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Abstract

Purpose — The purpose of this study is to examine whether
the cash policies of retail firms listed on Korean stock markets
are consistent with the evidence provided in the study of
Almeida et al. (2004). Liquidity management is an important is-
sue for financially constrained firms relative to financially uncon-
strained firms. Because there are few sources of external fund-
ing, the optimal liquidity policies of financially constrained firms
should reflect their own earnings or cash inflows to create op-
portunities for current and future real investments. According to
this simple idea, we estimate the sensitivity of cash to cash
flows and simply check whether the estimated sensitivity to cash
flows of the cash retained by constrained retail firms is greater
than that of the cash retained by unconstrained retail firms.
Through this work, we aim to explain why the cash policies of
the retail firms listed on the Korean stock markets differ from
those of listed manufacturing enterprises.

Research design, data, and methodology — To explain a
firm's cash holdings, we use only three explanatory variables:
earnings before interest and taxes (EBIT), Tobin's g, and size.
All the variables are defined as the value of the numerator div-
ided by aggregate assets. Thanks to this definition, it is possible
to treat all the sample firms as a single large firm. The sample
financial data for this study are collected from the retail enter-
prises listed on the KOSPI and KOSDAQ markets from 1991 to
2013. We can obtain these data from WISEfn, the financial in-
formation company. This study’s methodology has its origin in
Keynes’s simple idea of precautionary liquidity demand: When a
firm faces financial constraints, cash savings from earnings or
cash inflows become important from the corporate finance
perspective. Following this simple idea, Almeida et al. (2004)
developed their theoretical model and found empirical evidence
that the sensitivity of cash to cash flows varies systematically
according to different types of financing frictions. To find more
empirical evidence for this idea, we examined the cash flow
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sensitivity of the cash held by Korean retail firms.

Results — Through several robustness tests, we empirically
showed that financially constrained Korean retail firms display
significant positive propensity to save cash from earnings before
interest and taxes, while the estimated cash flow sensitivity of
the cash held by unconstrained retail firms is not significant.
Despite the relatively low earnings of retail firms, their sensitivity
is three times greater than that of manufacturing enterprises.
This implies that Korean retail firms have greater intentions of
facilitating future investments rather than current investments.

Conclusions — The characteristics of the cash policies of
Korean retail firms differ from those of manufacturing firms. This
contrast may be attributable to industry-oriented policy planning,
regulations, and institutional differences. However, the industrial
policymakers should observe signals of the long-term growth op-
tions of retail firms based on their high propensity to save from
their cash inflows.

Keywords: Retail Industry, Cash Flow Sensitivity of Cash, Cash
Policy, Future Investment, Financially Constrained
Firms.
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<Table 1> Variables
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G, Cash(t) / Total Asset(t)
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<Table 2> Summary Statistics of Cash Holdings under Constraint Types

Panel A. ALL
stats mean p25 p50 p75 sd
AG, 0.027 -0.026 0.000 0.045 0.155
G, 0.180 0.039 0.098 0.236 0.214
E, 0.007 0.008 0.044 0.074 0.149
q 1.176 0.795 0.996 1.307 0.706
S, 26.187 25.013 26.236 27.108 1.677
Panel B. Constrained
stats mean p25 p50 p75 sd
AG, 0.020 -0.045 -0.002 0.024 0.167
G, 0.171 0.041 0.093 0.197 0.216
E, -0.045 -0.046 0.023 0.056 0.197
q 1.313 0.855 1.058 1.429 0.834
S, 25.741 24.341 25.576 26.842 1.895
Panel C. Unconstrained
stats mean p25 p50 p75 sd
AG, 0.062 -0.013 0.035 0.121 0.191
G, 0.287 0.103 0.213 0.400 0.244
£, 0.032 0.005 0.053 0.086 0.105
q 1.099 0.739 0.935 1.204 0.670
S, 25.860 24.915 26.101 26.716 1.210
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<Table 4> Results for OLS Estimations of the Baseline Regression

Model

Cashflow q Size

B t-value By t-value Bs t-value
ALL | 0207 | 3.122 |0.062** | 5172 |-0.014* | -2.432
Payout | , sege | 2316 | 0.049* | 1906 | -0.017 | -143
Const.
Payout | 54 | -1366 |0.082* | 2735 | -0.003 | -0.206
Unconst.
KZ: | 165* | 1692 | 0048 | 2522 | -0012 | -1.047
Const.
Nz 025 | -0.676 |0.130** | 4.048 | -0.007 | -0.282
Unconst.

Each of the * ** *** represents 90%, 95%, 99% significant levels.
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<Table 5> Robustness Check 1: Before and after 1997 currency crisis

Panel A. Before 1997
Cashflow q Size
B t-value By t-value Bs t-value

ALL |-0.516"*| -3.139 -0.01 -0.338 | -0.006 | -1.486

Payout | 048 | -0.185 | -0.03 | -0.286 | -0.001 | -0.092
Const.
Payout | esgr | 2013 | -0.017 | -0.233 | 0005 | 0.347
Unconst.
KZ: | 0047 | -0193 | 0005 | 0126 | -0017 | -1.496
Const.
KZ: | 1181 | 1402 | 0021 | 0154 | 0001 | 0.039
Unconst.
Panel B. After 1998

Cashflow q Size

B t-value By t-value Bs t-value

ALL | 0.243"*| 3.141 | 0.053"**| 3.885 |-0.017** | -2.504

Payout: |  ogge* | 2114 | 0049 | 1647 | -0.019 | -1.369
Const.
Payout | o6 | 0119 | 0037 | 0948 | -0015 | -0.695
Unconst.
i 0184 | 1588 | 0.048~ | 2173 | -001 | -0.78
Const.
K2 | 0012 | -0027 |0111 | 2813 | -0019 | -0.568
Unconst.

Each of the * ** *** represents 90%, 95% 99% significant levels.
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<Table 6> Robustness Check 2: Size Groups
Panel A. Large Firms
Cashflow q Size
B t-value B, t-value B3 t-value

ALL -0.054 | -0.128 0.039 1.145 -0.007 | -0.504

Before | 101 | -004 | -0057 | -0.881 | 0.004 | 0046
Crisis
After | 05 | -0109 | 0039 | 1007 | -0.008 | -0478
Crisis
Panel B. Medium Firm

Cashflow q Size

By t-value B, t-value By t-value

ALL 0.160** | 2.018 -0.011 | -0.643 | -0.006 | -0.765

Before | 124 | 0752 | 0,035 | -1.097 | -0.004 | -1243
Crisis
After | 146 | 1273 | 0008 | -0.384 | -0.006 | -0.429
Crisis
Panel C. Small Firms

Cashflow q Size

B t-value By t-value Bs t-value

ALL | 0.375* | 347 |0.068™*| 2872 | -0.029* | -1.805

Before | 1548 | -1.886 | 0006 | 0052 | -0.015 | -0.486
Crisis
After | agges | 3283 | 0.068™ | 2624 | -0.029 | -1635
Crisis

Each of the * ** *** represents 90%, 95% 99% significant levels.
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