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The Impact of Over-investment on the Market Value of Cash Holdings:
Focusing on Ownership Structure
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Abstract This study investigates the impact of over-investment on the market value of cash holdings. In
addition, this paper examines whether the effect of over-investment on the value of cash holdings differs
depending on firms’ ownership structure. The results show that increase in over-investment reduces the market
value of cash holdings. This suggests that investors perceive that over-investment deteriorates future business
performance and generates excessive burdens on future cash flows. As a result, they provide negative evaluation
on the market value of cash holdings. In addition, the negative impact of over-investment on the market value
of cash holdings is more significant for owner manager firms where managers hold a high level of equity. Such
empirical results imply that owner manager firms are more likely to use their cash holdings for private interest,
therefore, over-investment reduces the cash value to a greater extent. This study provides empirical evidence that
the effect of over-investment on the market value of cash holdings varies depending on the characteristics of
firms’ ownership structure.
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Table 2. Correlation Matrix

Variable| CAR ACASH OINV. MOWN AE ANA ARD

CAR | 1.000
ACASH|0.061  1.000

OINV | 0015 -0014  1.000
MOWN | 0009 -0014 0013 1.000

AE 10153 0112 -0.020 -0010 1.000

ANA 10.093 -0.047 0112 0006 0111 1.000

ARD |-0.004 0034 0.032 -0014 -0013 0.088 1.000
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ADIV |0.148 0.082 -0.006 -0004 0271 0155 0.036
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Variable | AINT  ADIV  CASH SIZE LEV  ROA
AINT | 1.000
ADIV |-0.066 1000

CASH | 0021  0.076 1.000
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LEV | 0010 -0.041 -0.140 0.158  1.000
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Table 3. Over-investment and the market value of cash holdings

Variable Estimate t-value
CAR 0.333 5445
ACASH 0567 4,675
OINV -0.398 ~2.28%%
MOWN 0.015 147
AE 0.406 701k
ANA 0.167 5.9k
ARD -1.449 -141
AINT -2500 —3.23skx
ADIV 7.818 865k
CASH -0.113 -1.37
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Table 4. Over-investment and the market value of cash
holdings: owner manager vs. non-owner manager firms

. Owner manager firm |[Non-owner manager firm
Variable N -
Estimate t-value Estimate t-value
CAR 0.358 2,88k 0.368 4,03k
ACASH 0.704 371wk 0427 2.10x
OINV -0675 241 -0.228 -1.02
MOWN 0.018 1.28 0.013 0.9%
AE 0.776 6.9k 0.292 4,19k
ANA 0.087 1.83x 0.19% 5,52k
ARD -3293 —2.20%x -0.565 -041
AINT -1.548 -1.06 2978 =3 18k
ADIV 4631 310k 8906 715k
CASH -0.279 =2.305x -0.007 -0.06
SIZE -0.022 -3.55kex -0.020 —4. 58k
LEV 0.145 3,69k 0.063 1,79+
ROA 0.484 3.6k 0.221 2,68k
Adj R? 0.08 0.06
N 3,104 4,830
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