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Abstract

This paper investigates the empirical determinants of liquidity (cash and near cash assets) for
a sample of industrial Jordanian firms over the period 2001-2010. The study focus on the
importance of cash flow, business risk, liquid assets substitutes, leverage, ability to access capital
markets, dividend's payment policy, investment (growth) opportunities. Our results show that both
trade-off and pecking order theories play an important role in explaining the determinants of cash
liquidity of Jordanian firms. The results of this study generally support the trade-off theory of cash
holdings. Precautionary and transaction motives play important roles in explaining the
determinants of investments in cash and near cash assets for Jordanian firms. Growth
opportunities, cash flows, liquid assets substitutes, and leverage are the important determinants of
corporate short-term investments in liquid assets in Jordan.

Keywords: liquidity, trade-off theory, pecking order theory, cash flow, leverage, net working
capital, firm size, firm market value, industrial firm, Amman Stock Exchange
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CASH,, = ay+ a, CF,, + a,VOLT,, + ayNWC,, + a,LVRG,,
+a;SIZE,, +a,DIVY,, +a,TOBINQ,, +¢,,

Al Al cilusa B -
Y At 1) A il s ) Al jall 8 s
(o il Ll ) A ) Ayl il Ailan) AYa 53 i el Gud Hg
s il il sille Jlal) @5l da s cdiaball Jual il s i) cgas
A Y Ao liall S Al (a8 4y 2501) Apasl A gd) e (il Jae 5 4S0
Ay sima anil ¢ LR 5 i Hall Apaza i LAY aaaiall HlaasVI Jalad aladi) sl
Jlia aladi) atr LS (i) paiall e Al jall 3 gail & Al @ i) (e IS s
965 & sina (5 s Jie il jall 3 gail 4 gine yand F
Lgidiblia g i) Jalas
O A0 5Sall Al all il Aalidal) Ada ol Ailian ) il JLaaY) 25 2 Jsaall ek,
[(2010-2001) < 5ias 10 530 (ke 4S 53 47

2 Jsaall
Al all Al a6l Jalail) @L“u

Min. Max. Mean Median Std.Dev.
CASH -0.392946 1.971990 0.097649 0.031286 0.199029
CF -0.592137 1.765014 0.130596 0.088571 0.245597
VOLT 0.016085 0.415327 0.099420 0.063542 0.087410
NWC -1.199466 1.206346 0.212573 0.063542 0.245004
LVRG 0.016764 1.794765 0.305365 0.269485 0.202272
SIZE 13.42679 20.75127 16.40241 16.24761 1.3267
DIVY 0.00 0.353846 0.028597 0.00500 0.042363
TOBINQ 0.385549 8.070894 1.452223 1.189960 0.944692

Lo laiialy caald dud jall Aie dpelicall S 53l o ddaade Sy oded Jgandl (e
Lo gia (LS At 3l Lk Baallys e dndi s 2008 J gaal 8 el aal o (10 %9,8 4
Sy sl e ailall Jasie gdlis %30,5 Qe gl 81 J) el e S 80 o1 slaie)
Caaly Cua il Hall de IS al dlle A ldiia) (a8 il gl saal) 38 < iy Y3 duasll
o s i Laa iy 5l Lia o ST J geaDU 48 gl Al o) (sl ¢1,45 Tobin’s Q 4
LS AN 538 Cld s go Aagd
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5 Jame S5 oJ ) ilia (re %13, 10 4lsesd Lo Gpiil) i) ey a5l
%21,2 da¥) Giba ) Julall Jd) Gl ila A cualy s %8, 74008 el &
Al glaiall il sllaall g Ul axy 281l oLl 5 28 e lae A ghaiall J saa¥) ila Jii
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variables CASH CF VOLT NWC LVRG SIZE DIVY | TOBINQ
CASH 1.0000
CF 0.307105* 1.0000
VOLT | 0.128544* | 0.11171%* 1.0000
NWC 0.179629+ | 0.096376%* | -0.093919+= 1.0000
LVRG | -0.392604% | -0.219774% 0.028406 | -0.517028* 1.0000
SIZE 0.063048 0.182978% | -0.140911% | -0.220401% | 0.277414% 1.0000
DIVY 0.258418% | 0.432408% | -0.103507#= | 0.203053* | -0.181694* | 0.188193* 1.0000
TOBINQ | 0272032 | 0331215 | 0.125301%F ( 0125301 | -0.10161%F | 0.018736 | 0.062658 [ 1.0000

* Significant at 1% level ** Significant at 5% level
L7 R
O A s -
0,6\.' oo
00T s
0,60 v
O v
OLT s v
00T v
LRI W
0,6 o
& Sl & N & Sl & & Sl S
R AN GRS SO O AN SO\ ORI AR CHS o
—&— Cash Ratio == Cash Flow NWC === |everage

2 Jsal
Sl A Jalad) Jlall Gl ila s 208l claail) AS 58l ana e IS pe gl ana
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Panel EGLS (cross section random g3 sl alasciul a% dul jall iy @ HLaay
DLl alaatiuly heteroscedasticity Gl il axe A1S5a dallaal (1) ad musaal &3 5 effect)
A8lza) 2 Al ) 23 padY aaiall laas¥) Jalad LAl il 4 Jgaadl Jias s white's (1980)
Jlia) el )Ll i Lags T yorie ddia 0 A8l saall Aaiall 4 gl anad Uagall yuriiall
Al il eUadY) e 313 Tl ) Al 2 gm s ) T a5 - yla

4 Jydl
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Variable Coefficient Std. Error t-Statistic Prob.
C 0.053934 0.023005 2.344471 0.0195
CF 0.045958 0.011429 4.021039 0.0001
VOLT -0.089839 0.072531 -1.238637 0.2162
NWC -0.081283 0.033620 -2.417679 0.0161
LVRG -0.092327 0.046077 -2.003734 0.0458
SIZE -0.018329 0.013898 -1.318826 0.1880
DIVY 0.095503 0.123153 0.775482 0.4385
TOBINQ 0.013625 0.007781 1.751166 0.0807

O I s Y AlCEe 3 5as (Y) ads Lea (0.618567) (5 sbusi zdsa) s Ui (puii) 5 (23 Afilian) e S
A gdial) cUadY
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Variable Coefficient Std. Error t-Statistic Prob.
CASH(-1) 0.774736 0.078459 9.874400 0.0000
R-squared 0.659637 Mean dependent variable (cash ratio) 0.093566
Adjusted R- .

0.646224 Durbin-Watson stat 1.717171

squared
F-statistic 49.17775 Prob(F-statistic) 0.000000

Bl oA 8 A e ki Aadiianal) S 8 ailad o il gl
zasal Of (F) e yedais 00 A saudl aan 8 5nill (e 64,606 4isesi L i e Uil

CASH = 0.053934 + 0.045958*CF - 0.089839*VOLT - 0.081283*NWC -0.092327*LVRG -
0.018329*SIZE + 0.095503*DIVY + 0.013625*TOBINQ - + 0.774736*CASH (-1)
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