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ABSTRACT

Theexistingliteraturepositsthatlargecomoratecashholdingsmightinduceagencyproblemsandthus
hinderfinn3operatingperfbnnance.ThispaperinvestigateshowJapanesefilrmsmaintainhigl/lowcash
holdingpositionduringthelatel980sandearlyl990s.Ifindthatfinnspilecashbecausethereisno
profitableprmect.Ontheotherhand,finnsmaimainalowcashholdingpositionduetoovelainvesting.
Ialsofindthatexcesscashholdingssignificantlyaffectfirms'operatingperfbnnance・Lastly,Ifindno
directevidencesthatownershipstrucmreaffectflnnsoperatingperfbnnance.

Keywords:cash,operatingperfbnnance,bUbbleeconomy,Japan

1.Introduction

CoverstoryoftheweeklyNikkeiBusinessJanuary242005issuefeaturestheGGcash
richfinnfinJapan.AccordingtoNikkeiBusiness,34TbkyoStockExchange(TSE)
lsi-sectionlistedfinnsrecordedmorethanlOObillionJapaneseYen(roughlylbillion
USdollar)ofnetcash! intheMarch2004filings.NikkeiBusinessfilrtherpointsout
thatthesecashrichfinnswereholdingmorecashinhandcomparedtotheircash
holdingsduringthebubbleeconomyinthelatel980s.Anotherinterestingfigurepoints
outbyNikkeiBusinesswasthat573outofl448or39.6%TSElst-sectionlistedfinns
didnothaveanyinterestbearingdebt.

ThefinanceacademichaslongnoticedthatJapanesefinnsholdalotmorecashthan
theircounterparts inothercountries.AccordingtoRa可anandZingales(1995),the
averagecashtoassetsratioofJapaneseindustrial firmswasnearlytwiceasmuch
amongfinnsinanyotherG7coumriesinl991,PinkowitzandWilliamson(2001)also
fbundthatJapanesefIrmsheldmorecashthanU.S.orGennanfirmsintheyearsof

l974tol995.DittmarbMahrt-Smith,andServaes(2003)documentthataveragecash

:淵是鰡雛panesefinnswasthede師｡high…mongfirms伽｡ther45
Inthelatel980s,theJapanesebubbleeconomyburstwithplummetedstockprices. It

hasbeengenerallyrecognizedthat thel990swasthedecadeofrecessiontothe

｡GraduateSchoolofCommere,WasedaUniversity,Tbkyo,Japan.
INikkeiBusinessdefInes6$NetCash''a"Ccashanddeposits+sho､-tennmarketablesecurities-interests
bearingdebts.''NikkeiBusinessacquiredthedatafi℃mtheNikkeiEconomicsElectronicDatabank
System-FinancialQUEST(NEEDS-FQ).ThispaperusesthesamedataresourcewithNikkeiBusiness.
2 InDitmaI;Mahrt･Smith,andServaes(2003),onlyEgyptianandIsraelifims,onaverage,holdmore
cashthanJapanesefinns.Howeverbtheirsampleincludesonly6Egyptianand37Israelifinns.Thisisnot
comparabietootherl853Japanesefirmsinthesample.
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Figurel-NikkeiStockIndex(MonthlyCIosmgPrices)
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Japaneseeconomy.Marketvalueofthefinns listedintheTSEreacheditspeakin
Decemberl989butsoonplungedover25%invalueinonlythrecmonthsandfilrther
lost45%ofitstotalvalueinthefbllowingyear.Figurel illustratestheMonthlyNikkei
Indexfifoml982to2001.Theover-heatedprosperity,however,wasbelievedtohave
lastedbecausethestockmarketindexsoonreboundedoverl2.5%inpricesinthe

fbllowingyear.

TheevidenceRa可anandZingales(1995)documentshouldnotbeasumrise. It is

understandablethatJapanesefInnsmightholdmorecashthantheyneedwiththerapid
expandedeconomyinthelatel980s.Theobviousquestionis,asindicatedinDittmar,

Mahrt-Smith,andServaes(2003),whycashbalancesofJapanesefirmsinl998were
stillhigherthantheircountelpartSinmostcountries.Dittmar,Mahrt-Smith,andServaes
(2003)applythemeasuresdevelopedinLaPorta,Lopez-de-Silanes, Shleifer, and
Vishny(hereafferLLSVj 1997and2000)andfindthatfirmsholdlesscashincountries

withgoodshareholderprotections.Hence, it is interestingthatJapanesefirms,while
underthewell-establishedshareholderprotectionlegalsystem,havesomuchcashin
hand.

Theexistingliterature(e､9.,Jensen[19861,Blanchard,Lopez-de-Silanes,andShleifbr
[1994],andHarfbrd[1999])positsthatlaIgecashholdingscantosomeextentrelieve

managerydisciplinarypressuresandthusinducethemanagerstospendmorecashon
lessprofitableinvestments.Onthecontrary,managersoffinnswithlargecashholdings
feel thathavingcashhandyiseasiertofimdlargecapitalexpendituresonprofitable
investmentsfbrthatintemalfinancingcostslessthanextemal financing, i.e., theycan
enjoylowercostsofcapital.

Amongthese,MikkelsonandPartch(2003)believethat largecashholdingsdonot
necessarilythwaltthefinnvaluesandshowthatpersistent lalgecashreservessupport
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investmentswithouthinderingcorporateperfbrmance. Inotherwords, theyfindno
evidencetosUpportthatstocldlolders'rightsarebeingsacrificedfbrfinnsthathold
persistentlargecash.
FollowingthecashrichcriterioninMikkelsonandParth(2003),Idocumentthecash
richTSE-listedfirmsintotwofigures.CashrichfirmsinMikkelsonandParth(2003)
aredefinedasthesumsofcashanddeposits+marketsecuritiesthatcomposemorethan
25%ofthefirms'assets.

Figure2illustratesthepercentageofcashrichTSE-listedfirmstoallfirmslistedin
theTSE・InFigure2, itisobviousthatthenumberofcashrichfinnssharplyincreases
inl986andsuddenlydropsinl990・Thisfactmightsuggestthatduringthebubble
firmschosetoholdlargeportionsofcashintheirassets・However,Figure3tellsa
slightlydifferentstory.Theacmalnumberoftherichfinnswent叩to663firmsdurmg
thebubbleeconomy,andstayedonabout500finnsinthe90s.
ThesetwofiguresreVealthatthereareconsiderableamountsofJapanesefinnsbeing

cashrich.Inaddition,Figure3alsorevealsanimerestingfactthatthenumbersofcash
richfirmsdidnotdecreaseinthepostbUbbleperiod.Thus,someinterestingquestions
comeimoattention;whyJapanesefInnskeepsomuchcash,andifthiscashdeteriorates
Japanesefirms，perfbrmance？

First,Iexplorewhatfinancialfactorsmightbethepossibledetenninantsfbrfinns'
highcashholdings.TherestrictionsarebasedontheconcernthatJapanesefinnsmight
havepossessedmorecashthantheyneededsimplyfbrtheboomingprosperityduring
thebubbleeconomybThusthisanalysisbenefitsffomsettingcutofrpointattheendof
bubbleeconomy.Next,Icomparethecorporateperfbnnanceofthehighcashfirmsand
thelowcashfinnstoseehowtheperfbnnancediffersandchangesacrossthelatel980s
andearlyl990s・At last, Iexplorethepossibleexplanationstothevariations in
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perfbnnanceamongfirmswithlaIgecashholdings.
Ifindthatfinnsthatmaintainhighcashholdingpositionaccumulatecashwithinthe
finnbecausethesefinnsdonothavepromisinggrowthprospectduringthebubble
economy.Ontheotherhand, firms thatmaintainlowcashholdingpositionare
over-poweredbythebanks・Theselowcashfinnsarehighlyleveragedandpayout
morecashdividends.

TheevidencesalsoshowthatexcesscashsignificantlyhinderS theoperat加g
perfbnnanceoffirmswithlargecashinhand･Ontheotherhand,excesscashholdings
significantlyimprovetheoperatingperfbnnanceoffinnswithlowcashtoassetsratio.I
alsofindevidences thatownershipstructurehave littlerelationwithoperating
perfbnnance.

Thispapercontributestotheliteratureinthefbllowingways・ First, thispaper
distinguishesthedifferentcashholdingdetenninantsfiPomhighcashfInnstolowcash
finns・Thispaperconfinnstherelationsbetweencashholdingsandtheoperating
perfbrmance.Thispaperalsocontributestotheliteratureshowingthatexcesscash
holdingshindertheoperatingperfbnnanceofJapanesefinnswithpersistentlargecash
holdingswhileimprovetheoperatingperfbnnanceofJapanesefinnswithpersistentlow
cashholdings.

Layoutsofthispaperareasfbllows・Section2discussesmorerelatedliteramrein
detail toexplorewhatmakesJapanesefirmskeepsomuchcashwithinthefirms.
Section3describestheprocessofsampleselectionanddefinesthevariablestobeused
inthisstudy.Section4presentsthedescriptivestatisticsofthefinncharacteristicsand
perfbnnances・Section5constructstheresearchdesignsandalsoprovidesananalysis
onthedetenninantsofcashholdingswhichestimatesexcesscashholdingsandthe
effectsonperfbrmancefipomholdingexcesscash.Section6interpretstheempirical
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resultsandalsoperfbnnsadditionalexaminationS・Section7summarizesthefindings
andconcludesthepaper.

2.WhyJapaneseFirmsKeepLa噌eCashinHand？

Existingliteramredocumemsconsiderableamoumoftheoretical fifameworksto
explainfinns'motivestokeeplargecashinhand.Managers'desirestokeepthemoney
withinthefirmcanbeexplainedtoberiskaverseors加plytoavoidmarketdiscipline
asEasterbrook(1984)positsthatfiPequentaccessestothecapitalmarkethelpcontrolthe
agencyconflictbetweensharcholdersandmanagers・ Ignoringthefactthatcashpiling
canbesimplyfbrthemanager3personal interests,howeverl itisalsoarguedthata
substantialcashreservecanbetterserveshareholders'interestsbyreplacmgthecostly
externalcapitalfinancing.

Inthepresenceoftheconflictsofimerestsbetweenshareholdersandmanagers,large
cashholdings cre誠emanagerial incentives thatmay leadmanagers to invest
unproductivelythantodistributetoshareholders.Whattheexistingliteramrehas
documentedcanbeperceivedineithertwosidesoftheexplanations.Thissectionisto
discusssomeevidencesonfactorsthatmightcontributetoJapanesefinnghighcash
accoumbalanceandspeciS'thequestionsbeingaddressedinthispaper@

2.IMo"叩olyPowerQMeBα"肺

AsbeingreportedinRanjanandZingales(1995),PinkowitzandWilliamson(2001),
andDittmanMahrt-Smith,andServaes(2003), theaveragecashholdingratioof
Japanesefirmsareamongthehighestcomparedtootherdevelopedcoumies.Howeveri
whatisinterestingisthattheJapanesefirmsoperatetheirbusinessinmuchdifferent
wayfipomtheexistingliteratureposits.
AdoptingmeasuresdevelopedbyLLSV(1997,2000),DittmarbMhrt-Smith,and
Servaes(2003)findthatfirmsholdtwiceaslesscashincountrieswithbetterlegal

systemfbrinvestorprotections.Howevel;evenwithgoodqualityoflawenfbrcement
andcomprehensivelegalframework,finnsinJapanStillholdtwiceasmorecashthan
finnsinothercountriesthatalsowithsoundshareholderprotections.WhatLLSV(1997,
2000)haveconcludeddoesnotexplainthesimationinJapan.
OneimportantfactthatLLSV(1997,2000)haveaddressediswhyJapan,beingthe
secondlargesteconomyintheworld,hassuchextensivebankingsystems.Thefactis
that,beingthesecondlargesteconomyintheworld, itwasnotuntilthel980sthat

Japanbecameacapitalsurpluseconomy.Since,Japan'sunique"α肋加"たsystemhas
dominatedthemarket・Bankborrowingshavebeenthemaincapitalsourcefbrthe
Japanesefinnsbefbrel980.Highlevelofintercolporatecross-holdingandbankequity
ownershiphavebeen importanntanddistinct featuresofthe Japanesebusiness
environment.

IkeoandHirota(1991)arguethatthemainbanksystemhelpsdecreasefinns'agency
costsarisefromthedebtsinJapan・TheyprovideempiricalevidencesandaIguethatthe
mainbankleadsfinns'debtratiotorise・However, iftheexistenceofmainbankhelps
mitigatetheagencyprobleminJapan,thereisnoreasonfbrJapanesefinnstomaintain
suchhighcashtoassetsratio.
Gennanyalsohasabank-centeredfinancialsystem,butGermanfinnsdonothave
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comparablecashholdingleveltoJapanese.PinkowitzandWilliamson(2001)arguethat
itisthebanksthatfbrceJapanesefirmstoholdsomuchcash.Itisthemonopolypower
oftheJapanesemainbanksystemthataffectsfinns'cashaccounts・Theyarguethatthe
powerfUlJapanesebankspersuadedfinnstoholdlargecashinordertoextractrents,as
theevidencesshow, thatcashholdingsofJapanesefinnsdeclinedasthebankpower
gettingweakovertime.
IntensivebankpresencealsoinfluencesthemanagementsofJapanesefinnsinmany
aSpectS・Morck,NakamuraandShivdasani (2000) showevidencesthat, insome
specifications,finnvaluerisesasbankequityownershiprisesinJapanwhileYennack
(1996)providesevidencesthatcompanieswithsmallboardofdirectorsreceivebetter
marketvaluation.

2.2LowDgでesqfQzp加ﾉﾊ姓zγkaD伽わﾉ伽“
ManagersinJapansufferlesspressurefiPomthecapitalmarket・ Instead, theyare

undergreaterpressurefiPomthebanks,particularlytheirmainbanks・Capitalmarket
disciplinesarerareinJapan.Lackofcapitalmarketdisciplineisusuallyperceivedasa
resultoftheintensivebanksystemsinJapan.ShleiferandVishny(1986)arguethat
largeindependemshareholders, iftheyexist,maketakeoversandproxycomesteasier;
therefbre,thefinnisexpectedtoholdexcesscashwhereoutsideshareholdersarehighly
dispersed.OtherConditionswherefinnsareexpectedtoholdexcesswillbeifthefirms
arelalgefinns,firmswithlowdebt,andfirmsarepreparingfbranti-takeoveroperations
areexpectedtoholdexcesscash.
ShleiferandVishny(1989)provideamodelofmanagerial entrenchment that

managerscanstrategicallymakesomemanager-specificinvestmentstoavoidbeing
replacedbyshareholders・ InJapan, suchentrenchmenteffortsare less important
becausesucheffbrtscanbeoffSetbymainbanksdirectlysendingtheirownpeopleinto
thefirmJboardofdirectors.Also,Morck,NakamUraandShivdasani(2000)arguethat
highlevel intercorporatecross-holdingsandlalgebankequityownershipservethe
hoStiletakeoverdeterrents inJapan. Stockrepurchasesweremadetobe legally
availableinl997fbrmanagerialstockoptionpreparations.Andstockrepurchaseswere
madegenerallyavailablefbrJapanesefirmsasafinancialtool in2002・Nevertheless,
weshouldnot expect thecapitalmarketdisciplinarymanagerial turnovers that
MikkelsonandPartch(1997)arguecanbeseeninJapan.
Inotherstreamofthecashholdingrelatedresearches,Harfbrd(1999)findthatfirms

withlargecashreservesusuallyundertakeunderperfbrmanceacquisitions・Heargues
thatthesefinnsoverpaythetargetfinnswhenacquiringthem・Kruse,Park,Park,and
Suzuki(2003)findthatmergeandacquisitionbeingundertakenwithintheke舵伽
usuallyleadtoimprovementsinperfbnnance・Therefbre,theyarguethatJapanesefilrms
mergetoincreasediversifications.Usui(2001)arguesthathostiletakeoversarerarely
seeninJapan・He,however;alsopointsthattheincreasingmergeandacquisition
activitiesinthelatel990shavegivencertaindegreesofmanagerialpressurestofirms
toseekefficiencies.

3.SampleandDataDescriptiveStatistics

Thepurposeofthispaperistoinvestigateiflargecorporatecashholdingsdeteriorate
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managerialperfbnnance.Therehavebeenconsiderableamountsofcorporatecash
holdingrelatedresearchalreadybeingdocumentedintheexistingliterature・HoweveI;
smdiesofthesustainedsignificantcashholdingsoveralongperiodoftimearerarely
conducted・Thepaperaimstoshedsomelightsontherelationsoflalgecashholdings
andoperatingperfbrmanceandcontributetotheliterature・Tbtesttheargumemthatif
persistent largecashholdingsdeterioratefinngoperatingperfbnnance, thispaper
examinesfIrmsthatholdsustainedamountofcashduringthebubbleeconomyin
l986-1990．

3.1肋"qp/eSeleαわ〃α"αDα〃
IacquirethefinancialdatafiFomtheNikkeiEconomicsElectronicDatabankSystem-
FinancialQUEST(NEEDS-FQ).AllTSElst-sectionlistedfirmsareincludedinthe
sampleexceptfbrthefinancialinstitutesandregulatedutilitiesfinns.Atthispoint,the
averagecashholdingratiooftheTSEIsi-sectionfinns is20.24%(outofl3,004
observations)inl986-1995.Theaveragecashholdingratiodropstol9.22%(outof
27,147observations)ifthetimespanisextendedtol980-2000.
FollowingMikkelsonandPartCh's(2003)largecashholdingdefinition(cashtototal
assetsratiOinexcessof25%),31selectfinns~thathavemaintainedbeinghighcash
positionfbr5consecutiveyearsftoml986-1990attheendofeachfiscalyear・ 'Ib
highlightcashrichfinns'highcashpositionpolicy)Iusefinnsthatmaimainlowcashto
totalassetsratiofbrcomparison.Iselectfinnsthathavemaintainedcashtototalassets
ratiOoflessthanl5%fbrSconsecutiveyearsfiDml986-1990attheendofeachfiscal
year.4Afterexcludingfinnswithmissingvaluesfbrstockprices, Iobtainasample
consistsofl40highcashfinnsand911owcashfinns.
Astheresult,thesampleincludesll%offinnswhosecashholdingratiofallsinthe

highestendofthetotalTSElst-sectionlistedfinnsand9%offirmswhosecashholding
ratiofallsinthelowestendofthetotalTSElst-sectionlistedfirms.5Therefbre, the
sampleincludesfinnsthathavehadestablishedsustainedhighandlowcashholding
policy.

3.2D"""o"”KayIf"･""“
TheselectionofvariablesisadaptedfiPomPinkowitzandWilliason(2001).Thesame
variablecompositionisusedtOestimatetheJapanesefirms' cashholdinglevel in
PinkowitzandWilliason(2001).6
Cashistheratioofcashtooperatingassets.CashisdefinedaJGcashanddepositS+

3MikkelsonandPartch(2003)donotexplainthereasonwhytheyusethe25%cashtoassetsratioto
definelargecashholdingfinns.AIso,theydonotprovideanyevidenceshowingthattheirresultswillnot
changeoncethe25%definitiondoesnotstandho1d.
4Atthispoint,Iobtainl69highcashfirmsandl28cashfirms・Whenlsetthecashholdingrestrictions
tomorethan30%andlessthan10%,thenthesamplecompriseslO2highcashfinnsand341owcash
finns.IftheconsecutivecashholdingrestrictionissettolOyears,thenitwillbe46(morethan30%)or
,5(morethan25%)highcashfirm,and99(lessthan15%)or26(lessthan10%)lowcashfirms.
51,197TSEIst-sectionlistedfinndataal℃availablefbrcomputingcashtototalassetsratioin1986.
6ThevariablecompositioninPinkowitzandWilliason(2001)is5riginallyfi℃mOpleI;Pinkowitz,Stulz,
andWilliason(1999).OpleLPinkowitz,Stulz,andWilliason(1999)developthecomoratecashholding
determiningmodelusingtheU.S.data・PinkowitzandWilliason(2001)arguethatifJapanesebanks'
monopolypowerdetenninesthelevelofJapanesefirmgcashholdingbymodiC'ingOplerjPinkowitz,
Stulz,andWilliason(1999).DittmaI;Mahrt-Smith,andServaes(2003)alsouseOplel;Pinkowitz,Stulz,
andWilliason(1999)fbranintemationalcomparisonofcoIporatecashholdings.
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marketablesecurities.''71useoperatingassetsasthescalingfactor inaneffbrtto
eliminatethepossibleendogenousimpactsofcash・Thispaperistoestimatetheeffects
ofcash.Theintendeddependentvariablewillbetheratioofcash・ Ifeveryvariableis
scaledbytotalassets,thecashcomponemoftotalassetswillconelatethedependent
variabletoeachindependentvariableandthusnoneofthevariablewillbeidentically
andindependentlydislributed・Hence,insteadofusingtotalassetsasthescalingfacto喝I
deflatemostkeyvariablesinthisstudyusingoperatingassets・Theoperatingassetis
definedasGGtotalassets-cashanddeposits-marketablesecurities,'' i.e., GGtotalassets
minuscQs〃."8

'Ibmeasurethefinnsize,Itakethenamrallogarithmofthebookvalueoftotalassets.
Tbtalleverageismeasuredusingthedebt-to-assetsratiodefineda3.(short-tenndebt+
long-tenndebt)/bookvalueofassets."
Iuse themarket-to-bookratiotomeasure finn3growthopportunities､9The

market-to-bookratioisdefinedas"(marketvalueofequity+bookvalueofdebt)/book
valueofassets.''Afinn'sbookvalueofassetsreflectsafinn'sbookvalueofcumulated

assets,butitdoesnot includeafinn'sgrowthoption・Thus,afinn'smarketvalue
relativetothebookvalueshouldproxyfbritsgrowthoptions.
InordertoexaminefinnJinvestmentpolicyllmeasurefinns'caPitalexpendimres.

SincethereisnodirectaccesstoJapanesefinngflowoffimdsstatementsinthelate
1980s,'0Iuse6Gannualchangeinfixed-assets+depreciation"toproxyfbrthecapital
expendimres.CashflowisdefInedas6Gordinaryincome-interestexpenseanddiscount
charges-incometaxes-cashdividends.''
Networkingcapital isusedtocontrol fbraltemativesourcesofliquidityThe
commonlyuseddefinitionofnetworkingcapital isreferredtoastheCcdifference
betweenafirm?scurrentassetsandcurremliabilities.''Howeverbthedependentvariable
usedtoestimatefirms'levelofcashholdingsistheratioofcash.Regressingcashonnet
workingcapitalusingtheabovenetworkingcapitalwithcashdefinitionwithoutany
treatmentmightcausemulticollinearityproblem・Therefbre,toinsureeliminatepossible
econometricalprOblem,Imeasurethenetworkingcapitalas"currentassets-cunfent
liabilities-c"〃.，，ll

Networkingcapital isanindicatorofafirm'sabilitiestopaybackitsshort-term
liabilities・AnotherreasonwhyIestimatenetworkingcapitalwithoutcashisbecause
suchitperfbrmsbetterindetennineafinn'scashholdinglevel.Supposeafirmisnot
abletocoveritsaccoumpayableswithitsaccoumreceivables,thenithastofinancethe
deficits.Insuchcase,thefirmwillhavetocoversuchdeficitswithitscash・ Inother

7ThedefinitionofG@cash''orG@cashholding"fbrJapanese6nnsvariesfifomstudytostudy.Cashisdefine
asonly"cashinhand"inPinkowitzandWilliason(2001);"cashanddeposits+marketablesecuritieg'in
DitmarbMahrt-Smith,andServaes(2003);and"cashanddeposits+short-tennmarketablesecurities-
interestsbearingdebtS''intheWeeklyNikkeiBusiness.
8PinkowitzandWilliason(2001),OplerjPinkowitz, Stulz, andWilliason(1999)andDittmal3
Mahrt-Smith,andServaes(2003)usethesamemeasuretodefinethetenn"netassets"or"assets"intheir
smdy.

9SeeSmithandWatts(1992)andBarclayandSmith(1995)fbrdetailsonmarket-to-bookratioasthe
growthopportunitiesproxy.

'oStatementofcashflowwasnotrequiredbytheJapaneseGeneralAcceptedAccountingPrinciples
(GAAP)untilMarch2000.

'!OplenPmkowitz,Smlz,andWilliason(1999)andPinkowitzandWilliason(2001)excludecashfiPom
networkingcapitalsothatnetworkingcapitalwithouttheimpactofcashcanbeexamined,
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words,networkingcapitalwithoutcashisanindicatorofafmn'sneedsofcash
financing.I2
Iexcluderesearchanddevelopmentexpenses(R&D)fiPomthevariableselection

becausethenumberofmissingvaluesmayinevitablyaffecttheresults・Sincethebubble
economyinthel帥el980swascharacterizedwiththesoaringNikkeistockindex,Iadd
thevalueOfinvestingsecuritiesasanindependentvariabletocomrol fbrfinns'
speculationinthestockmarket.Thisisbecausethatprofitableafinnwithnopotential
investingopportunitymightpossiblyplaythemoneygameinthestockmarketdmng
thebubbleeconomy.

4.DescriptiveStatisticSofVariables

'.IDesc叩伽e戯飢伽伽呼肋erW"IC〃αJncrerMic"J･jnbles
Thblelsummarizesthestatisticsofkeyvariablesonfinns'characteristics.Tablel

presentsthedescriptivevariableofcharacteristicsofthehighcashfinnsandlowcash
finnsfroml986tol990.Tablelalsopresentstheunivariatecomparisonsusingt-test
andnon-parametricWilcoxontest tocomparethedifferencesbetweenmeansand
mediansrespectivelyofbothhighcashfinnsandlowcashfinns.
InTablel, itisobvioustofindoutthatthecharacteristicsofhighcashfinnsare

significantlydifferentfiPomthelowcashfirmsexceptfbrthegrowthopportunities.The
differencesinthemarket-to-bookratioareonlystatisticallysignificantatthel0%
significantlevel.
Highcashfinns'meanc""ratioismorethan6timesgreaterthanthelowcash
finns'meancashratio.ThisisbecausethereportedcashratioinTablel isdeflated
using@6assetswithoutcash''whilethedeflatorusedtodeflatecashatthesamplingis
@Gtotalassets.''NotSUrprisinglybthehighcashfinnshavelesstotalassetsandsalesthan
thelowcashfinns・l3

Highcashfinnsalsohavemorecashflowandcapitalexpendituresthanthelowcash
finns.Thisindicatesthathighcashfinnsundertakemoreinvestmentsandacquiremore
tangibleassets.Notethatthereportedmeanandmedianofcashflowin'1ablelare
negative・This isbecauseJapanesefirmswerenotrequiredtofIleflow-offimds
statementsuntiltheMarch2000fiscalyearsothatcashflowinthisstudyisestimated
fromthebalancesheetitems.

Tablelreportsnegativenetworkingcapital.ThisisbecauSenetworkingcaPital is
definedwithoutc""(i.e.,currentassets-current liabilities-c"h).Themeanand
mediannetworkingcapitalofhighcashfinnsandlowcashfInnsare-0.0746,-0.0349,
and-0.0427,-0.0504respectively・Themeannetworkingcapitalofhighcashfinnsis
significantlythanofthemeannetworkingcapitaloflowcashfinns・Ontheotherhand,
themediannetworkingcapital isslightly(whilenotsignificantly)higherthanthe
mediannetworkingcapitaloflowcashfinnS.

IzThedefinitionofnetworkingcapitalwithoutcashisverysimilartothedefinitionofoperating
workingcapital.SeePalepu,HealybandBernard(1999)fbrdetaileddiscussionsonnetworkingcapital
andoperatingworkingcapital.
'3ThishelpSexplainWhythesamplingresultsaresimilarwhetherthesamplingdefinitioniscash/assets
orcash/sales.
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Statistics: 1986-1990Tablel-Summ2

LowCashFinns旦i虫_皇聖h旦匹皿旦
Mean Mediml MedianMeanVariable

t-statistics) (zPstatistics

0.11843

11.4008

11.3531

1.55000

-0.00352

-0.05043

0.05717

0.03573

0.25126

0

0.17965

0.07878

0.36904

0

0

0.11737

11.69055

11.4383

1.76681

-0.00493

-0.04277

0.06125

0.04908

0.29379

0.00107

0.20468

0.12357

0.37887

0.01547

0.12129

＊**0.61862

（27.364）
***ll.09425

（-8.631）
**ll．1857

(-l.649)
l.60160

（0.999）
＊**0.03435

(16.289)
-0.03494

（0.879）
＊*0.06995

（2.203）
***0.06483

（8.825）
＊**0.06078

(-15.373)
＊**0

（4.688）
＊**0.07164

(-lO.558)
＊**0.00679

（-12.002）
***0.14019

(-14.169)
＊**0.00237

（4.336）
中**0.08700

（4.336）

＊**0.74213

(31.32)
***ll.38663

（-13.01）
**ll.2608

（-2.36）
*1.87291

(1.71)
＊**0.04022

（15.63）
＊*-0.07455

(-1.98)
***0.08202

（3.63）
＊**0.07631

（8.24）
＊**0.10326

(-19.56)
＊**0.00381

（7.84）
***0.14920

（-4.40）
＊**0.03778

（-13.29）
＊**0.18034

(-16.85)
＊**0.03474

（5.82）
***0.16011

（3.63）

CaSh

RealSize(JPY)

RealSales(JPY)

MarkettoBookRatio

CashFlow

NetWorkingCapital

CapitalExpendimres

InvestingSecurities

TbtalLeverage

Dividend

Short-tennDebt

Long-ternDebt

BankDebttoTbtalDebt

Insider'sOwnership

FinanciallnstituteOwnership

*，中*,and***indicatevariabledifferencesfomthelowcashfinnsignificantatl0%,5%,andl%levelrespectively・ Thc
t-statisticsintheparenthesesareproducedbyt-test;andz-statistics"non-parametrictest.Highcashfirmsarefirmstha(
peIsistentWholdthemtioofcashtototalassetsinexcessof，25attheendofeachoftheyearsl986-1990.Lowcashfinnsare
firmsthatpersistentlyholdtheratioofcashtototalassetslessthan･l5attheendOfeachoftheyearsl986-1990.Thesample
consistsofl40highcashfinnSand911owcashfinnsfbreachsingleyear.
DefinitionofWriables:Chsh:(C"handDeposits+MarketableSecurities)/OpemtingAssets.A"耀′"moAR"わ〃』"e心：
(MarketCapitalization+BookValueofDebt)/TbtalAsscts.Opem"'Zg4sse":TbtalAssets-CashandDeposits-Mmketable
SeCUrities・ReqISMze:NaturalLogarithmofthe'IbtalAssets.RQﾉ馳伽:NaturalLogarithmofSales.C""F1ow:(Ordinary
Income-InterestEXpenseandDiscountChargges-Taxes-Dividends)/OperatingAssets.Ne/恥ﾉ肋噌伽imI:(CurrentAssets-
Cash-CurrentLiabilities)/OperatingAssets.α叩jmI"e"伽z"℃s: (ChangeinFixedAssets+Depreciation)/Operating
AsSets."wes2囎鉈c""jes:InvestingSecurities/OperatingAssets.ZbmJLevel潅麿:(Short-termDebt+LongptermDebt)/Tbtal
Assets.DM晩"戯CashDividends/OperatingAssets.Morr-!e""α6!:Short-temDebt/Operat加gAssets・LoP暦彪P"2α62：
Long-tennDebt/OperatingAssets.

Meanandmediannetworkingcapitalwithc""(i.e., currentassets-current
liabilities)ofhighcashfimsareO.6675andO.5853.Ontheotherhand,meanand
mediannetworkingcapitalswithcashoflowcashfinnsareO.0746andO.0665.'41tis
obviousthatthefinancingcomponems(cashanddeposits,andmarketablesecurities)
consistoflargeportionsofnetworkingcapital.Since,thenetworkingcapitalwithout
cashexcludesthefinancingcomponems;theoperatingcomponents(suchasaccounts
receivable, inventorybandaccountspayable)willbeexaminedtodetennineafinn's
needsofcashfinancing.

'4SummarystatisticsofnetworkingcapitalwithcasharenotreportedinanyTable.
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Tmble2-PanelA:ODeratingPerfomanceofFimswithHigh/LowCashHoldings,1986-1990.

堕g幽並皿 Me会｡wCashF耐､，Mean Median Median

zPstatisticst-statistlcs

0.025898

0.026792

0.039832

0.037318

0.037622

0.036785

0.036068

0.045865

0.050011

0.046642

***0.119832

（8.14）
***0.119534

（8.68）
***O.110998

（7.87）
***0.115547

（7.61）
***0.107591

（8.41）

***0.144991

（7.41）
***0.142587

（8.36）
***0.134372

（8.65）
***0.133879

（8.33）
***0.125921

（8.98）

1986

1987

1988

1989

1990

0.038376***0.120011 0.043074***0.136351986-1990

9．05 8．14

*,**,and***indicatevariabledifferencesfromthelowcashfinnsignificantatlO%,5%,and1%levelrespectively.Operating
perfbrmanceisdefinedasordinaryincomesoveroperatingaSsets(totalassets-cash-marketablesecurities).Thet-statisticsin
theparenthesesareproducedbyt-testmrthedi睡躍ncesinmeans;andzPstatisticsWnon-parametricestfbrthediHbrencesin
medians・HighcashfinnsarefirmsthatpersistentlyholdtheIatioofcashtototalassetsinexcessof.25attheendofeachofthe
yearsl986-1990.LowcashfImsarefirmsthatpcrsistentlyholdtheratioofcashtototalaSSetslessthan.15attheendofeach
oftheyeaIs1986-1990.Thesampleconsistsofl40higlcashfirmsand911owcashfimsfbreachsingleyear.

QlyCashHoldings,1991-1995.
LowCashFimls一

一 MedianMean

z-statisticst-statistics

0.034861

0.029212

0.022881

0.016330

0.015746

0.041043

0.035927

0.025404

0.019330

0.022929

***0.115397

（7.62）
***0.094649

（5.68）
***0.084017

（5.72）
***0.074941

(6.31)
***0.072957

（5.39）

***0.098576

（8.14）
***0.071117

（6.26）
***0.065235

（7,61）
***O.061100

（7.07）
***O．054174

（6,53）

1991

1992

1993

1994

1995

***0.088392 ***0,067728 0.028927 0.0259641991-1995

6.65 6.53

*,**,and***indicatevariabledifferencesfromthelowcashfinnsignificantatlO%,5%,andl%levelrespectively・Operating
perfbnnanceisdefinedasordmaIyincomesoveroperatingassets(totalassets-cash-marketablesecurities).Thet-statisticsin
theparenthesesareproducedbyt-testfbrthediffrencesinmeans;andZ-statisticsbynon-parametrictestfbrthedifrerencesin
mejians・Highcashfinnsarefinnsthatpersistentlyholdtheratioofcashtototalassetsinexcessof.25attheendofeachofthe
yearsl986-1990.Lowcashfinnsarefirmsthatpersistentlyholdtheratioofcashtototalassetslessthan・l5attheendofeach
oftheyearsl986-1990.Thesampleconsistsofl40highcashfimsand911owcash6msfbreachsingleyear.

Highcashfirmsalsohavelowerdebtscomparedtolowcashfinns.Theevidences

indicatethathigllcashfirmshavesignificantlowerleverageratio,andtheamountof
short-tenndebt, long-tenndebtandbankdebt・Lowdebtholdingsindicatelowbank
influences.PinkowitzandWilliason(2001)arguethat ifthebankshavedominating
poweroverthefirms, thereshouldnotbeanyexpectedrelationbetweenfirms'cash
holdingsandleverage.

PinkowitzandWilliason(2001)alsoarguethatthereasonwhyJapanesefinnstendto
keepthecashathandisbecausethebankstellthemtodoso.WhenaJapanesefinns'
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mainbankpossessesmonopolisticpoweroverthefinn, themainbankwil1h℃ethe
finntobOrrowfiPomthebankanddepositthoseborrowedfilndsinthebank. 'I11us,while
thebankisabletomakemoreloanswiththoseloandeposits,thebankisalsoableto
extractmorerentshomthefinn・PinkowitzandWilliason(2001)isnotalikelystoIyto

fitintothepicmreofthisstudyEventlloughtheregulationtolimitbanks'equily
holdingofaiiysinglefinnfifomi0%to5%wastakenifitoeffectinl977;'5PinkOWitz
andWilliason(2001)arguethatthemainbankshouldinfluencesmallerbankto
effectivelycontroloverthefinnsafterl987.

Meanandmedianfinancialinstituteownershipofthehighcashfinnsarel6%and
8%in1986-1990.Howeverbthemedianofthebankgownershipinl991-1995isless
than2%(seeTable6PanelA).Thisindicatesthatthebanksarenotpowerfillenoughto
mfluencehighcashfinnsasthebanksusedtobe.

4.2Desc叩伽e励醐加畑q/q'em"gPE'sfr腕α"ce
Table2presemstheoperatingperfomanceoftheselectedfinnsinthesamplein
l986-1995・PanelAreportsthesummarystatistiCsinl986-1900whilePanelBreports
thesummarystatisticsinl991-1995.TheoPeratingPermonnanceisdefInedastheratio
ofordinaryincomesoveroperatingassets.
FollowingthetreatmentusedinTablel,Ialsotestifthemeandifferencesand

mediandifferencesbetweenhighcashfinnsandlowhighcashfinnsequaltozerOusing
t-testandMIcoxontest.Table2revealsthattheoperatingperfbnnancesofhighcash
finnsaresignificantlygreaterthantheoperatingperfbnnancesoflowcashfirms
hroughoutl986-1995.Themeanandmedianperfbnnancesofhigllcashfirmare3
timesgreaterthantheperfbnnancesofthelowcashfinnsinl986-1990,andare2・S
timesinl991-1995.

S･ResearchDesigns

5.IS加"伽"eo"8-E々"α伽"Mo"/

ThepurposeofthisstudyisimendedtoshedliglltontherelationbetweenJapanese
finns'corporatecashholdinglevelsandthecorporateoperatingperfbnnance. Iuse
two-stageleastsquares(2SLS)methodtoaddl℃sstheconcemofthisstudybThereason
whyluse2SLSmethodfbrtheanalysesistoavoidthesimultaneousproblems・Firms
musthavegoodperfbnnancetogeneratemorecash; thenfirmswithmorecashcan
perfbnnbetter・Orfinnswithlargeholdinghavegoodperfbnnance; tllenthegood
perfbrmancegeneratesmorecash.However, it ishardtodemonstrateaclear

cause-and-effectrelationshipbetweencashandoperatingperfbnnance.
Inthis smdy,Iassume that fimgcashholdinglevels inl986-1990are

(positively/negatively)correlatedtotheiroperatingperfbrmanceinl991-1995・ Ifirst
estimatethenonnalcashholdingswiththecashholdingdeterminamsreportedin'Ihble
l;thenlregressoperatingperfonnanceonthepredictederror(unexplainedexcesscash)
fiPomthefirststageregressiontofindoutiftheexcesscashinteractswiththeoperating

'5AccordingtoPinkowitzandWilliason(2001),theregulationgrantsthebanksalOyearsgraceperiod
todisgorgethecross-holdingofequity.Therefbre,thebankcanonlyholdtheequitysharesofasingle
finnupto5%sincel987.
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perfbnnanceornot.'6

5.2De〃加加α"応如mIﾌeC花aQJMHり〃師gLeveAs
ThefbllowingexpectedcashholdingleveldetenniningregressionisfiPomPinkowitz
andⅧⅡiason(2001).PinkowitzandWilliason(2001)modifjrthesetofcashholdmg
deteminantsdevelopedinOpleI;Pinkowitz, Smlz, andⅧlliason(1999) fbrthe
estimationoftherelationbetweenthebanks'powersoverJapanesefinngcaShholding
levels.Dit加孤Mahrt-Smith,andServaes(2003)useOplerDPmkowitz,Stulz, and
Ⅷlliason(1999)cashholdingdeterminantsfbracross-coumrycomparisononthe

corporatecashholdinglevelsamong45countries.
FollowingPinkowitzandWilliason(2001),Iestimatefinns'cashholdinglevelsfifom

thesize,growthopportunities,flow-ofLfimds, leverage,andpayouts.IalsoincorPorate
theeffectsofspeculationsinthecapitalmarket.Theestimateregressionoftheexpected
cashholdinglevelis:

弓十ｍｍ肋
＊Ａ＋Ｍ

‐

●
つ
■
″
シ

鋤
加

伽
〃

ａ
‐
＊
＋

肋
帆
州

叫
州
肌

畑
叫
酔

岬
醐
加

十
＊
＊

Ａ
Ａ
Ａ

二
十
十

呪側

(1)

where

Moa=M"r舵"oBookRa加仰86L〃〃

RSizei=Rea/Sme"986J99の

CFi=QzshFYOw"986J99の

Ⅳ"q=ノVと#恥流"gQﾘﾌﾞ加叩986LI99の

α¥ﾌexi=Q切加/E唾ﾌ鮒伽""s"986LI99の

〃v膨乢="veM"g"cz"""""98"I99の

Leya=乃緬ﾉLeveMge(I986EI99の

DDilj=DMZだ"cID""'"WI986J99の

BDrom=Ba"kDeb"oZb"/De〃α98か〃9の

Market-to-bookratioservesastheproxyfbrfinns'growthopportunities.Realsizeis
thenamrallogarithmoftotalassets,whichisthevariablecontrollingfbrthefirmsize.

CashflowandcapitalexpendimrescOmbinedarethevariablescontrollingfbrfirms'
flow-ofEfimdsandinvestmentpolicybNetworkingcapitalistodeterminefinn'sneeds
offunds.Tbtalleverage(definedasthesumofshort-tenndebtandlong-termdebtover

totalassets)isthesignfbrfinn'scapitalstrucmrewherebankdebttototaldebtisthe
indic誠orofbank'sinfluence・Dividenddummyissetequaltolwhenthefinnpaysout
anycashdividendsinthatyearb
PinkowitzandWilliason(2001)arguethatbanks'monopolypoweristhedirect

'6MikkelsonandPartch(2003)donotprovideanyexplanationwhytheychoosethe2SLSmethod.Even
thoughmyanalyzingmethodisadaptedfi9omtheirwork;Imightrunthe2SLSbaseonatotallydifferent
standinggroundfromthem.
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reasonwhytheJapanesefinnsmaimainatthehighcashholdingposition.Whenbanks
aremorepowerfilloverfirms,bankssimplymakeexcessIoanstOfinnsandextract
rentsfinmfinns・Hence,otherthanthecashholdingdeterminamsdevelopedinOplerj
Pinkowitz,Stulz,and､Mlliason(1999),Pinkowi吃andWilliason(2001)addbankdebt
tototaldebttoincorporatebanksinfluences.
InadditiontoPinkowitzandⅧlliason(2001),Iaddinvestingsecurities to

incorporatetlleeffectsofJapanesefirms'speculationactivitiesduringthelatel980s
bubbleeconomy.Ifprofitablefinnsdonothaveviablepositivenetpreventvalue(NPV)
prqjects, theymighteasilyfindsomeprofitablesubstimtes intheboomingcapital
market.

5.3EW加α卿qfPeWr"Tα"ceo"ExcessC上Js"
Thesecondstageregressionestimatestherelationsbetweenoperatingperfbnnance
andtheunexplainedexcesscashfiFomthefirststageregression・Thesecondstage
estimateregressionis:

弓十州

』
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where

Per/;=q'eMwing凡加γ"，α"Ceα卯ル〃卿

U>'excM4sHI=[/>7eヰフ〃加e"Exc"sC""

PnsZPEﾉ ;=RMq'e'"""gPe枕'7"α"ce"986LI99の

IM3IDEE="sjと左応'Ow"e芯〃ゎ″986LI99の

FY"lWSZi=Fj"α"c〃んs〃"郷'助"〃Hり肋"gFW86EI99の

D=D""""允γP伽"iveU"e叩〃加e"ExcessCtzs"

Unexplainedexcesscashisthepredictionerrorofcashfifomregression(1).Current
perfbnnanceisassumedtobecorrelatedtothecashholdinglevelinthepreviousperiod.
Hence, thedependentvariable inregression(2) iStheoperatingperfbnnance in
l991-1995.Tbcontrolfbrthepersistenceinperformance,theoperatingperfbmlancein
1986-1990isincluded.

Otherthanunexplainedexcesscash, insiders'ownership(ratioofdirectors'share
holdingsovertotaloutstandingshares)andfinancial instituteownership(ratioofthe
equityholdingsoffinancial instituteovertotaloutstandingshares)areregreSSedon
operatingperfbrmancetocontrolfbrmanagerialincentivesaiidbankinfluences.'7
DummyfbrpositiveunexplainedexcesscashiSsetequaltolwhentheuneXplained

excesscashispositiveorzerootherwise・DummyfbrpOsitiveunexplainedexcessis
intendedtotest ifthefinn'sperfbnnanceinteractswithinsiderholdingorfInancial
instituteholdingconditioningonfirmsholdmorecashthanexpected.

ー

'7Regression(2)isalsomodifiedfifomMikkelsonandPartch(2003).Howeverblincludebankin伽ence
toemphasizethedifferencesingoverningsystembetweentheU.S・ finnsandtheJapanesefinnsas
arguedinmanypriorsmdies(e.g.Morck,NakamuraandShivdasani [2000],PinkowitzandWilliason
[20011).
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"ble3-RegressionsofFmancialDetenninantsonCashHoldmgs.
LowCashFirms旦i虫_旦旦血_EiE皿昌

OLS Fama-MacBeth OLS Fama-MacBethWriable

***0．125129

（9.407）
0.002457

（1.116）
-0.000064

（-0.063）
0.029315

(0.364)
-0.016056

（-1.492）
**-0.100814

(-3.740)
**-0.070032

（-2.596）
**-0.099315

（-3.900）
**-0.009273

（-3.101)
＊*0.078000

（3.222）

＊**0.133593

（9.500）
0.001742

（0.814）
-0.000752

（-0.662）
0.025846

（0.339）
-0.012886

(-0.153)
***-0.092144

（-3.％7）
本**-0.102667

(-3.081)
＊*-0.090354

（-2.761）
＊*-0.008553

（-2.181）
＊*0.075289

(2.604)

＊**0.462549

（3.150）
***-0.038568

（-3.653）
0.018075

（1.507）
***3.780317

（14.719)
***-0.759945

(-14.509)
***-0.743890

（-6.471）
0.094904

（0.454）
0.503057

（1.471）
0.009544

（0.360）
-0.346184

（-1.634）

***0.515334

（3.791)
＊*-0.044144

（-3.3623）
0.013204

(1.435)
＊**3.752606

（9‘964）
***-0.738650

（-9.290）
***-0.658164

（-4.540）
0.089604

（0.462）
0.433942

(1.024)
0.017876

（0.675）
-0.275798

（-1.049）

Constant

MarkettoBookRatio

RealSize

CashFlow

NetWorkingCaPital

CapitalExpenditures

hvestingSecurities

TbtalLeverage

DividendDummy

BankDebttoTbtalDebt

4.414(0.000）
0.0634蕊雛-value)

F-sta

Adiu

66.43(0.000）
0.4573 0.025980.44298

*,",and***indicatevariablesignificantatlO%,5%,andl%levelr℃spectively・Thedependentvariableiscashoveroperating
assetsinl986Iol990・The5xed-effectt-statisticsarereportedintheParentheses.TheadiustedR2offixed-effectsmodel is
calculatedwithout fixed-efrects.Fama-MacBethindicatesthatacross-sectional regressionisestimatedeachyearandthe
averagecoefriCientsarecalculatedftomthetimescriescoefficientsgeneratedWtheannualcross-sectionalregressions.The
Fama-MacBetht-statisticsarecalculatedusingtheNcwey-WeStprocedux℃fbrcorrectedfbrautocorrelationstandarderrors･High
cashfinnsare肋加sthatpersistentlyholdtheratioofcashtototalassetsinexcessof､25atthecndofeachoftheyears
1986-1990.LowcashfinnsarefinnsthatpeIsiStcntlyholdtheratioofcashtototalassetslessthan.15attheendofeachofthe
yearsl986-1990.Thesampleconsistsofl40highcash6rmsand911owcashfinnsfbreachsingleyear.
DefinitionofVariables:"sh:(CashandDeposits+MarketableSecurities)ﾉOperatmgAssets.ﾊ此"AeIIDBookRazjoM4sse":
(MarketCapitalization+BookWlueofDebt)/TbtalAssets."eQ/蝿』"eJS:TbtalAssets-CaShandDeposits-Marketable
Securities.Reaﾉ雛彦:NaturalLogarithmoftheTbtalAssets・伽hFWw: (OrdinaIyIncome-InterestExpenseandDiscount
ChargCs-Taxes-Dividends)/OperatingAssets."e/晩成聴伽j､ﾉ:(CurrentAssets-Cash-CurrnentLiabilities)/Operating
Assets.”j〃卿e"伽8"Fs: (ChangeinFixedAssets+Depreciation)/OperatingAssets.〃v""""cz""“: Investing
Securities/OperatingAssets・乃MLeveﾉ電e:(Short･termDebt+Long-termDebt)/'IbtalAssets.DM叱耐D"""Iy:Setequalto
l ifthefinnpaysoutadividendinthespecifiedyearandzerootherwise.

6.EmpiricalResults

dIEx私ﾌecie""sﾙHbM"gLeyels
Resultsofregressions(1)aredocumemedinTable3・Boththehighcashfirmsand

IowcashfinnsareselectedbasedonthelevelthepersistenthighcasMowcashholding
positioninl986-1990・ Inadditiontothepanel regression, I alsopresent the
Fama-MacBethcross-sectionalregressiontoestimatethecashholdinglevels(Famaand
MacBeth,1973).Fama-MacBethregressionisestimatedusingthefbllowingsteps・For
eachyear,anannualcross-sectionalregressionisestimated.Thetimeseriescoefficients
areUsedtocalculatetheaveragecoefficients・Atlast,IusetheNewey-Westprocedure
toproducethecorrectedfbrtheautocorrelationstandarderrorsfbrcalculatingthe
Fama-MacBetht-statistics.

Ifindthatthecashholdinglevelsofthelowcashfinnsarenegativelycorrelatedwith
thecapitalexpenditures, investingsecurities, leverageanddividend,butarepositively
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colTeCtedwitllthelevelsofbankdebttototaldebt・ThecoeHicientsoftheabove

variablesarebothstatisticallyandeconomicallysignificant.Thepanelregressionand
Fama-MacBethregressionproduceconsistentandcomparableresults・ThissuggestSthat
cashholdinglevelsofthelowcashfirmSarepersistemthroughtime.
Withtheinfluencesofthepowerfillbanks, finns'cashholdingsareexpectedto

increasewiththebankdebts・MyresultsareconsistemwithPinkowitzandWilliason
(2001)sincecashholdingsarepositivelycorrelatedtobankdebtratio.Cashholdingsof
thelowcashfinnsarealsonegativelycorrelated(-0.10and-0.07)totheinvesting
securitieS・ThisisalsoconsistentwithmyhypothesisthatfimswithoutviableNPV
prqjectssimplypurchasesecuritiesfifomthecapitalmarket.
Incontrasttothelowcashfirms,Ifindcashholdinglevelsofthehighcashfinns

decreasewithmarket-to-bookratio,capitalexpendimresandnetworkingcapitalZbut
increasewithcashflow.Again,thecoefficientsofthesevariablesarebothstatistically
and economically significant. The results generatedbypanel regressionand
FamaPMacBethregressionarecomparabletoeachother・Thissuggeststhatcashholding
levelsofthehighcashfinnsarealsopersistentthroughtime.
Theevidencesindicatethatwhilehigllcashfinnsspendmoremoneyinacquiring

fixed-assets(coefficientsofcapitalexpendimesare-0.743and-0.658),highcashfinns
needlessfimdsfbroperatingactivities(coefficientsofnetworkingcapitalare-0.760
and-0.739)andareabletoaccumulatemorecash(coefficiemsofcashfloware3.78
and3.725).Takingthefactthathighcashfinnsdonothaveviablegrowthprospects
(coefficientsofmarket-to-bookratioare-0.039and-0.044),theevidencessuggestthat
highcashfirmssimplykeepthecashwithinthefirms.
Theregressionresultssuggestthatthedetenninantsofthecashholdinglevelsofhigh

cashfinnsandlowcashfirmsareverydifferemfiPomeachothers・Ofcourse,thereisno
reasonthatWeshouldexpectthecashdetenninantsshouldbethesamefbrfirmswith
extremelyhighcashholdingpositionandextremelylowcashholdingposition.Theonly
variablethatcoIrelateswithcashholdingsofbothhighcashfirmsandlowcashfinnsis
thecapitalexpendimres;however,themagnimdesarealsodifferent(-0.744,-0.658fbr
highcashfirms,and-0.092,-0.101fbrlowcashfirms). Itisobviousthathighcash
fIrmsSpendmOrecashinacquiringfix-assetsthanlowcashfinnsdo.
Itissurp㎡singtllatrealsizeisnotstatisticallysignificantfbrbothhighcashandlow

finns. This is inconsistentwith the existing literamre・ '8The straightfbrward
interpretationisthatfirmsizedoesnotdetennineafirm'scashholdingleveloncethe
firm'scashholdingpositioniseitherextremelyhighorextremelylow.

a2QJs"Hり此加g耽醐o"PeWw'q"ce
Iestimatetheeffectsofcashholdingsonperfbnnancew肋regression(2).Thisis

donebyregressingoperatingperfbnnanceontheunexplainedexcesscash,whichisthe
predictionerroronthecashfiPomregression(1).Theresultsofregression(2)are
documentedinThble4.

Theresultsconfinnthattheoperatingperfbnnanceofbothhighcashfinnsandlow
cashfinnsaresupportedbytheirpreviousperfbrmance.Thisalsoconfinns the

'8Priorliteramre,fbrexample,RaianandLuigiZingales(1995),OplelBPinkowitz,StulzandWilliason
(1999),andPinkowitzandWilliason(2001)alldocumentsignificantcorrelationbetweenafinn'ssizeand

itscashholdinglevel､MikkelsonandPartch(2003)alsofindthathighcash6rms'cashholdinglevelare
significantlycoITelatedtoitssize.
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mble4-RegressionsoftheRelationsbetweenOperatingPerfbnnanceandUneXplainedEXCessCash.
LowCashFinns

OLS FamaFMacBth
HighCashFirms
OLS Fama-MacBethWriable

***0.012754

(5,556)
***0.139270

（2.979）
***0.392315

(10.721)
0.130684

（1.534）
-0.017438

(-1.393)
-0.086041

（-0,846）
0.003298

（-0.194）

***0．010740

（4.445）
＊0.108491

(2.565)
***0.458079

（9.724）
0.133942

(2.019)
-0.024293

（-2.350）
・0.176157

（-2.045）
0.020440

（1.714）

0.004617

（0.989）
***-0.027559

（-2.893）
＊**0.576896

（23.840）
-0.052727

(-l.088)
0．018188

(0.931)
0.027538

(0.311)
＊0.048990

（1.795）

0.001604

（0.287）
-0.025803

（-1.785）
***0.605254

(15.215)
-0.078207

（-2.202）
0.014054

（0.967）
-O.005775

（-0.067）
＊0.061180

（2.490）

COnatant

UnexplainedExcessCash

PastOperatingPerfbnnance

Insiders'Ownershipl986-1990

FinanciallnstimteOwnership
1986-1990

DummyfbrPositiveExcessCashx
Insider'sOwnership
DummyfbrPositiveExcessCashx
FinancialInstituteOwnerShip

24.26(0.000）
0.2351

101(0.000)
0.4620總瀞-value)

F-s

Ad 0.28570.4875

*,**,and"*indicatevariablesignincantatlO%,5%,andl%levelrespectively・ThedependentvariableisOrdinaryincomes
overopcrating"setshoml991 tol995.Thefixed-effectt-statisticsa【噂reportedintheparentheses.TheadiustedR2of
fixed-enctsmodeliscalculatedwithoutfixed．emcts・FamaPMacBethindicatesthatacross-scctionalregessionisest加atedeach

yearandtheaveragecoefficientsarecalculatedhomthetimeseriescoeificientsgeneramtedbytheannualcross-sectional
regessions・TheFamaPMacBetht-statisticsarecalculatedusingtheNewey-Westprocedurefbrcorrectedfbr･autocorrelation
standarderrors.HighcashfinnsarefIrmsthatpersistentlyholdtheratioofcashtolotalassetsinexcessof､25attheendofeach
oftheyearsl986-1990.LowcashfinnsarefinnsthatpeIsistentlyholdthemtioofcashtototalasse(siessthan・15attheendof
eachoftheyearsl986･1990.Tbesmnpleconsistsofl40highcashfrmsand911owcasharmsmreachsingleyear.
DennitionofWriables:のe”"喀馳加Pwq"e:OrdinaryIncomes/OperatingAssetsbU"e"わj"edm""C"":Residualsof
EstimateRegressionReportedmThble3.MIO"FD/蝿腿加ｸ”α"ce:OperatingPerfbrmanceinl986-1990. "zsjこた（
OHwe応坤勤城es:Direclors'Holding/OutstandingShares.""α"cね/〃”加陀Ow"e応坤:Financial lnstimtes'Holding/
OutstandingShares.Dz"'I"'y"r"s"内'eacessCnsh:SetequaltolwhenexcessispositiveandzerootherwiSe.

persistenceofoperatingperfbnnance.
MikkelsonandPartch(2003)concludethatpersistent largecashholdingsdonot

hinderfinngoperatingperfbnnancebaseonthefactthatunexplainedexcesscashdoes
notinteractwithoperatingperfonnanceandanyotherownershipproxy.

I findthatunexplainedexcesscashsignificamlydecreaseswiththeoperating
perfbrmanceofhighcashfirms, but significantly increaseswiththeoperating
perfbnnanceoflowcashfinns.TheFama-MacBethtimeseriescoefficientsarenot
statisticallysignificant;howevel;thevalueandsignofcoefficients(-0.028and-0.026
fbrhighcashfinns, andO.139andO.108fbr lowcashfirms)suggest that the
magnitudesofvariablesareeconomicallypersistent・ Thereare inconsistentwith
MikkelsonandPartch's(2003)results.

IfIndlittleevidencethatownershipstructuremightaffectfinns'perfonnance・None
ofthemanagerialownershipstructurevariableisstatisticallysignificant.Ontheother
hand,DummyfbrPositiveExcessCashxFinancialInstimteOwnershipfbrthehigh
cashfinnsisstatisticallyandeconomicallysignifIcant.Again,Fama-MacBethtime
seriescoefficientsarenotstatisticallysignificant,butthevalueandsignofcoefficients,
0.049andO.061,suggestthatthemagnitudesofvariablesareeconomicallypersistent.
Thisimpliesthatoperatingperfbnnanceofthehighcashfirmsbenefitfromholding
morecashthanexpectedandtheequityholdingsoffinancialinstimteofthefinnsmight
bethereasonthatcausessuchanincrease.
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d30℃ss-"c伽"αM"α“jSo"のeγα""g此加r腕‘"，ce
Thelastestimateregressioninthissmdyexaminesthecross-sectionalvariationin
operatingperfbnnanceamonghighcashfinnsandlowcashfinns. Iestimatethis
regressionbycombininghighcashfinnsandlowcashfinnimoonesample.Thefbnn
oftheregressionis:

易十略
●
画
口
少加＊β＋↓ａ

。
α〃

噸
伽

》
》
一
一

十
＊
＊
＊

Ａ
Ａ
Ａ
八

一
一
十
十
十

秘彫

(3)

where

PeJZ=q'e'℃"zgPelybr"q"ce"99I-"'"

Moa=M"ke"oBookRa伽α9〃-〃”

PMPe'"=Pz剛のermi"gPejybr胴α"ce"986LI990ノ

RSZa=R〃ﾉS吃ea9〃-〃卿

α子＝αお〃〃ow"99I-〃卿

Ⅳ"q=NNer"orki"gQMpi"M99I-I99J)

Qﾘﾌﾞexi=Q¥ﾌ伽IE堺ﾌe"‘加"es"99I-〃卿

加八Sec"f=加ﾉeW加g舵c"r魔蜘α9〃-〃卿

Lelgi=乃如!Levemgca9〃-〃卿

DD"=DMZ左""D"碗"""9"-〃卿

BD"Zn=Ba"kDe〃mZb"ﾉDebr"99I-〃助

ZMsIDEB=j>'sjtたぽOw"e芯坤〃9〃-〃卿

FMZWW;=助"妙Hb/t加願qがY"α"cねﾉ"獅加花″9〃-〃卿

Thedependentvariableofregression(3)istheoperatingperfbnnanceinl991-1995.
Allvariablesinregression(3)arethel991-1995valuesexceptfbrthevalueofpast
operatingperfonnanceinl986-1990.Twonewvariables,financial instimteownership
andmanagerialownership(insiders),areaddedtoregression(3)toincorporateinsiders'
andbankS'presence.

Consideringthatregression(3) isestimatedwithacombinedsample, Iestimate
regression(3)withafixed-effectsmodel(Greene,2002). Ialsoestimateregression(3)
withtheFamaPMacBethmethodologywiththesametreatmentsusedtoestimate
regression(1)andregression(2).

I find that operatingperfbnnance increaseswith caSh, past perfonnance,
market-to-bookratio, cashflowb leverageandfinancial instimteownershipwhile
decreaseswithnetworkingcapital.
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PerfbmanceonFirmCharacteristics,1991-1995.Thble5-Cross-sectionalRegressionsofOperating
Fama-MacBethFixed-EHectsWriable

0.0013249

（0.120)
***0.0283662

（7.827）
***0.1428858

（7.805）
0．0006999

（0.978）
＊*0.0081775

（2.757）
**＊1.19222?l

（24.522）
**-0.0178832

（-2.551）
-0.0179379

(-l.445)
0.0028394

(0.213)
＊0.0534689

（2.575）
-0.0179507

（-1.423）
-0.0236779

（-1.247）
**0.0140615

（3.172)
＊0.0052430

(2.440)

-0.0015952

(-0.188)
***0.0322031

(11.768)
***0.1323221

（11.855）
0.0007807

（1.257）
＊**0.0069700

（4.843）
＊*＊1.1917876

（55.724）
***-0､O188106

（-4.045）
＊*0.0225135

（2.088）
0.0041259

（0.326）
***0.0612088

（4.422）
＊*-0.0223138

（-2.058）
-0.0255911

（-1.282）
**0,0103487

（1.985）
＊0.0076683

(1.699)

Constant

Cash

OperatingPerfbmance(1986-1990)

RealSize

MarkettoBookRatio

CashFlow

NetWorkmgCapital

CapitalExpendimres

InvestingSecurities

TbtalLeveragge

BankDebttoTbtalDebt

Insiders'Ownership

FinanciallnstituteOwnership

DividendDummy

患繍雲-value)
F-s

Ad

789.9（0.000）
0.8989 0.9108

*,",and***indicatevariablesignificantatlO%,5%,andl%levelreSpectively・Thedependentvariableisordinaryincomes
overoperating"setsfioml991tol995・mlefixed-efrectt-statisticsarerepOrtedinileparentheses.TheadiuStedRgof
fixed-efmectsmodel iscalculatedwithoutfixed-efects.FamaPMacBethindicatesthatacross-sectionalregressionisestimated
eachyearandtheaveragecoefYicientsarecalculatedfromthetimeseriescoefficientsgCneratedbytheannualcross-Sectional
regressions･TheFama-MacBetht-statisticsarecalculatedusingtheNewey-Westproceduremrcorrectedfbrautocorrelation
standarderrors.Highcashfinnsarefinnsthatpersistentlyholdtheratioofcashtototalassetsinexcessof.25attheendofeach
oftheyearsl986-1990.Lowcashfinnsarefirmsthatpersistentlyholdtheratioofcashtototalassetslessthan､15attheendof
eachoftheyearsl986-1990.ThesampleConsistsofl40highcashfinnsand911owcashfnnsfbreachsmgleyear.
DennitionofWriableS:"erq"昭姥加〃ｵaP@ce:Ordmarylncomes/OperatingAssets.msh:(CashandDeposits+Marketable
Securities)/OperatingAssets.Pns/"er""ag鹿施Fw""ce:OperatingPerfbnnanceinl986-1990.ﾙ血r""omoAR"わ〃
Asse": (MarketCapitalization+BookWIueofDebt)/TbtalAssets・のemr"鱈4sseMs: 'IbtaIAssets-CashandDeposits-
MarketableSecurities.Reaﾉ雛e:NaturaILogarithmoftheTbtalAssets.CashFbw:(Ordinarylncome-InCrestExpenseand
DiscountCharges-Taxes-Dividends)/OperatingAssets.NNe/恥戒囎伽”ﾉ:(CunEntAssets-CaSh-CunBntLiabilities)/
OperatingAssets."”ﾉ卿白"戯r冴肥s:(ChangeinFixedAssets+Depreciation)/OperatingAssets.〃ﾂes"昭艶cz""鱈g
InvestingSecurities/OperatingAssets・乃刎Leve電e:(ShortPtermDebt+Long-termDebt)/TbtalAssets.JizsMr30ww"e応ﾙわ
伽ﾙ":Directors'Holdmg/OutstandingShares.FWmPIc刷加『〃切花Ow"e応力〃:Financial lnstitutes'Holding/Outstanding
Shares.Div""dD""wW:SetequaltolifthehrmpaysoutadividendinthespecifIedyearandzerootherwise.

Asexpected,operatingperfbnnanceissupportedbytheoperatingperfbnnanceinthe
previousperiod・Thepositivesignificantlycorrelationbetweencashandoperating
perfbrmanceconfinnsthattosomeextentthatperfbrmanceisbuiltonburningcash・The
market-to-bookratioisalsopositivelycorrelatedtotheoperatingperfbnnance.This
showsthatbothhighcashfirmsandlowcashfinnsstillhaveroomfbrgrowth・Though,
themagnitudesofthemarket-to-bookratio,0.0067withfixed-effectsmodelandO.0079

withFama-MacBethmodel,suggestthattheroomfbrfinnstogrowmightbeconfined
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CashFimsandLowCashFirmsinl991-1995mble6-PanelA:ComparativeStatisticsofHig
LowCashFimls璽虫_旦旦迦互皿旦

Mean Median MedianMeanVariable

z-statisticst-statistics

0.09828

12.21466

12.05921

】､33347

-0.01022

-0.00643

0.05030

0.05246

0.27604

0.00083

0.17372

0.12696

0.36556

0.01059

0.12555

0.08743

12.10264

12.06757

1.27631

-0.00925

-0.01636

0.04371

0.03771

0624788

0‘00000

0.16015

0.09799

0.36424

0．00000

0．00000

***0.56004

（27.40）
**＊11.67469

（-6.91）
**＊11.39055

(-9.11)
***1.42595

（2.76）
***0.02471

(11.99)
-0.00015

（0.54）
＊**0.06553

（3.57）
＊**0.08235

（8.24）
＊**0.09785

（-19.93）
***0.00212

（5.36）
＊*申0.10375

（-8.45）
＊**0.04684

（-13.16）
＊**0.18398

（-16.30）
＊**0.02559

（6.12）
＊**0.17941

（4.79）

＊**0.46567

（26.522）
**＊11.44216

(-4.177)
**＊11.28476

(-6.103)
1.28676

（0.638）
＊**0.02230

（15.807）
＊**0.02352

（3.407）
＊**0.05405

（2.685）
＊**0.06923

（7.862）
＊**0.05630

(-15.373)
＊**0.00000

（2.185)
＊**0.05183

（-12.725）
***O．01417

（-12.123）
＊**0.13870

（-13.808）
＊**0.00210

（4.998）
＊**0.16843

Cash

RealSize(JPY)

RealSales(JPY)

MarkettoBookRatioofAssets

CashFlow

NetWorkingCapital

CapitalExpenditurmes

InvestingSecurities

TbtalLevera"

Dividend

Short-tennDebt

Long-temDebt

BankDebtmTbtalDebt

Insiders'OwneIship

FmanciallnstituteOwnership
(4｡998

*,**,and***indicatevaIiabledimerencesfromthelowcashfinnsignificantatlO%,5%,andl%ieveirespectively・ The
t.statisticsintheparenthesesareproducedWt-test;andz-statisticsbynon-parametrictest.HighcashfInnsarefirmsthat
persistentlyholdtheratioofcashtototalassetsinexcessof､25attheendofeachoftheyearsl986-1990.Lowcashfirmsare
firmsthatpersistentlyholdtheratioofcashtototalassetslessthan.15attheendofeachoftheyearsl986-1990.Thesample
consistsofl40highcashfirmsand911owcashfilrmsfbreachsingleyear.
DefinitionofWriables:Cash:CashandDeposits+MarketableSecurities/OperatingAssets.A他rﾙeijomokRα"oqM"":
(MarketCapitalization+BookWlueofDebt)/TbtalAssets."em!"喀刻"els: 'IbtalAssets-CashandD"osits-Marketable
Securities.""jS膨琶:NammlLogarithmoftheTbtalAssets.Re副釦伽:NaturalLogarithmofSales.C"hFYDw: (Ordinary
Income-InterestExpenscandDiscountCharges-Taxes-Dividends)/OperatingAssets.雄『恥rtj》噌伽j":(CurrentAssets-
C"h-CunBntLiabilities)/OperatingAssets.”"αﾉ卿e""z"es:(ChangeinFixedAssets+Deprecialion)/OperatmgAssets
肋膨鈍聴鉈c""jes:InvestingSecurities/OperatingAssets.7b"Leve'電謬:(Short-termDebt+Long-termDebt)/TbtalAssets
D"娩列diCashDividends/OperatingAssets.Mo"-ier"α〃:Short-tennDebt/OperatingAssets.LoP暦彪r加此〃:LongPtenn
Debt/OperatingAssets.

duetotheseverebusinessenvironmentinl991-1995.

Cashflowandnetworkingcapital arealso statisticallyandeconomically
significantlycorrelatedtooperatingperfbrmance.Takingintoconsiderationthefactthat
marketato-bookratioisalsopositivesignificantlycorrelatedtoOperatingperfonnance;
thiscanbeinterpretedasthesefinnshavesomepositivenetpresentvalueprQjectsbeing
undertaken.Thus, the investmemsonthesepositiveNPVprqjects leadtobetter
perfbrmanceofthefirms.

IalsofindthatleverageandfInancial instimteownershiphavepositivecorrelation
witlloperatingperfbnnance.Theresultsconfinntheconclusioninthepriorlitelature.
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Thble6-PanelB:CompalativeStatisticsofHighCashFimsinl986-1995.
1986-19901991-1995

Median MedianMean MeanVariable

t-statistics) (z-statistics

0.61862

11.06061

ll.18573

1.60160

0.03435

-O.03494

0.06995

0.06483

0.06078

0.00000

O.07164

0.00679

0.14019

0.00237

0.08700

＊**0.56004

（-8.70）
***ll.67469

（7.19)
＊*11.39055

（2.04）
＊*＊1.42595

（-8.76）
＊**0.02471

（-5.04）
中**-0.00015

(5.13)
＊**0.06553

（-3.35）
*0.08235

（1.82）
0.09785

（-0.82）
＊**0.00212

．(-5.16）
＊**0.10375

（-4.19）
＊*0.04684

（2.10）
0.18398

（0.38）
＊**0.02559

（-2.97）
＊0.17941

***0.46567

（-9.404）
***11.44216

（5.343）
ll.28476

（1.176）
***l.28676

(-10.794)
＊*中0.02230

（-5.771）
＊**0.02352

(4.168)
＊**0.05405

（-3.954）
0.06923

（1.176）
0.05630

（-0.962）
***0.00000

（､4.937）
**0.05183

（-2.565）
＊**0.01417

（4.275）
0.13870

(-O.214)
0.00210

（-0.428）
0.16843

0.74213

11.27370

11.26078

1.87291

0.04022

-0.07455

0.08202

0.07631

0.10326

0.00381

0．14920

0.03778

0.18034

0.03474

0.16011

Cash

RealSize(JPY)

RealSales(JPY)

MarkettoBookRatioofAssets

CashFlow

NetWorkingCapital

CapitalExpenditures

InvestingSecurities

TbtalLeverage

Dividend

Short-tennDebt

Long-temDebt

BankDebttoTbtalDebt

Insiders'Ownership

Financiallnst伽teOwnership
1.95 1．123

*,**,and**中indicatevariabledifrerencesfomthelowcashfirmsignificantatl0%,5%,andl%levelrespectively・ The
t-statisticsintheparenthesesar巴producedbyt-test;andz-statisticsbynon-parametrictest.Highcashfirmsarefilrmsthat
persistentlyholdtheratioOfcashtototalassetsinexcessof.25attheendofeachoftheyearsl986-1990.Lowcashfrmsare
firmsthatpersistentlyholdtheratioofcashtototalassetslessthan・15attheendofeaChoftheyearsl986-1990. 'Ihesample
consistsofl40highcashfinnsand911owcashfinnsfbreachsingleyear.
DefinitionofVBriables:C"h:CashandDeposits+MarketableSecuritics/OperatingAsscts.ﾊ化r膣ｲわBookRQMoqMsseMs:
(MarketCapitalization+BookValueofDebt)/TbtalAssets."em"噌刻ssejs:TbtalAssets-CashandDeposits-Marketable
Securities.ReaﾉSize:NaturalLogarithmofthe･IbtalAssets.Reロノ釦"s:NaturalLogarithmofSales.CQshFbw: (Ordinaly
Income-InterestEXpenseandDiscountCharges-Taxes-Dividends)/OperatingAssets."er"brkjmgC""αI:(CurrentAssets-
Cash-CurrentLiabilities)/OperatingAssets.“j〃卿e"鋤""でs:(ChangeinFixedAssets+Depreciation)/OperatingAssets
伽泥s"噸鉈c"･"jeS:InvestingSeCurities/OperatingAssets.乃mILel姪'電e:(ShoIt-termDebt+Long-tennDebt)/TbtalAssets
mW生"d:CashDividends/OperatingAssets､鋤。""""α〃:Short-termDebt/OperatingAssets.Lofg-/el9"De62:LOng-tenn
Debt/OpcratingAssets.

AccordingtoPinkowitzandWilliason(2001),Japanesefirms'perfonnanceishindered
bythepresenceofpowerfillbanks.MyresultsindicatethatwhenbankJin伽ences
became lesspowerfill smce the late l980s, firmsandbanksdevelopeddecent
cooperationrelationtofacetheseverebusinessenvironment.

｡ｲD城""c"berwee"EQr秒〃9伽α"aLaだ〃8曲
Tbmrthercomparethedifferencesbetweenhighcashfinnsandlowcashfirms, I

document hreecomparisonsummarystatistics inThble6.PanelAcomparesthe
differencesbetweenhighcashfinnsandlowcashfinns inl991-1995.PanelB
comparesthedifferencesofhighcaShfinsbetweenl986-1990andl991-1995while
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Thble6-PanelC:ComparativeStatisticsofLowCashFimsinl986-1995.
1986-19901991-1995

MedianMedian MeanWriable Mean

zPstatisticstPstatistics

0.11737

11.8“29

11.43831

1.76681

-0.00493

-0.04277

0.06125

0.04908

0.29379

0.00107

0.20468

0.12357

0.37887

0.01547

0．12129

0.11843

11.72892

ll.35310

l.55000

-0.00352

-0.05043

0.05717

0.03573

0.25126

0.00000

0.17965

0.07878

0.36904

0.00000

0.00000

＊**0.08743

（-9.343）
＊*12.10264

（2.187）
**＊12.06757

（5.102）
＊*中1.27631

（-10.138）
＊-0.00925

（-1.922）
＊**-0.01636

（3.407）
＊**0.04371

（-3.247）
0.03771

（0.596）
0.24788

(-0.199)
＊0.00000

(-l.671)
＊*0.16015

（-2.452）
＊0.09799

（1.921）
0.36424

（-0.596）
0.00000

（0.0000）
0.00000

＊**0.09828

（-5.65）
***12,21466

（3.31）
**＊12.05921

（7.19）
**l.33347

(-11.23)
***-0.01022

（-2.84）
＊**-0.00643

（3.58）
＊*0.05030

（-2.38）
0.05246

(l.02)
0.27604

（-1.37）
0.00083

(-l.62)
＊**0.17372

（-3.68）
0.12696

（0.38）
0.36556

（-0.97）
＊**0.01059

（-2.59）
0.12555

（0.36）

Cash

RealSize(JPY)

RealSales(JPY)

MalkettoBookRatioofAssets

CashFlow

NetWorkmgCapital

CapitalExpenditurwes

hvestingSecurities

TbtalLevela"

Dividend

Short-termDebt

LongFternDebt

BankDebttoTbtalDebt

Insiders'Ownership

FinanciallnstituteOwnership
(0.0000

*,**,and***mdicatevariabledifferencesacmthelowcashfirmsignificantat lO%,5%,andl%levelrespectively. The
tPstatisticsintheparenthesesareproducedbyt-test;andz-statisticsbynon-pammetrictestら唖ghcashfilrmsarefinnstbat
persistentlyholdtheratioofcashtototalassetsinexcessof.25attheendofeachoftheyearsl986-1990.LowcaShfirmsam
firmsthatpersistentlyholdtheratioofcashtototalassetslessthan.15attheendofcachoftheyearsl986-1990.Thesample
consistsofl40highcashfirmsand911owcashfirmsfbreachsingleye"".
DelinitionofVariables:"sh:CashandDeposits+MarketableSeCurities/OperatingAssets.ﾙ血rkel”助okRQ"qMsseMs:
伽arketCapitalization+BookWlueofDebt)/TbtalAssets・のe”""gjd"e":TbtalAssets-CashandDeposits-Marketable
Securities.Re副醜ze:NaturalLogarithmoftheTbtalAssets.Regﾉ鈎紘:NaturalLogarithmofSales.mshFbw: (OrdinaIy
Income-InterestExpenseandDiscountCharges-Taxes-Dividends)/OperatingAssets.〃ｾZ〃b成加g伽加ﾉ:(CurrentAsSetS-
Cash･CurrentLiabilities)/OpelatmgAssts."jmﾉ助e》z戯如肥s:(ChangeinFixedAssets+Depreciation)/OperatmgAssets
"1JEsIj噸鈍c""jes:InvestingSecurities/OperatmgAssets・乃側Lel雁ﾂ昭e:(Short-tennDebt+Long-tennDebt)/TbtalAssets
DiW比"鍬CashDividends/OperatingAssets.MoFW-""〃α"Short-tennDebt/OperatingAssets.Lo昭営'ermDe6':Long-tenn
Debt/OperatingAsse侭．

PanelCcomparesthedifferencesoflowcashfirmsbetweenl986-1990andl991-1995.

Allnumbersarescaledinoperatingassets,andeachpanelreceivesthesametreatments
asinTablel.

CompareTable6PaneltoTablel,thedifferencebetweenhighcashfinnsandlow
cashfirmsarestillthesame・LowcashfinnsarestilllargerthanhigllcashfInns.Low
cashfinnsalsohavemoresalesthanhighcashfinns・Highcashfinnsstillspendmore
(largercashflowicapitalexpenditures,anddividendpayouts)butborrowless(lower
leverageanddebts)thanlowcashfirmsdo.Highcashfirmsalsohavemoresufficient
networkingcapitaltofinanceshorttennliabilities.Though,thedifferencesbetween
highcashfinnsandlowcashfinnsbecomecloser.
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PanelBcomparesthediffbrencesofhighcashfIrmsbetweenl986-1990and
1991-1995.PanelBrevealsthathighcashfirmsintheearlyl990sholdlesscash
comparedtolatel980s・Whilefinnsizeandsalescontinuetogrowb thegrowth
opportunitiesofhighcashfinnsarelessthanwhattheyusedtohaveintheprevious
period.Highcashfirmsalsospendless(smallercashflowandcapitalexpendimres)and
payoutless(cashdividends).Networkingcapitaltumsouttobepositivenumbersin
1991-1995.Astotlleleverage,thereisnosignificantdifference・Thisisbecausewhile
thehighcashfinnsincreasetheirlong-tenndebts, theyalsodecreasetheshort-tenn
debtsinthesametime・Therearealsodecreasesindirectorgholdingsandincreasesin

financialinstimteownership.

PanelCcompares thedifferencesoflowcashfinnsbetween l986-1990and
l991-1995・PanelCrevealsthatlowcashfinnsintheearlyl990salsoholdlesscash

comparedtolate l980s.WhilefinnsizeandsalescominuetogrOw6 thegrowth
opportunitiesoflowcashfinnsarealsolessthanwhattheyusedtohaveintheprevious
period.Highcashfinnsalsospendless(smallercashflowandcapitalexpenditures)and
payoutless(cashdividends).Lowcashfinnsdohavemorenetworkingcapitalinthe
earlyl990sthaninthelatel980s;howeveIBnetworkingcapitalisstillnegative.Asto
theleverage,theonlyindicatortobenotedisthatlowcashfinnshavelessshort-tenn
debtswhilethereisnoothersignificantdifference・Therearealsodecreasesindirectors'
holdings.

7.ConcludingRemarlKs

Thispaper investigateshowJapanesefinnsoperatewithhigMowcashholding
position.Thepurposeofthisstudyis tofindout iflargecashholdingscause
perfbnnancetodeteriorate・ Icomparetheoperatingperfbrmanceassociatedwithhigh
cashfinns(firmsthatpersistentlyholdtheratioofcashtototalassetsinexcessof.25at
theendofeachoftheyearsl986-1990)andlowcashfinns(finnsthatpersistentlyhold
theratioofcashtototalassetslessthan.15attheendofeachoftheyearsl986-1990)

acrossthelatel980sandearlyl990s.
Ifindthatoperatingperfbnnanceofthehighcashfirmsissignificantlygreaterthan
finnsthatmaintainedlowcashholdings inthelate l980s.Highcashfinnsare
associatedwithlessdebt,butmorepayoutsandinvestmentsexpendimres.Inthemean
while,Ifindlittleevidencethatsuggestsownershipstrucmremightbeaffectingthe
operatingperfbnnance.Proxiesfbrinsiderinfluencesandoutsiderpresencesareall
fbundunrelatedtofirms'perfbnnanceandimpliesthefactthatinterestsofthedirector's
ownershipwereunrelatedtoJapanesefinns'operatingperfbrmance.
IfindthecashholdingdetenninantsthatcomprisehigMowcashholdingfinnsare

different.Highcashfirmsarenotsurroundedwithlenient investingopportunities;
therefbre,otherthanacquiringsomefIxed-assetsthehighcashfinnssimplykeepthe
moneywithinthefinns.Ontheotherhand,withoutlenientgrowthopportunitieslow
cashfinnsborrowalotfromthebanks,over-investinacquiringfixed-assetsandplay
moneygameinthecapitalmarket.
Onemajorfindingofthispaperisthattheexcesscashofhighcashfinnsarefbund

negativelycorrelatedtotheoperatingperfbnnancewhiletheexcesScashoflowcash
finnsarefbundpositivelycorrelatedtotheoperatingperfbrmance.Thissuggeststhat
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largecashholdingsmighthinderperfbnnanceofthosefinnsthathavehadalotofcash
inhandalreadybOntheotherhand,operatingperfbnnanceofthelowcashfinnsmight
beimprovedbyholdingmorecash・Theevidencespresentedinthissmdyarehowever
inconsistemwithMilkkelsonandPartch(2003)wheretheyfindnorelationatall
bctweenfinns'excesscashholdingsandtheoperatingperfonnance.Thisinconsistency
mayduetothediHerentgoverningsystembetweentwocountries.
ThispaperprovideSavaluableexerciseofexaminmgpersistemlargecashholdingsin

Japan・Futureresearchcouldexplorecashholdings,financial leverage,equitypayout,
andfinns'perfbnnance tofindout ingeneral that ifthecashholdingsboost
perfbnnanceorhinderperfionnance.
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