
 The Asymmetric Impacts on the Marginal Value of 
 Cash Holdings 

 
Jessica Wang 

 
University of Texas at Dallas  

School of Management 
800 West Campbell Rd., SM31,Richardson, TX 75080 

Phone: (214) 533-1727 
yxw084000@utdallas.edu 

 
Abstract 

 
Previous studies find that corporate governance has significant effects on firm value through 
its impacts on marginal value of cash holdings. My paper shows that these impacts are 
asymmetric. Specifically, marginal value of cash holdings increments is more likely to be 
positively affected by corporate governance than the marginal value of cash holdings 
decrements. $ 1 of cash increase in a firm with average governance is valued at $ 0.943 while 
$ 1 of cash decrease is $ 0.6. Empirical evidence indicates that corporate governance appears 
to lose its significant influence on the marginal value of cash decrements. Additionally, I find 
that unlike corporate governance, financial policies influence the marginal value of cash 
increments and decrements symmetrically.  

 
1. Introduction 

After Kim, Mauer and Sherman (1998), Opler et al (1999) etc document firm characteristics 
that determine how much cash a firm holds, recent literature moves on to the question of 
what value the market places on the cash holdings of a firm. Faulkender and Wang (2006) 
point out that the value to the equity holder of one additional dollar of cash reserves should 
vary considerably depending on whether that dollar is more likely to go to (1) increasing 
distributions to equity, (2) decreasing the amount of cash that needs raising in the capital 
markets, or (3) serving debt or other liabilities of the firm. This paper finds that the marginal 
value of cash drops with larger cash reserves because as cash holdings build up, firms are 
more likely to distribute funds to shareholders rather than invest in value-enhancing 
opportunities, and one dollar ends up less than one in the hands of shareholders due to 
dividend tax. This paper also finds that high leverage reduces the marginal value of cash, 
since a small increase in cash reserves goes largely to increasing debt value, not equity value 
in firms with high leverage. Therefore, the marginal value of one additional dollar in the 
mean firm is $ 0.94. Using the same methodology, Dittmar and Mahrt-Smith (2007) focus on 
the influence of corporate governance. Good governance could moderate the agency costs in 
cash holdings. Governance increases firm value by improving the use of cash holdings and 
canceling out negative impacts of large cash reserves on future operating performance. They 
find that $ 1 of cash in a poorly governed firm is valued at only $ 0.42 to $ 0.48 while good 
governance approximately doubles this value. 

From previous studies, we can see that both financial policies and corporate governance 
have significant effects on firm value through their impacts on marginal value of cash 
holdings. However, are these impacts on the marginal value of cash symmetric? In other 
words, if we distinguish two different directions of cash changes, increase and decrease, 
would these impacts by financial policies and corporate governance on the marginal value of 



increased cash holdings be the same as those impacts on the marginal value of decreased cash, 
just as assumed in the literature? Take corporate governance for example. Suppose good 
governance could add $0.5 extra value to every additional dollar in the firm, if the impact of 
governance is symmetric just as assumed in Dittmar and Mahrt-Smith (2007), one dollar 
decrease could also reduce $0.5 extra value from the firm. If we rule out the impacts of taxes, 
issuing fees on the marginal value of cash holdings, still only the fraction (1-p) of each 
additional dollar of cash ends up in the hands of shareholders due to inefficient use of 
corporate assets by managers, where p is the expectation value of agency costs. Since good 
corporate governance could curtail agency costs to some extent, the marginal value of cash is 
raised to 1-a*p, where 0<a<1. And the difference, (1-a)*p, could be considered as the 
marginal value of cash holdings impacted by corporate governance. According to Jensen 
(1986), cash decrements reduce the resources under manager’s control, thereby reducing 
managers’ power, and making it more likely that they will incur the monitoring of the capital 
markets which occurs when the firm must obtain new capital. This means that managers have 
less incentive to disgorge the cash as cash holdings decrease, and vice versa. In other words, 
the expectation value of agency costs, p, increases when cash holdings increase and decreases 
when cash holdings decrease. Therefore, the marginal value of cash holdings impacted by 
good governance, (1-a)*p, varies depending upon whether cash holdings increase or decrease. 
So it is reasonable to hypothesize that the impact of corporate governance on the marginal 
value of cash holdings is asymmetric, in other words, one dollar decrease may not reduce as 
much extra value as $ 0.5 in the previous example.  

Besides, my paper could also be considered as a robust test of findings in Faulkender and 
Wang (2006) and Dittmar and Mahrt-Smith (2007). To reconsider the effects of corporate 
governance on the marginal value of cash, I distinguish the two different directions of cash 
changes by adding a dummy INCREASE to the regression. INCREASE is set equal to 1, if the 
change of cash is positive and set equal to 0 if the change is negative. If the results in the 
previous papers are robust, the impacts of corporate governance should remain the same 
whatever cash holdings increase or decrease. When I construct the governance measure, I 
classify the whole sample into two parts. The top half with better corporate governance is 
coded as one, and the bottom half with poorer governance is coded as zero. In contrast, 
Dittmar and Mahrt-Smith (2007) classify the whole sample into terciles, codes the first and 
last tercile, and then discards the second one. If the findings in Dittmar and Mahrt-Smith 
(2007) are robust, impacts of governance should not lose significance in the empirical test of 
my paper.  

My sample consists of all US publicly traded firms from 1990 to 2006 without financial 
and utility sections. There are two governance measures used in my paper. One is the 
Gompers, Ishii, and Metrick index which measures managerial entrenchment. It is reported 
every two or three years from 1990 by RiskMetrics database. Another one is the sum of all 
ownership positions greater than 5% held by institutional investors, and it could be calculated 
using the data from Thomson Reuters Database. I classify my sample into halves according to 
these two governance measures, respectively. In order to confirm the association between 
cash holdings and value for my sample firms, I replicate Faulkender and Wang (2006), 
Dittmar and Mahrt-Smith (2007) before I test the hypotheses of asymmetric impacts of 
corporate governance on cash holdings changes. Also, since financial constraints could also 
influence the marginal value of cash holdings, I classify the firms into financial constrained 
group and financial unconstrained group by firm size, payout ratio, long-term credit ratings 
and commercial paper ratings, respectively, in order to examine whether asymmetric impacts 
of corporate governance still hold in both groups. 

Empirical results in my paper show that the impacts of corporate governance on the 
marginal value of cash holdings turn out to be weaker than those shown in Dittmar and 
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Mahrt-Smith (2007), which classifies the sample into terciles by governance measure and 
discard the second tercile. Besides I find evident to support that the impacts of corporate 
governance on the marginal value of cash holdings are asymmetric. Specifically, compared 
with that of cash holdings decrements, marginal value of cash holdings increments are more 
positively affected by corporate governance. What is more important, it seems that corporate 
governance does not play a role in the marginal value of decreased cash. Empirical results 
show that $ 1 of cash increase in a firm with average governance is valued at $ 0.943 while  
$ 1 of cash decrease in such a firm is about $ 0.6. The difference, $ 0.343, derives from the 
asymmetric impacts of governance, or say, no impacts of governance on the marginal value 
of decreased cash. Last but not least, after I classify the firms into financial constrained group 
and unconstrained group, I find that asymmetric impacts still hold in the constrained group. 
As for the unconstrained group, even the impacts of corporate governance are undetermined, 
let alone the asymmetric impacts. 

In the extension, I also examine the impacts of financial policies, such as cash reserves in 
the previous year and leverage, on marginal value of cash holdings and find that there are no 
such asymmetric impacts as those of corporate governance.  

The rest parts of this paper are organized as follows. In the next section, I will explain the 
main hypotheses and methodology motivated by Faulkender and Wang (2006) and Dittmar 
and Mahrt-Smith (2007). Section 3 is data description. Section 4 discusses the empirical test 
results on my hypothesis and then the last part is conclusion. 

 
2. Hypotheses and methodology 

In this section, I will explain the main hypothesis tested in my paper. That is, whether the 
two different directions of cash changes, increase and decrease, could magnify (weaken) 
impacts of corporate governance on marginal value of cash, in other words, whether the 
impacts of corporate governance on the marginal value of cash are asymmetric. 

Hypothesis: Impacts of corporate governance on cash are asymmetric. Corporate 
governance has more positive impacts on marginal value of cash increase 
than that of cash decrease. 

Dittmar and Mahrt-Smith (2007) point out that good corporate governance could curtail 
negative impacts by agency problems with cash holdings and then increase the marginal 
value of cash. Suppose good governance could add $0.5 extra value to every additional dollar 
in the firm. If the impacts of governance are symmetric, the marginal value of one dollar less 
could also reduce $0.5 extra value from the firm through the impacts of given governance. 
This contradicts with the idea that good manager kicks out cash rather than holds on to it. If 
we rule out the impacts of taxes, issuing fees on the marginal value of cash holdings, only the 
fraction (1-p) of each additional dollar of cash ends up in the hands of shareholders due to 
inefficient use of corporate assets by managers, where p is the expectation value of agency 
costs. Since good corporate governance could curtail agency costs to some extent, the 
marginal value of cash is raised to 1-a*p, where 0<a<1. And the difference, (1-a)*p, could be 
considered as the marginal value of cash holdings impacted by corporate governance. 
According to Jensen (1986), cash decrements reduce the resources under manager’s control, 
thereby reducing managers’ power, and making it more likely that they will incur the 
monitoring of the capital markets which occurs when the firm must obtain new capital. This 
means, managers have less incentives to disgorge the cash as cash holdings decrease, and 
vice versa. In other words, the expectation value of agency costs, p, increases if cash holdings 
increase and decreases if cash holdings decrease. Therefore, the marginal value of cash 
holdings impacted by good governance, (1-a)*p, varies depending upon whether cash 
holdings increase or decrease. In this paper, I hypothesize that the impact of corporate 
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governance on the marginal value of cash holdings is asymmetric, in other words, one dollar 
decrease may not reduce as much extra value as $ 0.5 in the previous example. To test this 
hypothesis, I use a similar regression model motivated by Faulkender and Wang (2006), 
Dittmar and Mahrt-Smith (2007).  

Faulkender and Wang (2006) point out that the value to the equity holders of one additional 
dollar of cash reserves should vary considerably depending on whether that dollar is more 
likely to go to increasing distributions to equity, decreasing the amount of cash that needs 
raising in the capital markets, or serving debt or other liabilities of the firm. If the additional 
dollar cash goes to increasing the distribution to equity via dividend payments or share 
repurchases, only a fraction of one dollar ends up in the hands of shareholders due to the 
dividend tax. In this case, the evaluation of one dollar cash by shareholders is less than one 
dollar. If the additional dollar cash goes to decreasing the amount of cash that needs to be 
raised in the capital markets, its marginal value could be greater than one. Why? Think about 
that if the firm resorts to capital market, it has to pay extra fees for issuing equity or debt. In 
other words, the firm would pay more than one dollar for each dollar they raised from the 
external sources. Therefore, equity holders give higher evaluation to the additional dollar 
cash that decreases the amount of money that needs to be raised from outside. As for highly 
leveraged firms, a small increase of cash holdings goes largely to increasing debt value but 
not the equity value, so the equity market will place a low value on it. In the paper, 
Faulkender and Wang (2006) hypothesize that the marginal value of cash drops with larger 
cash holdings in the previous year because as cash holdings build up, firms are more likely to 
distribute funds to shareholders, to whom one dollar ends up less than one due to dividend tax, 
rather than invest in value-enhancing opportunities, that high leverage decreases the marginal 
value of cash, since a small increase in cash reserves goes largely to increasing debt value or 
other liabilities, and that the marginal dollar in financial constrained firms are higher than that 
in unconstrained firms because cash increments go to decreasing the needs of external funds. 
Their baseline regression model is as follows, 
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The dependent variable is excess return in equity market. M is the market value of equity. 
In the empirical test, Faulkender and Wang (2006) find that 2γ  and 3γ are significantly 
negative, that is, both cash holdings reserves and leverage negatively impact the marginal 
value of cash holdings. Since the stock return is the spread of Mi,t-Mi,t-1 over Mi,t-1, and cash 
holdings changes have already been deflated by Mi,t-1, the coefficients could be directly 
explained as the dollar change in value for a one-dollar change in the corresponding 
independent variables.  

Based on Faulkender and Wang (2006), Dittmar and Mahrt-Smith (2007) find that 
corporate governance has a substantial positive impact on the equity value of the firm through 
its impacts on cash. Specifically, they find 4γ  significantly positive in the following model, 
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Where GOV stands for the corporate governance. In their paper, GOV is a dummy and set 
equal to 1 if the firm belongs to the top tercile of good corporate governance and set to 0 if 
the firm belongs to the bottom tercile of corporate governance. 
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In order to test the asymmetric impacts of corporate governance on marginal value of cash 
holdings, I distinguish the two directions of cash changes, by adding a dummy INCREASE to 
model (2). INCREASE is set equal to 1, if the change of cash is positive and set equal to 0 if 
the change is negative. The main model used in my paper is as follows,  
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The dependent variable is still excess return of firm i in fiscal year t. I use returns of 
Fama-French 25 portfolios as benchmark, Ri,t. According to Fama and French (1993), size 
and book-to-market grasp common risk factors in stock returns. Fama-French 25 portfolios 
are the intersections of 5 portfolios formed on size and 5 portfolios formed on the ratio of 
book equity to market equity. They are adjusted at end of June each year and then held for the 
following 12 months. For each June, I group every firm into one of 25 portfolios. Since fiscal 
year of many firms may end in some certain months rather than June, it is possible that firms 
belong to two different portfolios in one fiscal year. I annualize the monthly returns from the 
portfolio it belongs to each month and get the benchmark. 

In the model, Δ indicates the change of the variable from fiscal year t - 1 to t (Compustat 
codes in parentheses). Market value of equity, M ,is computed as Price (199) times Shares 
(25). Cash holdings, C, equal cash plus marketable securities (1). Net assets (NA) are total 
assets (6) minus Cash holdings. Earnings, E, are calculated as earnings before extraordinary 
items plus interest, deferred tax credits, and investment tax credits (18+15+50+51). I is 
interest payment (15).Total dividends, D, are just total dividends paid (21). Leverage, L, is 
defined as debt over the sum of debt and market value of equity ((9+34)/(9+34+199*25)). 
Net financing is total equity issuance (108) minus repurchases (115) plus debt issuance (111) 
minus debt redemption (114). Both R&D expenditure, RD, (46) and Investment tax credits 
(51) are set to zero if they are missing. Since the independent variables are all standardized 
by market equity value, the coefficient stands for the dollar change in shareholder value 
resulting from one dollar change in the firm. 
  If 14γ , the coefficient of interaction term of corporate governance, changes of cash and the 
dummy INCREASE is statistically significant, it supports the hypothesis that impact of 
corporate governance on the marginal value of cash holdings is asymmetric. Meanwhile, if 

13γ turns to be insignificant after adding dummy INCREASE, it means that corporate 
governance only affects the marginal value of cash increase. 

Furthermore, in order to check whether financial constraint could play a role in asymmetric 
impacts on cash holdings, I follow the method in Almeida et al. (2004), Faulkender and Wang 
(2006), and classify firms into financial constrained group and unconstrained group by four 
criteria respectively. The four criteria are firm size, payout out ratio, long term debt credit 
ratings and short term debt ratings as follows.  
1. Firm size: Firms with large total assets (6) have better access to capital markets and 

therefore have less financial constraint. For each year, I rank all the firms by total assets. 
Firms in the top tercile belong to the financial unconstrained group and firms in the 
bottom tercile belong to the financial constrained group.  

2. Payout ratio: Firms with high payout ratio are likely to have ample internal funds and thus 
have less financial constraints. Payout ratio is measured as total dividends (21+115) over 
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earnings (18+15+50+51). For each year, I rank all the firms by payout ratio. Firms in the 
top tercile belong to the financial unconstrained group and firms in the bottom tercile 
belong to the financial constrained group.  

3. Long-term credit rating: Firms with long term credit ratings have access to public debt 
markets. These firms have less difficulty in raising funds from outside and thus have less 
financial constraints. I classify all the firms with long term credit ratings into financial 
unconstrained group. And those without long term credit ratings but with positive debt are 
classified into financial constrained group. Compustat data item SPDRC report such 
yearly ratings. 

4. Commercial paper rating: Only a small group of firms with long-time excellent 
performance has a commercial paper rating. I classify all the firms with commercial paper 
ratings into financial unconstrained group. And those without such ratings but with 
positive debt are classified into financial constrained group. Compustat data item 
SPCPRC offers such ratings. 

For both constrained group and unconstrained group, I run the same regression model (3) 
separately and check whether asymmetric impacts of corporate governance on the value of 
firm hold in both groups. 

 
3. Sample Selection and Summary Statistics 

My sample consists of all US publicly traded firms from 1990 to 2006 for which the 
required data items are available. Consistent with the previous literature, all financial firms 
(SIC codes between 6,000 and 6,999) are excluded since liquidity is hard to assess. Also, I 
exclude utility firms (SIC codes between 4,900 and 4,999) in order to decrease the possible 
effects of regulation.  

Stock returns with distributions during the fiscal year come from CRSP. The benchmark is 
the returns of 25 portfolios formed on size and BE/ME by Fama and French (1993). The 
break points for the portfolios and their monthly returns are from Kenneth R. French’s web 
page. All the monthly returns are adjusted to the fiscal year of the firm. Besides, basic 
financial data of firms come from COMPUSTAT and converted to year 2000 dollars. Except 
leverage and corporate governance measure, other independent variables are deflated by 
lagged market value of equity.  

Following Dittmar and Mahrt-Smith (2007), I use Gompers, Ishii, and Metrick index to 
measure managerial entrenchment. The corporate governance index is based on the number 
of antitakeover provisions in a firm’s charter and it is a negative index for good corporate 
governance because takeover itself is supposed to improve the firm’s corporate governance. 
The data for the index is assembled and reported about every two or three years by 
RiskMetrics database from 1990. I assume the index of corporate governance remains the 
same as the previous year if it is missing. Besides, the measure of large shareholder 
monitoring is applied in my paper as an alternative, that is, the sum of all ownership positions 
greater than 5% held by institutional investors. Institutional investors are more likely to 
monitor the operation of the firm and therefore improve corporate governance. Data on 
institutional holdings are available from Thomson Reuters Database. Dittmar and 
Mahrt-Smith (2007) classify the sample into terciles, code the top tercile as 1, bottom tercile 
as 0, and discard the second tercile. It is very weird to discard one third of the sample. In my 
paper, I make some changes to this method. I classify the whole sample into halves. The 
bottom half of entrenchment index are coded as 1, which stand for the good corporate 
governance and the top half are coded as 0. Therefore, most observations are kept in the 
empirical tests. As for block ownership, the top half are coded as 1, and the bottom half are 
coded as 0. These two measures collectively provide internal and external ways for corporate 
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governance to impact decision making. I trim my firm-specific ratios and dependent variable 
at 1% tails measured using the full sample to minimize the effects of outliers. Table 1 reports 
summary statistics of the whole sample, which includes 13,161 firm-years. 

 
4. Empirical Results 

4.1 Corporate governance and value of cash 
The regression results of Model (3) as well as the replication of Model (1) and Model (2) 

are reported in Panel A, table 2. Two corporate governance measures, Gompers, Ishii, and 
Metrick index and the sum of all ownership positions greater than 5% held by institutional 
investors are employed in Column 2,3 and 4,5, respectively.   
  Column 1 presents the results of replication of Faulkender and Wang (2006) to confirm the 
association between cash holdings and value for my sample firms. The coefficient on the 
change of cash, ΔCt, is the evaluation on an additional dollar by shareholders. Consistent with 
Faulkender and Wang (2006), both the estimated coefficient of interaction of cash reserves 
with the change in cash, Ct-1*ΔCt , and the coefficient of the interaction of leverage with the 
change in cash, Lt*ΔCt, are negative. This confirms that marginal value of cash holdings 
decreases with larger cash reserves and higher leverage.  

Column 2 and Column 4 are the results of replication of Dittmar and Mahrt-Smith (2007). 
We can find that the impacts of governance are not as significant as found in Dittmar and 
Mahrt-Smith (2007). In regression 4, block holdings lose their significant impacts on the 
marginal value of cash. What I do not report here is that even if we use the sum of ownership 
held by pension funds as an alternative for the sum of all ownership greater than 5% held by 
institutional investors, the impacts of block holdings remain insignificant. Significant results 
in Dittmar and Mahrt-Smith (2007) may derive from sample bias since they discard one third 
of total sample to construct the governance measure. 

 From Column (3) and (5), the coefficients estimated on the interaction terms with the 
GOV and cash changes totally lose their significance, after I distinguish the two directions of 
cash holding changes by adding a dummy INCREASE to the model. In constrast, the 
interaction term with INCREASE is significantly positive. These results not only support my 
hypothesis that the impacts of corporate governance are asymmetric, but also show that 
governance only has effect on the cash increments.  

Panel B reports the marginal value of $ 1 cash change in the firms with average 
governance. Specifically, according to regression (3), the marginal value of $ 1 increase is 
0.841+0.029*0.101-0.946*0.234+0.672*0.477= $ 0.943 in the firm with average governance 
while the marginal value of decrease is $ 0.600. The difference, $ 0.343, derives from the 
asymmetric impacts of governance, or say, no impacts of governance on the marginal value 
of decreased cash. 
 

4.2 Financial constraints and value of cash 
Since the block holdings lose their significant impacts on the marginal value of cash, in 

this section, I only apply the governance measure of Gompers, Ishii, and Metrick index. For 
both constrained group and unconstrained group, I run the same regression based on model (3) 
separately. The statistical summary is shown in table 3 and the regression results are shown in 
table 4. As for financial constrained group, asymmetric impacts on the marginal value of cash 
holdings still exit. What is more, since interaction terms with the GOV and cash changes 
totally lose their significance after I distinguish the two directions of cash holding changes by 
adding a dummy INCREASE to the model, it is confirmed that impacts of governance only 
take place on cash holdings increment. As for financial unconstrained firm, the impacts of 
governance seem to be undetermined, let alone the asymmetric impacts. 
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5. Conclusion 
In my paper, I show that corporate governance has asymmetric significant impact on the 

marginal value of cash using the methodology motivated by Faulkender and Wang (2005) and 
Dittmar and Mahrt-Smith (2007). Compared with that of decreased cash holdings, marginal 
value of cash holdings increments is more likely to be affected by corporate governance than 
the marginal value of cash decrements. $ 1 of cash increase in a firm with average 
governance is valued at $ 0.943 while $ 1 of cash decrease in such a firm is $ 0.6. Evidence 
indicates that corporate governance appears to lose its significant influence on the marginal 
value of cash decrements. Besides, I find that the impacts of governance seem weaker in my 
regression; block holdings lose their significant impacts on the marginal value of cash. 
Significant results in Dittmar and Mahrt-Smith (2007) may derive from sample bias since 
they discard one third of total sample to construct the governance measure. In contrast, my 
paper classifies the sample into two, and keeps all of the observations in the empirical tests. 
This means the impacts of governance shown in Dittmar and Mahrt-Smith (2007) are 
sensitive to the way of sample classification and therefore are not quite robust.  

 
Appendix. Examining the asymmetric impacts of financial policies 

In the appendix, I try to test the asymmetric impacts of financial policies. This part not 
only provides a robust test for the findings proposed by Faulkender and Wang (2006), but 
also offers a comparison to the finding shown in my paper. Similarly, I add a dummy 
INCREASE to the model used in Faulkender and Wang (2006). INCREASE is set equal to 1, if 
the change of cash is positive and set equal to 0 if the change is negative. And then I get 
model (4) as follows, 
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12γ and 13γ are of interests. Table 5 reports the regression results of model (4). In order to 
calculate excess returns, I use Fama-French 25 portfolios as benchmark in Column 1,2, and 
market value-weighted return as an alternative in Column 3,4. We can find that both 12γ and 

13γ are insignificant at 5%. Therefore, impacts of financial policies on the marginal value of 
cash holdings are symmetric.  
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Table 1 
Summary statistics 

Table 1 shows summary statistics for the variables in our sample of firm-years from U.S. publicly traded firms 
over the period 1990 to 2006. Δ stands for the difference of the variable from fiscal year t-1 to t. rt -Rt  is the 
excess stock return, where rt is the firm stock annual return and Rt is Fama-French 25 portfolios return. All 
variables except leverage and excess stock return are deflated by the lagged market value of equity (Mt-1). Ct is 
cash plus marketable securities, Et is earnings before extraordinary items plus interest, deferred tax credits, and 
investment tax credits, and NAt is total assets minus cash holdings. Both R&D expenditure (R&D) and 
Investment tax credits are set to zero if they are missing. It is interest expense, total dividends (Dt) are measured 
as common dividend paid, Lt is market leverage, and NFt is the total equity issuance minus repurchases plus debt 
issuance minus debt redemption. Besides, the summary of entrenchment measure (Gompers, Ishii, and Metrick 
index) and the sum of all ownership positions greater than 5% held by institutional investors (Blocks) are also 
reported below. All the ratios are trimmed at 1% and 99% together. 
 

Variable Mean Median Standard 
Deviation 

25th  
percentile 

75th 
percentile 

rt -Rt  0.0184 -0.0117 0.4506 -0.2526  0.2233 

ΔCt/Mt-1 0.0051 0.0013 0.0762 -0.0139  0.0217 

ΔEt/Mt-1 0.0057 0.0045 0.1237 -0.0181  0.0254 

ΔNAt/Mt-1 0.0278 0.0192 0.2594 -0.0405  0.0905 

ΔR&Dt/Mt-1 0.0002 0.0000 0.0107 0.0000  0.0003 

ΔIt/Mt-1 -0.0003 0.0000 0.0121 -0.0025  0.0022 

ΔDt/Mt-1 0.0000 0.0000 0.0043 -0.0001  0.0008 

Ct-1/Mt-1 0.1018 0.0508 0.1454 0.0186  0.1233 

Lt 0.2335 0.1946 0.1968 0.0672  0.3648 

ΔNFt/Mt-1 0.0079 -0.0031 0.1264 -0.0362  0.0299 

Gompers, Ishii, and Metrick index 9.1498 9.0000 2.7406 7.0000  11.0000 

Blocks  0.0000 0.1178 0.1421 0.0000  0.2217 

Number of observations 13,161     

Firms 2,104     
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Table 2 
The impact of corporate governance on the marginal value of cash 

This table uses OLS return regressions motivated by Faulkender and Wang (2005) and Dittmar and 
Mahrt-Smith(2007). Panel A reports the regression results. The dependent variable is the annual excess return of 
the firm relative to Fama-French 25 portfolios. All the variables are deflated by the lagged market value of 
equity (Mt-1) except leverage, excess stock returns and the dummy. Δ is the one fiscal year change from t-1 to t. 
Ct is cash plus marketable securities, Lt is market leverage, INCREASE is a dummy based on whether cash 
holdings in fiscal year t are increased from that of previous year. GOV is a dummy based on whether the firm is 
in the top half of the corporate governance measure. I apply Gompers, Ishii, and Metrick index, and the sum of 
all ownership positions greater than 5% held by institutional investors as a corporate governance measure in 
Regression (2),(3) and Regression (4),(5), respectively. The control variables that are not shown here include Et, 
the earnings before extraordinary items plus interest, deferred tax credits, and investment tax credits that is set to 
zero if missing, NAt, total assets minus cash holdings, R&Dt, Research & development which is set to zero if 
missing, It, the interest expense, total dividends (Dt), measured as common dividends paid, and NFt , the total 
equity issuance minus repurchases plus debt issuance minus debt redemption. Regresion (1) is the replication of 
the methodology used in Faulkender and Wang (2005). Robust p-values are in parentheses. 

  (1) (2) (3) (4) (5) 

Panel A      

ΔCt 1.340*** 1.135*** 0.841*** 1.295*** 1.043*** 

 (0.0000) (0.0000) (0.0000) (0.0000) (0.0000) 

Ct-1 0.249*** 0.266*** 0.228*** 0.240*** 0.207*** 

 (0.0000) (0.0000) (0.0000) (0.0000) (0.0000) 

Lt -0.284*** -0.293*** -0.295*** -0.279*** -0.281*** 

 (0.0000) (0.0000) (0.0000) (0.0000) (0.0000) 

Ct-1*ΔCt -0.567** -0.363 0.029 -0.558** -0.257 

 (0.0146) (0.1446) (0.9160) (0.0163) (0.3173) 

Lt*ΔCt -0.863*** -1.033*** -0.946*** -0.853*** -0.788*** 

 (0.0020) (0.0004) (0.0013) (0.0022) (0.0046) 

GOV  -0.014* -0.028*** 0.031*** 0.018** 

  (0.0984) (0.0026) (0.0000) (0.0317) 

GOV*ΔCt  0.362** -0.047 0.050 -0.307 

  (0.0115) (0.8203) (0.7021) (0.1080) 

INCREASE*GOV*ΔCt   0.719***  0.635** 

   (0.0092)  (0.0110) 

INCREASE   0.039***  0.034*** 

   (0.0001)  (0.0002) 

Constant 0.045*** 0.055*** 0.040*** 0.029*** 0.017* 

 (0.0000) (0.0000) (0.0001) (0.0002) (0.0756) 

      

Observations 13,161 11,393 11,393 13,161 13,161 

R-squared 0.0821 0.0833 0.0853 0.0833 0.0849 
*** Corresponds to significant at 1%; **significant at 5%; * significant at 10% 
.  
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Panel B: The marginal value of increased cash for the average firm 
Sample means for cash value computation 

 Gompers, Ishii, and Metrick index Block Holdings 

lagged cash 0.101 0.102 
leverage 0.234 0.234 

Governance Dummy 0.477 0.500 

Marginal value of  $1 increase 
0.943 0.996 

(Average governance) 
Marginal value of  $1 decrease 

0.600 0.679 
(Average governance) 

 
eg., marginal value of $1 increase in the firm with average governance by Gompers, Ishii, and Metrick index is 
calculated like this, 
0.841+0.029*0.101-0.946*0.234+0.672*0.477=0.943 
 



Table 3 
Summary statistics for constrained and unconstrained groups 

This table shows the means and medians (in the brackets) of key variables of financially constrained (C) and unconstrained firms (U) from 1990 to 2006. We use letter (C) for 
constrained firms and (U) for unconstrained firms. Δ stands for the difference of the variable from fiscal year t-1 to t. All variables except leverage and excess stock return are 
deflated by the lagged market value of equity (Mt-1). Ct is cash plus marketable securities, Et is earnings before extraordinary items plus interest, deferred tax credits, and 
investment tax credits, and NAt is total assets minus cash holdings. Both R&D expenditure (R&D) and investment tax credits are set to zero if they are missing. It is interest 
expense, total dividends (Dt) are measured as common dividend paid, Lt is market leverage, and NFt is the total equity issuance minus repurchases plus debt issuance minus 
debt redemption. All the ratios are trimmed at 1% and 99% together. 

Financial  
Criteria 

firm size payout ratio long term ratings short term ratings 

(C) (U) (C) (U) (C) (U) (C) (U) 

ΔCt/Mt-1 0.0043 0.0055 0.0094 -0.0026 0.0030 0.0066 0.0045 0.0039 

 [0.0015] [0.0011] [0.0025] [-0.0003] [0.0004] [0.0014] [0.0010] [0.0009] 

ΔEt/Mt-1 0.0091 0.0024 0.0001 -0.0030 0.0016 0.0070 0.0052 0.0041 

 [0.0049] [0.0040] [0.0060] [-0.0001] [0.0035] [0.0052] [0.0045] [0.0042] 

ΔNAt/Mt-1 -0.0074 0.0498 0.0051 0.0153 0.0111 0.0467 0.0252 0.0457 

 [0.0125] [0.0217] [0.0170] [0.0097] [0.0159] [0.0244] [0.0202 [0.0210] 

ΔR&Dt/Mt-1 -0.0003 0.0004 -0.0004 0.0005 0.0002 0.0002 0.0000 0.0003 

 [0.0000] [0.0000] [0.0000] [0.0000] [0.0000] [0.0000] [0.0000] [0.0000] 

ΔIt/Mt-1 -0.0010 -0.0002 -0.0007 -0.0004 -0.0008 0.0002 -0.0003 -0.0002 

 [0.0000] [-0.0001] [0.0000] [0.0000] [-0.0001] [-0.0001] [-0.0001] [-0.0001] 

ΔDt/Mt-1 -0.0002 0.0002 -0.0007 0.0001 -0.0002 0.0002 -0.0002 0.0005 

 [0.0000] [0.0000] [0.0000] [0.0000] [0.0000] [0.0000] [0.0000] [0.0004] 

Ct-1/Mt-1 0.1339 0.0743 0.1427 0.0866 0.1142 0.0739 0.1014 0.0520 

 [0.0783] [0.0349] [0.0756] [0.0465] [0.0604] [0.0385] [0.0523] [0.0302] 

Lt 0.1697 0.2868 0.2590 0.1898 0.2377 0.2699 0.2661 0.2364 

 [0.1065] [0.2641] [0.2129] [0.1475] [0.1904] [0.2450] [0.2327] [0.2032] 

ΔNFt/Mt-1 -0.0009 0.0097 0.0236 -0.0164 0.0072 0.0113 0.0104 0.0062 

 [-0.0033] [-0.0049] [0.0043] [-0.0183] [-0.0030] [0.2450] [-0.0028] [-0.0067] 

observations 3,791 3,830 3,771 3,793 4,568 5,819 7,265 2,518 
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Table 4 
The cash value in constrained and unconstrained groups 

This table use regressions motivated by Faulkender and Wang (2005) and presents regression results across groups of financially constrained and unconstrained firms from 
1990 to 2006.The dependent variable is the annual excess return of the firm relative to the benchmark return. I use Fama-French 25 portfolios as benchmark for excess return. 
INCREASE is a dummy based on whether cash holdings in fiscal year t are increased from that of previous year. All other variables except Lt and excess stock return are 
deflated by the lagged market value of equity (Mt-1). Δ means the one fiscal year change from t-1 to t. Ct is cash plus marketable securities,  Et is earnings before 
extraordinary items plus interest, deferred tax credits, and investment tax credits that is set to zero if missing. NAt is total assets minus cash holdings. R&Dt expenditures is set 
to zero if missing. It is interest expense, total dividends (Dt) are measured as common dividends paid, Lt is market leverage, and NFt is the total equity issuance minus 
repurchases plus debt issuance minus debt redemption. Robust p-values are in parentheses. 
Panel A 

Financial firm size   payout ratio 
Criteria (C) (C) (U) (U)  (C) (C) (U) (U) 

ΔCt 1.130*** 0.742*** 0.964*** 0.676**  0.975*** 0.719*** 1.439*** 1.006*** 
 (0.0000) (0.0094) (0.0009) (0.0292)  (0.0000) (0.0072) (0.0000) (0.0016) 
Ct-1 0.306*** 0.255*** 0.231*** 0.165***  0.278*** 0.234*** 0.270*** 0.196*** 
 (0.0000) (0.0003) (0.0001) (0.0014)  (0.0000) (0.0002) (0.0000) (0.0024) 
Lt -0.316*** -0.320*** -0.280*** -0.235***  -0.377*** -0.379*** -0.228*** -0.237*** 
 (0.0000) (0.0000) (0.0000) (0.0000)  (0.0000) (0.0000) (0.0000) (0.0000) 
Ct-1* ΔCt -0.408 0.146 -0.253 -0.109  -0.348 0.001 0.089 0.889 
 (0.2609) (0.7379) (0.5517) (0.7703)  (0.2472) (0.9974) (0.8756) (0.1651) 
Lt * ΔCt -0.634 -0.578 -0.952* -0.974*  -0.836** -0.799** -1.739*** -1.525** 
 (0.1869) (0.2336) (0.0942) (0.0625)  (0.0257) (0.0334) (0.0054) (0.0159) 
GOV -0.002 -0.024 -0.009 -0.007  -0.036** -0.057*** -0.011 -0.037*** 
 (0.9036) (0.1994) (0.4648) (0.5511)  (0.0414) (0.0047) (0.3549) (0.0070) 
GOV*ΔCt 0.425* -0.121 0.369 0.271  0.543*** 0.095 0.059 -0.689** 
 (0.0789) (0.7398) (0.1680) (0.4011)  (0.0086) (0.7568) (0.8072) (0.0397) 
INCREASE*GOV*ΔCt  0.937**  0.195   0.746*  1.619*** 
  (0.0440)  (0.6627)   (0.0642)  (0.0016) 
INCREASE  0.059***  0.022*   0.041*  0.028* 
  (0.0052)  (0.0745)   (0.0594)  (0.0546) 
Constant 0.026 0.004 0.058*** 0.044***  0.089*** 0.077*** 0.009 0.003 
 (0.1361) (0.8272) (0.0000) (0.0006)  (0.0000) (0.0005) (0.4632) (0.8158) 
observations 3,791 3,791 3,830 3,830  3,771 3,771 3,793 3,793 
R-squared 0.0914 0.0945 0.0868 0.0784  0.1025 0.1042 0.0713 0.0764 
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Panel B 
Financial long term ratings   short term ratings 
Criteria (C) (C) (U) (U)  (C) (C) (U) (U) 

ΔCt 0.912*** 0.607** 1.088*** 0.921***  1.019*** 0.657*** 1.508*** 1.456*** 
 (0.0001) (0.0171) (0.0000) (0.0002)  (0.0000) (0.0017) (0.0000) (0.0002) 
Ct-1 0.256*** 0.212*** 0.435*** 0.398***  0.290*** 0.245*** 0.450*** 0.425*** 
 (0.0000) (0.0005) (0.0000) (0.0000)  (0.0000) (0.0000) (0.0000) (0.0000) 
Lt -0.407*** -0.410*** -0.301*** -0.302***  -0.340*** -0.342*** -0.239*** -0.241*** 
 (0.0000) (0.0000) (0.0000) (0.0000)  (0.0000) (0.0000) (0.0000) (0.0000) 
Ct-1* ΔCt -0.023 0.367 -1.429*** -1.184***  -0.382 0.079 -1.212 -1.199 
 (0.9461) (0.3400) (0.0004) (0.0055)  (0.1971) (0.8071) (0.3151) (0.3382) 
Lt * ΔCt -0.859* -0.746* -0.471 -0.424  -0.631* -0.501 -2.592** -2.484** 
 (0.0506) (0.0866) (0.3369) (0.3902)  (0.0810) (0.1603) (0.0115) (0.0184) 
GOV -0.012 -0.029* 0.003 -0.007  -0.010 -0.029** -0.011 -0.016 
 (0.4107) (0.0646) (0.7456) (0.5641)  (0.3813) (0.0198) (0.4074) (0.2823) 
GOV*ΔCt 0.266 -0.166 0.536*** 0.161  0.290* -0.198 0.657 0.353 
 (0.1841) (0.5472) (0.0090) (0.5884)  (0.0817) (0.4194) (0.1265) (0.4675) 
INCREASE*GOV*ΔCt  0.762**  0.622   0.875**  0.525 
  (0.0480)  (0.1260)   (0.0111)  (0.4684) 
INCREASE  0.042**  0.019   0.049***  0.001 
  (0.0144)  (0.1278)   (0.0002)  (0.9488) 
Constant 0.054*** 0.040** 0.069*** 0.063***  0.060*** 0.042*** 0.051*** 0.052*** 
 (0.0002) (0.0185) (0.0000) (0.0000)  (0.0000) (0.0019) (0.0002) (0.0010) 
          
observations 4,568 4,568 5,819 5,819  7,265 7,265 2,518 2,518 
R-squared 0.0975 0.0996 0.0808 0.0817  0.0864 0.0891 0.0793 0.0795 
*** Corresponds to significant at 1%; **significant at 5%; * significant at 10%. 

 



Table 5  
The impact of financial policies on the value of cash 

This table use regressions motivated by Faulkender and Wang (2005). The dependent variable is the annual 
excess return of the firm relative to the benchmark return. All the variables are deflated by the lagged market 
value of equity (Mt-1) except leverage, excess stock returns and the dummy. Δ means the one fiscal year change 
from t-1 to t. Ct is cash plus marketable securities, Et is earnings before extraordinary items plus interest, 
deferred tax credits, and investment tax credits that is set to zero if missing. NAt is total assets minus cash 
holdings. R&Dt is set to zero if missing. It is interest expense, total dividends (Dt) are measured as common 
dividends paid, Lt is market leverage, and NFt is the total equity issuance minus repurchases plus debt issuance 
minus debt redemption. INCREASE is a dummy based on whether cash holdings in fiscal year t are increased 
from that of previous year. In Regresion (1) and (2) I use Fama-French 25 portfolios as benchmark and in 
Regression (3) and (4), I use market value-weighted return as an alternative. Robust p-values are in parentheses. 
 (1) (2) (3) (4) 
ΔCt 1.340*** 1.151*** 1.221*** 1.045*** 
 (0.0000) (0.0000) (0.0000) (0.0000) 
ΔEt 0.446*** 0.446*** 0.390*** 0.388*** 
 (0.0000) (0.0000) (0.0000) (0.0000) 
ΔNAt 0.180*** 0.179*** 0.160*** 0.159*** 
 (0.0000) (0.0000) (0.0000) (0.0000) 
ΔR&Dt -0.095 -0.062 0.122 0.170 
 (0.8581) (0.9065) (0.7950) (0.7177) 
ΔIt -2.778*** -2.777*** -2.054*** -2.048*** 
 (0.0000) (0.0000) (0.0000) (0.0000) 
ΔDt 1.372 1.350 0.639 0.611 
 (0.1042) (0.1095) (0.3818) (0.4022) 
Ct-1 0.249*** 0.203*** 0.159*** 0.096** 
 (0.0000) (0.0000) (0.0000) (0.0133) 
Lt -0.284*** -0.288*** -0.227*** -0.231*** 
 (0.0000) (0.0000) (0.0000) (0.0000) 
ΔNFt -0.252*** -0.258*** -0.229*** -0.236*** 
 (0.0000) (0.0000) (0.0000) (0.0000) 
Ct-1*ΔCt -0.567** -0.651* -0.498** -0.693** 
 (0.0146) (0.0513) (0.0122) (0.0124) 
Lt*ΔCt -0.863*** -0.858** -0.900*** -0.862*** 
 (0.0020) (0.0166) (0.0003) (0.0055) 
INCREASE*Ct-1*ΔCt  0.645  0.908* 
  (0.2648)  (0.0797) 
INCREASE*Lt*ΔCt  0.092  0.022 
  (0.8551)  (0.9608) 
INCREASE  0.031***  0.027*** 
  (0.0009)  (0.0010) 
Constant 0.045*** 0.033*** 0.047*** 0.037*** 
 (0.0000) (0.0002) (0.0000) (0.0000) 
     
Observations 13,161 13,161 13,161 13,161 
R-squared 0.0821 0.0831 0.0769 0.0783 
*** Corresponds to significant at 1%; **significant at 5%; * significant at 10%. 


