R o] A4zt the) SRS wE FyF offre, A2



7190l #ZER e st Y ZFeo| gt 67 | 97

(Table 3> Basic Statistics

variables observation average standard deviation minimum maximum
cash 6,357 0.110 0.096 0.000 0.988
Insales 6,404 18.568 1.401 10.355 24777
q 5,846 0.857 0.622 0.017 26.810
roa 6,405 0.057 0.082 -1.806 0.550
invest 6,405 0.050 0.077 -0.956 0.799
leverage 6,405 0.599 0.506 0.029 26.477
risk 4,696 0.041 0.048 0.002 0.872
acrisis 6,622 0.501 0.500 0.000 1.000
brisk 4,696 0.009 0.017 0.000 0.182
arisk 4,696 0.032 0.051 0.000 0.872
divdum 6,622 0.706 0.456 0.000 1.000
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FoZM £ F o, TPEARFS AHSE A4 A e viApEeleks 7199 5440 7 7]
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<Table 4> Regression of Cash Holding (Al Listed Corporations)

variables (1) () (3) 4)
Insales -0.008** -0.010*** -0.011** -0.012%**
(0.003) (0.003) (0.004) (0.004)
0.005** 0.026*** 0.004* 0.022%**
a (0.002) (0.005) (0.002) (0.006)
103 0.125%** 0.093*** 0.164*** 0.136%**
(0.017) (0.018) (0.021) (0.022)
invest -0.089*** -0.079%**
(0.017) (0.018)
leverade -0.030%** -0.026%**
9 (0.006) (0.006)
risk 0.165*** 0.147%**
(0.055) (0.054)
acrisis 0.008 0.011*
(0.006) (0.006)
divdum 0.017%** 0.016%**
(0.003) (0.003)
constant 0.257*** 0.270%** 0.297*** 0.314x**
(0.062) (0.063) (0.078) (0.078)
year dummy Yes Yes Yes Yes
R? 0.0256 0.0547 0.0400 0.0636
F-statistics 5.19 8.97 6.92 9.06
observation 5,798 5,798 4,526 4,526
number of firms 412 412 412 412

Note: Heteroskedasticity and autocorrelation-adjusted standard error are in parentheses. *** ** * means the
estimated coefficients are significant at 1%, 5% and 10%, respectively.
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<Table 5> Regression of Cash Holding (Al Listed Corporations)

variables (1) () (3) 4)
Insales -0.011** -0.012%** -0.012%** -0.012%**
(0.004) (0.004) (0.004) (0.004)
0.004* 0.022%** 0.022*** 0.022%**
a (0.002) (0.006) (0.006) (0.006)
roa 0.164*** 0.136*** 0.139*** 0.139%**
(0.021) (0.022) (0.022) (0.022)
invest -0.079%** -0.079%** -0.079%**
(0.018) (0.018) (0.018)
leverade -0.026*** -0.026*** -0.026***
9 (0.006) (0.006) (0.006)
risk 0.165*** 0.147%**
(0.055) (0.054)
acrisis 0.002 -0.009 -0.014**
(0.006) (0.005) (0.006)
brisk -0.017 -0.017
(0.109) (0.109)
arisk 0.159%** 0.159%**
(0.057) (0.057)
divdum 0.016%** 0.016*** 0.016%**
(0.003) (0.003) (0.003)
constant 0.293*** 0.319%** 0.319%** 0.324x**
(0.078) (0.079) (0.079) (0.080)
year dummy Yes Yes Yes Yes
R? 0.0400 0.0636 0.0643 0.0643
F-statistics 6.92 9.06 8.60 8.60
observation 4,526 4,526 4,526 4,526
number of firms 412 412 412 412

Note: Heteroskedasticity and autocorrelation-adjusted standard error are in parentheses. *** ** * means the
estimated coefficients are significant at 1%, 5% and 10%, respectively.
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[Figure 10] risk, ROA (left axis) and g—ratio (right axis) (simple average)
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<Table 6> Regression of Cash Holding (Chaebol)

variables (1) () (3) 4)
Insales 0.002 0.004 0.000 0.004
(0.004) (0.004) (0.005) (0.005)
0.010 0.042%** -0.002 0.028**
a (0.006) (0.012) (0.008) (0.012)
103 0.029 -0.042 0.092* 0.036
(0.043) (0.046) (0.049) (0.051)
invest -0.044* -0.051*
(0.024) (0.029)
leverage -0.064*** -0.075%**
g (0.015) (0.015)
risk 0.371%** 0.407***
(0.089) (0.087)
acrisis 0.008 0.002
(0.008) (0.008)
divdum 0.005 0.003
(0.005) (0.006)
constant 0.016 -0.001 0.055 -0.008
(0.079) (0.079) (0.101) (0.099)
year dummy Yes Yes Yes Yes
R? 0.0240 0.0716 0.0548 0.1068
F-statistics 1.98 3.63 3.49 4.85
observation 1,233 1,233 943 943
number of firms 83 83 83 83

Note: Heteroskedasticity and autocorrelation-adjusted standard error are in parentheses. ***, ** * means the

estimated coefficients are significant at 1%, 5% and 10%, respectively.



<Table 7> Regression of Cash Holding (non—Chaebol)

variables 1) (2) (3) 4)
Insales -0.012%** -0.013*** -0.015%** -0.017***
(0.004) (0.005) (0.005) (0.005)
0.004 0.023*** 0.003 0.020%**
a (0.002) (0.005) (0.002) (0.006)
roa 0.143%** 0.114%** 0.171%** 0.142%**
(0.020) (0.021) (0.025) (0.025)
invest -0.108*** -0.089***
(0.021) (0.023)
leverage -0.028*** -0.024***
9 (0.006) (0.006)
risk 0.133** 0.113*
(0.063) (0.062)
acrisis 0.007 0.012**
(0.007) (0.006)
divdum 0.020%** 0.020%**
(0.003) (0.004)
constant 0.329%** 0.344x** 0.382%** 0.404%**
(0.080) (0.082) (0.098) (0.099)
year dummy Yes Yes Yes Yes
R? 0.0334 0.0631 0.0471 0.0712
F-statistics 5.31 8.48 6.98 8.69
observation 4,565 4,565 3,583 3,583
number of firms 329 329 329 329

Note: Heteroskedasticity and autocorrelation-adjusted standard error are in parentheses. ***, ** * means the
estimated coefficients are significant at 1%, 5% and 10%, respectively.
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<Table 8> Regression of Cash Holding (Chaebol)

variables (1) () (3) 4)
Insales 0.000 0.004 0.003 0.003
(0.005) (0.005) (0.005) (0.005)
-0.002 0.028** 0.026** 0.026**
a (0.008) (0.012) (0.012) (0.012)
roa 0.092* 0.036 0.041 0.041
(0.049) (0.051) (0.051) (0.051)
invest -0.051* -0.057** -0.057**
(0.029) (0.029) (0.029)
leverade -0.075*** -0.074%** -0.074***
9 (0.015) (0.015) (0.015)
risk 0.371*** 0.407***
(0.089) (0.087)
acrisis 0.008 -0.022* -0.029**
(0.009) (0.012) (0.012)
brisk 0.117 0.117
(0.113) (0.113)
arisk 0.440*** 0.440%**
(0.093) (0.093)
divdum 0.003 0.003 0.003
(0.006) (0.006) (0.006)
constant 0.047 0.018 -0.001 0.034
(0.099) (0.095) (0.100) (0.095)
year dummy Yes Yes Yes Yes
R’ 0.0548 0.1068 0.1110 0.1110
F-statistics 3.49 4.85 478 478
observation 943 943 943 943
number of firms 83 83 83 83

Note: Heteroskedasticity and autocorrelation-adjusted standard error are in parentheses. *** ** * means the
estimated coefficients are significant at 1%, 5% and 10%, respectively.



<Table 9> Regression of Cash Holding (non—Chaebol)

variables (1) () (3) 4)
Insales -0.015%** -0.017%** -0.017*** -0.017%**
(0.005) (0.005) (0.005) (0.005)
0.003 0.020*** 0.020*** 0.020%**
a (0.002) (0.008) (0.006) (0.006)
roa 0.171*** 0.142*** 0.144*** 0.144***
(0.025) (0.025) (0.026) (0.026)
invest -0.089*** -0.089*** -0.089***
(0.023) (0.023) (0.023)
leverage -0.024*** -0.024*** -0.024***
9 (0.006) (0.006) (0.006)
risk 0.133** 0.113*
(0.063) (0.062)
acrisis 0.008 0.008 0.004
(0.006) (0.005) (0.007)
brisk -0.000 -0.000
(0.144) (0.144)
arisk 0.120* 0.120*
(0.065) (0.065)
divdum 0.020*** 0.020*** 0.020***
(0.004) (0.004) (0.004)
constant 0.382%** 0.406*** 0.407*** 0.410***
(0.098) (0.100) (0.100) (0.100)
year dummy Yes Yes Yes Yes
R? 0.0471 0.0712 0.0714 0.0714
F-statistics 6.98 8.69 8.24 8.24
observation 3,583 3,583 3,583 3,583
number of firms 329 329 329 329

Note: Heteroskedasticity and autocorrelation-adjusted standard error are in parentheses. *** ** * means the

estimated coefficients are significant at 1%, 5% and 10%, respectively.
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[Figure 11] Cash Holding Ratio of Korean and U.S. Companies
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{Table 10> Corporate Cash Holding Ratio of Countries Experienced Currency Crisis

(as of 2004)
(Unit: %)
Korea Malaysia Indonesia Thailand
cash holding ratio 9.8 12.1 9.8
Note: weighted average.
Source: OSIRIS.
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<Table A—1> Robustness Analysis (All Liste Corporations)

variables 1) ) ®) (4) (5)
Insales -0.012%** -0.012%** -0.015%** -0.012%** -0.013***
(0.004) (0.004) (0.004) (0.004) (0.005)
0.022%** 0.021*** 0.020*** 0.022%** 0.020***
g (0.006) (0.006) (0.005) (0.005) (0.006)
r0a 0.139*** 0.131%** 0.147%** 0.136*** 0.135%**
(0.022) (0.022) (0.022) (0.022) (0.022)
invest -0.079%** -0.078*** -0.076%** -0.085%**
(0.018) (0.018) (0.017) (0.019)
invest(t-1) 0(8‘(1)11;*
leverage -0.026*** -0.028*** -0.023*** -0.027%** -0.024***
9 (0.006) (0.008) (0.005) (0.006) (0.006)
acrisis -0.014** 0.003 -0.003 -0.010 -0.011*
(0.006) (0.005) (0.004) (0.006) (0.007)
brisk -0.017 -0.000 -0.015
(0.109) (0.108) (0.110)
arisk 0.159*** 0.166*** 0.152%**
(0.057) (0.058) (0.056)
brisk(4 years) (8 fgzs)
. 0.150***
arisk(4 years) (0.053)
brisk(6 years) (g(ﬁg)
*%
arisk(6 years) 0(61(5)23)
divdum 0.016*** 0.015%** 0.016*** 0.015*** 0.016***
(0.003) (0.003) (0.003) (0.003) (0.004)
constant 0.324*** 0.322%** 0.370%** 0.326*** 0.336***
(0.080) (0.080) (0.074) (0.073) (0.085)
year dummy Yes Yes No Yes Yes
observation 4,526 4,522 4,526 4,860 4,175
number of firms 412 412 412 412 412
R’ 0.0643 0.0610 0.0573 0.0609 0.0624

Note: Heteroskedasticity and autocorrelation-adjusted standard error are in parentheses. ***,
estimated coefficients are significant at 1%, 5% and 10%, respectively.

** * means the
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<Table A—2> Robustness Analysis (Chaebol)

variables (1) (2) 3) (4) (5)
Insales 0.003 0.004 0.002 0.002 0.002
(0.005) (0.005) (0.004) (0.005) (0.005)
0.026** 0.026** 0.025%*** 0.028** 0.024**
g (0.012) (0.012) (0.010) (0.011) (0.012)
r0a 0.041 0.033 0.029 0.026 0.023
(0.051) (0.051) (0.048) (0.048) (0.052)
invest -0.057** -0.057** -0.050* -0.059*
(0.029) (0.029) (0.029) (0.032)
invest(t-1) ('é) (?22‘?)
leverage -0.074*** -0.074*** -0.066*** -0.078*** -0.069***
9 (0.015) (0.016) (0.012) (0.015) (0.016)
acrisis -0.029** -0.002 -0.025%** -0.032%** -0.027**
(0.012) (0.011) (0.006) (0.011) (0.012)
brisk 0.117 0.142 0.089
(0.113) (0.109) (0.112)
arisk 0.440*** 0.433*** 0.403***
(0.093) (0.093) (0.092)
brisk(4 years) (gggj)
arisk(4 years) 0(84089*3’;*
brisk(6 years) (20225;;
*k*k
arisk(6 years) 0('33019 4)
divdum 0.034 0.021 0.061 0.069 0.061
(0.095) (0.094) (0.085) (0.094) (0.107)
0.003 0.002 0.003 0.004 0.001
constant (0.006) (0.006) (0.006) (0.005) (0.006)
year dummy Yes Yes No Yes Yes
observation 943 942 943 1016 868
number of firms 83 83 83 83 83
R’ 0.1110 0.1072 0.0929 0.0979 0.1013

Note: Heteroskedasticity and autocorrelation-adjusted standard error are in parentheses. *** ** * means the
estimated coefficients are significant at 1%, 5% and 10%, respectively.
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<Table A—3> Robustness Analysis (non—Chaebol)

variables (1) 2) (3) (4) (5)
Insales -0.017%** -0.017%** -0.020%** -0.016*** -0.017%**
(0.005) (0.005) (0.005) (0.005) (0.006)
0.020%*** 0.019%** 0.018*** 0.020%** 0.019***
g (0.006) (0.006) (0.005) (0.006) (0.006)
r0a 0.144%** 0.137%** 0.157%** 0.146%** 0.142%**
(0.026) (0.026) (0.027) (0.026) (0.026)
invest -0.089*** -0.083*** -0.085*** -0.095%**
(0.023) (0.023) (0.021) (0.024)
N *kk
invest(t-1) 0(8328)
leverage -0.024%** -0.026*** -0.021*** -0.024%** -0.022%**
9 (0.006) (0.007) (0.006) (0.006) (0.007)
acrisis 0.004 0.009 0.002 -0.002 -0.011
(0.007) (0.008) (0.005) (0.008) (0.008)
brisk -0.000 0.006 0.005
(0.144) (0.143) (0.145)
arisk 0.120* 0.128* 0.117*
(0.065) (0.066) (0.065)
brisk(4 years) (g 53815)
. 0.128**
arisk(4 years) (0.060)
brisk(6 years) (-(? 10550)
arisk(6 years) (8(1)53)
divdum 0.020%*** 0.019%** 0.020%** 0.018*** 0.020%***
(0.004) (0.004) (0.004) (0.004) (0.004)
constant 0.410%** 0.408%** 0.464%** 0.391*** 0.415%**
(0.100) (0.100) (0.094) (0.091) (0.106)
year dummy Yes Yes No Yes Yes
observation 3,583 3,580 3,583 3,844 3,307
number of firms 329 329 329 329 329
R? 0.0714 0.0677 0.0621 0.0680 0.0711

Note: Heteroskedasticity and autocorrelation-adjusted standard error are in parentheses. ***, ** * means the
estimated coefficients are significant at 1%, 5% and 10%, respectively.



