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The Relationship between Financial Constraints and Investment Activities :
Evidenced from Korean Logistics Firms
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Abstract

This study investigates the correlation between financial constraints and investment activities in
Korean logistics firms, A sample of 340 companies engaged in the transportation sector, as per the
2021 KSIC, was selected for analysis. Financial data obtained from the DART were used to compile
a panel dataset spanning from 1996 to 2021, totaling 6,155 observations., The research model was
validated, and tests for heteroscedasticity and autocorrelation in the error terms were conducted
considering the panel data structure. The relationship between investment activities in the previous
period and current investment activities was analyzed using panel Generalized Method of
Moments(GMM).

The wvalidation results of the research indicate that Korean logistics firms tend to increase invest-
ment activities as their level of financial constraints improves, Specifically, a positive relationship
between the level of financial constraints and investment activities was consistently observed across
all models. These findings suggest that investment decision-making varies based on the financial
constraints faced by companies, aligning with previous research indicating that investment activities
of constrained firms are subdued. Moreover, while the results from the model examining whether
investment activities in the previous period affect current investment activities indicated an influence
of investment activities from the previous period on current investment activities, the investment ac-
tivities from two periods ago did not show a significant relationship with current investment
activities,

Among the control variables, firm size and cash flow variables exhibited positive relationships,
while debt size and asset diversification variables showed negative relationships. Thus, larger firm
size and smoother cash flows were associated with more proactive investment activities, while high
debt levels and extensive asset diversification appeared to constrain investment activities in logistics
companies, These results interpret that under financial constraints, internal funding sources such as
cash flows exhibit positive relationships, whereas external capital sources such as debt demonstrate
negative relationships, consistent with empirical findings from previous research.
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No autocorrelation test
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