NEW: We have upgraded our email alerts. You can sign up using the ‘Email alerts’ panel
available on most pages, or in your Oxford Academic personal account, where you can
also manage any existing alerts.

JOURNAL ARTICLE

Do Investment-Cash Flow Sensitivities Provide
Useful Measures of Financing Constraints?

)

The Quarterly Journal of Economics, Volume 112, Issue 1, February 1997, Pages
169-215, https://doi.org/10.1162/003355397555163
Published: 01 February 1997

Abstract

No. This paper investigates the relationship between financing
constraints and investment-cash flow sensitivities by analyzing the firms
identified by Fazzari, Hubbard, and Petersen as having unusually high
investment-cash flow sensitivities. We find that firms that appear less
financially constrained exhibit significantly greater sensitivities than
firms that appear more financially constrained. We find this pattern for
the entire sample period, subperiods, and individual years. These results
(and simple theoretical arguments) suggest that higher sensitivities
cannot be interpreted as evidence that firms are more financially
constrained. These findings call into question the interpretation of most
previous research that uses this methodology.
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