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Abstract

Why do diversified firms hold significantly less cash than foetsed firms? We study this question
using a dynamic model of corporate investment, saving, and diversification decisions. We find
that investment dynamics are more important in explaining the.cash differences than financing
frictions. More efficient internal capital markets inerease-cash differences and are especially
valuable when a firm diversifies or refocuses. Contrary to static models, more diverse
conglomerates have lower cash differences. Endogenous selection (diversifying firms are larger
and have better growth opportunities) accountsfor 68% of the cash difference, and the
diversification event itself reduces cash holdings by 32%.

JEL classification: G31, G32,G34
Keywords: Diversification/Organizational structure, Corporate saving, Internal capital markets,
Investment

*We are grateful to an anonymous referee and Bill Schwert (editor) for suggestions that have substantially improved
the paper. We gratefully acknowledge helpful comments from Rajesh Aggarwal, Olubunmi Faleye, Janya Golubeva,
Jayant Kale, Bill Megginson, Hamed Mahmudi and Toni Whited. We thank seminar participants at Northeastern
University and the University of Oklahoma. We also thank Jeff Black and Mandy Duan for excellent research
assistance.

*Corresponding Author



Download English Version:

https://daneshyari.com/en/article/5100565

Download Persian Version:

https://daneshyari.com/article/5100565

Daneshyari.com


https://daneshyari.com/en/article/5100565
https://daneshyari.com/article/5100565
https://daneshyari.com

