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This paper investigates the sources of the correlation between corporate cash flow and

investment by undertaking an in-depth analysis of the 49 low-dividend firms identified by

Fazzari, Hubbard, and Petersen (1988) as having an unusually high investment-cash flow

sensitivity. We find that in only 15% of firm-years is there some question as to a firm's

ability to access internal or external funds to increase investment. Strikingly, those firms

that appear less financially constrained exhibit a significantly greater investment- cash

flow sensitivity than firms that appear more financially constrained. We find this pattern

for the entire sample period, for sub-periods, and for individual years. The results indicate

that a higher sensitivity cannot be interpreted as evidence that a firm is more financially

constrained. We discuss reasons and provide evidence why the opposite may be true.

These findings challenge much of the existing evidence on the effects of financial

constraints.

Working Papers

Do Financing Constraints
Explain Why Investment is
Correlated with Cash Flow?

https://www.nber.org/
https://www.nber.org/people/steven_kaplan
https://www.nber.org/people/luigi_zingales
mailto:?subject=Do%20Financing%20Constraints%20Explain%20Why%20Investment%20is%20Correlated%20with%20Cash%20Flow?&body=https://www.nber.org/papers/w5267
https://www.nber.org/papers


Download a PDF

Information on access

Published Versions
Quarterly Journal of Economics, feb.1997, 169-215.

Related
PROGRAMS Corporate Finance

Public Economics

Acknowledgements and Disclosures

Download Citation

In addition to working papers, the NBER disseminates affiliates’ latest

findings through a range of free periodicals — the NBER Reporter, the

NBER Digest, the Bulletin on Retirement and Disability, the Bulletin on

Health, and the Bulletin on Entrepreneurship — as well as online

conference reports, video lectures, and interviews.

More from NBER

https://www.nber.org/system/files/working_papers/w5267/w5267.pdf
https://www.nber.org/subscribe
https://www.nber.org/programs-projects/programs-working-groups/corporate-finance
https://www.nber.org/programs-projects/programs-working-groups/public-economics
https://www.nber.org/papers
https://www.nber.org/reporter
https://www.nber.org/digest
https://www.nber.org/bulletin-retirement-and-disability
https://www.nber.org/bulletin-health
https://www.nber.org/bulletin-entrepreneurship
https://www.nber.org/conferences
https://www.nber.org/research/lectures
https://www.nber.org/research-spotlights


2023, 15th Annual Feldstein Lecture, Mario Draghi, "The Next Flight of the Bumblebee: The Path
to Common Fiscal Policy in the Eurozone"

LECTURE

Dr. Mario Draghi, who served as President of the European Central Bank and Prime

Minister of Italy, presented the 2023...

2023 Methods Lectures, Jesse Shapiro and Liyang (Sophie) Sun, "Linear Panel Event Studies"

https://www.nber.org/lecture/2023-15th-annual-feldstein-lecture-mario-draghi-next-flight-bumblebee-path-common-fiscal-policy
https://www.nber.org/lecture/2023-methods-lectures-jesse-shapiro-and-liyang-sophie-sun-linear-panel-event-studies


National Bureau of Economic Research

Contact Us 

1050 Massachusetts Avenue 

Cambridge, MA 02138 

617-868-3900 

info@nber.org 

webaccessibility@nber.org

LECTURE

Overview: Linear panel event studies are increasingly used to estimate and plot causal

effects of changes in policies...

2023, SI Economics of Social Security, Panel Discussion, "Long-Term Dynamics of the
Employment-to-Population Ratio"

LECTURE

Supported by the Alfred P. Sloan Foundation, the National Science Foundation, and the

Lynde and Harry Bradley...

https://www.nber.org/contact-nber
tel:+16178683900
mailto:info@nber.org
mailto:webaccessibility@nber.org
https://www.nber.org/lecture/2023-si-economics-social-security-panel-discussion-long-term-dynamics-employment-population-ratio


Accessibility Policy

Diversity Policy

Privacy Policy

FOLLOW

© 2024 NATIONAL BUREAU OF ECONOMIC RESEARCH. ALL RIGHTS RESERVED.

H O M E PAG E

https://www.nber.org/about-nber/website-accessibility-policy
https://www.nber.org/nber-diversity-policy-statement
https://www.nber.org/about-nber/nber-website-privacy-policy
https://twitter.com/nberpubs
https://www.linkedin.com/company/national-bureau-of-economic-research
https://www.facebook.com/pages/National-Bureau-of-Economic-Research/115165771829285
https://www.youtube.com/nbervideos
https://www.nber.org/

