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ABSTRACT

A Study on the Determinants of
Corporate Liquidity in Korea

Park, Soon-Sik*

The purpose of this study is to investigate the empirical determinants of corporate
liquidity as measured cash and marketable securities in Korea. For analysis, the data is
based on the 457 listed companies in Korea Stoeck Exchange over the period from 1995
to 2000.

I find a nagative and signficant relation between from size and corporate
liquidity. In addition, the firms with larger market-to-book ratios have significantly
larger  positions in liquidity assets. These results support the theory and
prediction of a positive relation between liquidity and the cost of external
financing to the extent that the size and MV/BV are reasonable proxies of
the cost of external financing.

I also find a negative and significant relationship between corporate liquidity
and leverage. So high leveraged firms tend to hold less liquid assets in their
balance sheets.

The ratio of operating income to assets is negatively relate to liquidity
before Korean currency crisis and is positively related after currency crisis.

I do not find a significant and consistent relation between cash flow and
corporate liquidity. The R&D investment also dces not affect the
determination of liquid assets in Korea.

Keyword @ Liquidity, Cash, Marketable Securities, Cost of External
Financing, Agency Cost
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