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Abstract

In this paper we study the ways in which the firm’s choice of liquid assets is affected

by the pattern of share ownership and by the control structures within the firm. We

distinguish between three separate ways in which these relationships can affect liquid-

ity. First, ownership concentration may be associated with risk aversion which leads

the firm to hold greater amounts of liquidity. Second, greater power for insiders will

lead the firm to hold more liquid assets as these may be more readily transformed

in ways that are advantageous to insiders. Third, firms with close association to an

industrial group reinforced through cross share holding will tend to hold fewer liquid

assets than will a firm without such relationships. We explore these explanations using

a data set of Belgian firms that is particularly well suited to studying the institutions

of control oriented finance. The data includes information on ownership concentration,

managerial ownership, voting alliances, membership in family groups, association with

holding companies, associations with coordination centers, and institutional cross-share

holdings. Our results provide support for all three of the effects identified above. The

effects of risk aversion and the industrial cross share holding appear to be statistically

and economically most significant.
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1 Introduction

In this paper we explore the link between the firm’s financial structure and the amount

of liquid assets it holds. Our interest in this issue comes from the observation of the wide

variety of financial structures that exists across countries and even within the same country.

This evidence challenges the long-held notion that the normal financial structure of a large

firm involves dispersed ownership leaving considerable prerogative to professional managers

[Berle and Means (1932)]. In fact, international comparisons have shown that, if anything,

the international norm is one of concentrated ownership, often under the control of a single

family [see, Shleifer and Vishny (1997), Becht and Röell (1999), and La Porta, Lopez-de

Silanes, and Shleifer (1999).] Several studies showed that large share stakes and dominant

shareholders are a common phenomenon even in the United States [Holderness and Sheehan

(1988) and Zwiebel (1995)].

It is less clear what are the consequences of different financial structures for the perfor-

mance both of firms and of the economies where they operate. One line of reasoning on this

issue holds that concentrated ownership particularly in a family group may be an effective

means of extracting value from minority shareholders but may well come at the costs of

reduced firm performance. This view has been developed recently in the theoretical model

of Burkart, Panunzi, and Shleifer (2003). The clinical study of De Angelo and De Angelo

(2000) shows how this mechanism operated in a specific setting. Empirical evidence of in-

ferior performance by family firms has been given for a sample of Canadian firms in Morck,

Strangeland, and Yeung (2000).

The alternative view of the matter holds that the concentrated ownership generally

and the family firm in particular may be reasonable responses to the difficulties faced by

investors in getting professional managers to actively and effectively pursue the investors’

interests. Thus ownership concentrated in a family group might prove effective in addressing

these problems and may actually result in superior firm performance. Evidence in support

of this view has been provided by Anderson and Reeb (2003) who work with data set of

US firms. Interestingly they find superior performance both for family firms controlled by

the founder and also for family firms where control has passed into the hands of the heirs.

Recently, Sraer and Thesmar (2004) working with French firms give evidence of superior
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performance by family firms in a continental European context. This suggests that the

finding of Anderson and Reeb (2003) may not be due to particular characteristics of the

American corporate ownership.

The fact that until now reduced form studies of the determinants of firm performance

have not resulted in a settled view on the advantages or disadvantages of family control

reflects important limitations of the available data for the purposes of discriminating among

alternative explanations. In particular, it is often difficult to find observable variables which

control for all the possible factors affecting performance. This is further complicated by

possible problems of endogeneity. For these reasons it is useful to turn to the issue of the

determinants of the firm’s decisions, in particular investment decisions, which ultimately

impact firm performance. The investment decision considered in this paper is the firm’s

choice of asset liquidity.

It has long been recognized among finance practitioners and raiders in particular that

holding large amounts of liquid assets may expose a firm to takeover bids or to other

pressures to force the firm to increase pay outs and reduce financial slack1 Olubunmi (2004).

As has been emphasized by Myers and Rajan (1998) liquid assets create greater scope for

managerial discretion. We might expect therefore high liquid asset holding to be associated

with weak corporate governance. This viewpoint has been explored in a recent study by

Dittmar, Mahrt-Smith, and Servaes (2003). They study liquid asset holding in large listed

firms from 45 countries using an index of shareholder rights based on the methodology

of La Porta, Lopez-de Silanes, Shleifer, and Vishny (1998). They find a strong negative

association between shareholder rights and liquid asset holding.

The results of Dittmar, Mahrt-Smith, and Servaes (2003) seem to support the view

that weak shareholder rights result in excessive cash holding. However, they leave open the

question of whether even in the presence of relatively weak shareholder rights, alternative

forms of corporate control may be able to control insider’s tendencies to accumulate excess

liquid assets. In particular, following Anderson and Reeb (2003), we might inquire whether

concentrated ownership, particularly in the hands of a family group may increase value by
1Contrary to this view, Harford (1999) and Pinkowitz (2002) find a negative relationship between the

likelihood of a firm to become a takeover target and its holding of excess cash. Hence, holding excess cash
could be a deterrent of takeovers.
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curbing excessive cash holding. This is precisely the question we explore in this paper.

In pursuing this issue we must confront one important complicating factor– risk aversion.

Specifically, as argued by Demsetz and Lehn (1985) major shareholders may hold a large

fraction of their wealth in shares of the firm in order to retain control. Risk aversion of large

shareholders means that ownership concentration may be associated with efforts to reduce

the total risk (both systematic and idiosynchratic) of the firm. This could be done in part by

diversification of the firms assets by holding liquid traded securities. Alternatively it could

be done by holding cash. This suggests a positive correlation between share concentration

and liquidity.

Risk aversion may act as an inhibiter in firms with concentrated ownership, whether

they be family-owned or not. But there may be good reasons why the risk aversion effect

is lessened in family firms. We may view the family as a group which survives because

members ultimately are willing to bend to the needs of the group. If so, family ownership

of the firm may simply be the means of achieving a stable voting coalition. This can have

the advantages both of exercising effective control and of allowing members to hold a smaller

fraction of their wealth in the firm. This would be particularly true of mature family firms

where heirs control the firm but where most of these heirs are employed outside the firm.

Note that maybe this is a reason why the performance of heir-controlled family firms may

be as good as or even superior to founder-controlled family firms.

We explore these issues using a panel data set of Belgian firms. These data are particu-

larly well-suited to our purposes because the Belgian financial system displays an interesting

variety of ownership structures and because our information about ownership patterns is

very detailed. We work with listed Belgian firms and this implies that most of them are

relatively old and have their origins in the early 20th century or before. Many of these

are still controlled by family groups. Thus most of the family firms in our sample are heir

controlled.

We find a clear positive association between concentrated ownership and the fraction of

firm assets held in liquid form. This evidence would support the hypothesis of the largest

shareholders risk aversion. Risk aversion is also confirmed for family firms. Beyond this

we find that cross share holding is associated with lower levels of liquid assets, which is
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consistent with the view that such cross share holdings facilitate a more efficient internal

capital market among related firms.

The remainder of the paper is organized as follows. Section 2 presents our empirical

methodology and our data sources. In section 3 we present our results. Finally, Section 4

concludes.

2 Data and estimation framework

Our sample consists of all Belgian listed firms except those in the banking sector, insurance

companies and real estate firms. Listed firms undergoing a long liquidation process are

excluded from the sample. This selection process gives us a sample of 717 observations of

firms for the period 1991-1996. The accounting variables are taken from the year-end annual

accounts of firms available from the database called ”Centrale des Bilans” edited by the

National Bank of Belgium. Ownership data were collected by hand from the printed annual

reports of listed firms. We supplemented this with notifications from the Documentation

and Statistics Department of the Brussels Stock Exchange.2

The data we use covers the period from 1991 to 1996. The year 1991 was chosen

as a starting period because from that date all firms were required to report ownership

information including all holdings greater than 5% and also participation in all shareholder

voting alliances.3

Descriptive statistics for the variables used in our study are given in Table 1.

2The database we built better suits our research than the already existing ones, namely, BDPart, avail-
able in the Documentation and Statistics Department of Brussels Stock Exchange, and the NBB Financial
Reports of Belgian firms. Specifically in the former, every time there is a change in the ownership composi-
tion, the previous data is overwritten, so it has no historical memory. In the latter, only Belgian shareholders
are reported with no indication given of foreign shareholders. Furthermore, a comparison of the printed
annual reports and the NBB data revealed frequent discrepancies in ownership information.

3The Belgian disclosure law was adopted in 1989, but for the years 1989 and 1990, some of the firms
enjoyed a “grace period”, where the shareholders of these firms were not obliged to notify the Banking
Commission, but by the end of 1991 ownership disclosure was mandatory for all firms.
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Table 1: Univariate analysis of variables used

Variables Abbreviation Mean 25th Median 75th

used percentile percentile
Liquidity Liqratio 0.19 0.04 0.11 0.25
2nd definition of liquidity Liqratio2 0.12 0.01 0.03 0.14
Cash flow CFrat -0.01 0.00 0.001 0.02
Total leverage Leverage 0.33 0.11 0.29 0.49
Firm size Size 9.49 8.96 9.42 10.01
Working capital Work.cap -0.08 -0.17 -0.07 -0.01
Investment in financial assets FFA 0.45 0.16 0.46 0.72
Capital expenditures Invest 0.02 0 0.001 0.02
R&D expenditures R&D 0.002 0 0 0
The first largest shareholder FLS 56.84 45 55.10 70
The second largest shareholder 2ndLS 4.66 0 0 7.07
Manager’s ownership Manager 34.38 7.61 26 59.80
Liquidity is cash in hand and at bank, other amounts receivable within one year and marketable securities

divided by total assets. The 2nd definition of liquidity is the sum of cash in hand and at bank and marketable

securities divided by total assets. Cash flow is earnings before interest and taxes divided by total assets.

Total leverage is the sum of short-term and long-term debt divided by total assets. Firm size is measured

by the log of total assets. Working capital is working capital minus cash divided by total assets.

Investment in financial assets is the ratio of shareholdings of the firm in tied firms and firms with which there

exists a participation link divided by total assets. Capital expenditures are new acquisitions of tangible assets

divided by total assets. R&D expenditures are expenses in R&D divided by total assets. The first largest

shareholder variable is the percentage of the direct shareholdings of the largest shareholder in the firm.

The second largest shareholder variable is the percentage of the direct shareholdings of the second

shareholder in the firm. Manager’s ownership is the percentage of the direct shareholdings of a manager

regardless of his rank in the board.

The number of observations of the sample is 717.

The number of observations with managerial ownership is 117.
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Liquid asset holdings, the main variable to be explained, is measured as the ratio of

the sum of cash in hand and at bank, other amounts receivable within one year, and

marketable securities, divided by total assets. Table 1 shows a high value of the liquidity

ratio for Belgian firms, especially if compared to other countries4. Opler, Pinkowitz, Stulz,

and Williamson (1999) argue that firms protected from the market of corporate control

through anti-takeover charter amendments will hold excess cash. It could be one possible

explanation for these high cash ratios. The Belgian takeover regulation adopted in 1989

and 1991 reduces the possibility of takeovers as a means of corporate control.

To test the robustness of the results, we use another variant of the liquidity ratio,

namely, the sum of cash in hand and at bank and marketable securities divided by total

assets. This definition is as in Kim et al., (1998). It differs from that of Opler et al,. (1999)

only in that Opler et al,. divide cash and marketable securities by total assets minus cash

and marketable securities, and the variable they use in their estimations is the log of this.

We now turn to the description of the explanatory variables we use in this study.

4See for instance these ratios for UK listed firms (Anderson (2003)), average levels reported by Opler,
Pinkowitz, Stulz, and Williamson (1999), and Kim, Mauer, and Sherman (1998).
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2.1 Governance variables

• The first governance variable is the percentage of the share ownership of the largest

shareholder in the firm. In Belgian listed firms shareholders could be physical or

moral persons. It could also be a group block or a voting block. Hence, the largest

shareholder could be either an individual shareholder or a block. To categorize a

shareholder as the largest or the second one, we sort the declared shareholders in the

firm from the largest to the smallest, according to the size of their share ownership.

We hypothesize that a higher concentration of shares will typically require the com-

mitment of a larger fraction of the investor’s wealth. In this case the investor will

be concerned with total risk of the firm’s return (and not just systematic risk). This

may lead the firm to adopt higher levels of liquid asset holding [Demsetz and Lehn

(1985)].

• The second ownership variable is the managerial ownership. This variable serves

as a proxy for insider power over decision-making. As for the previous ownership

variables it could be a share ownership of only one manager (any member on the

board of directors regardless of his rank) or a manager member of a voting block.

When the manager is in a voting block it is not only his percentage of shares that

is considered but also that of other voting members. The expected relation between

managerial ownership and liquidity holding may depend on the objectives and the

behaviour of managers. In fact, managers could prefer liquid assets, because such

assets are more easily transformed in ways that are beneficial to them, and in such

case managerial ownership and cash holding are positively related. Managerial effect

on liquidity holding may also be a family effect, because in most cases managerial

ownership is related to family firms. From the 117 observations where there is a

manager who is also a declared shareholder, 95 observations are family firms.

• The third ownership variable is the ownership of the second largest shareholder. As

for the first largest shareholder it could be the stocks held by one shareholder, as

it could be the total ownership of a voting block. When there is no second declared

shareholder we consider that he has zero percent of ownership. Out of 717 observations
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(from 1991 to 1996) there are only 317 observations where there is a second declared

shareholder.

We are interested in investigating to what extent the second largest shareholder may

act as a moderating influence on the first largest one. If the second shareholder

has any impact, we expect either a negative relationship between cash holdings and

shareholding of the second shareholder or a smaller coefficient on the variable relative

to the first largest one. However, the ownership of the second shareholder is very

small compared to the first one as we can observe from Table 1. Hence, in a system of

corporate ownership as in Belgium, we hardly expect the second shareholder to exert

any effect on the first one.

• In order to take into account the family effect we subdivide the sample in two sub-

samples one with family firms and the second with the rest. Several empirical and

theoretical studies have shown the role of families and their effect on corporate perfor-

mance.5 But what is the definition of a family controlled firm? Some studies define a

family firm as one where the founder or the heir is in control like Sraer and Thesmar

(2004). In Maury (2006) a family firm is one in which the largest controlling share-

holder that holds at least 10 percent of the voting rights is a family, an individual,

or an unlisted firm. As pointed out by Blondel, Rowell, and Van Der Heyden (2002)

there is a serious shortcoming concerning the studies on family firms because there

is no consensus amongst researchers on the definition of a family business. The most

common definitions of a family firm are:

- if the founder or a heir is in control.

- If one or more of the family members is on board.

- If one or more of the family members hold a specified threshold. However, there

is no clear cut-off for the level of the threshold, in some studies it is 10 percent,

in others it is 20 percent of voting rights. For example, this threshold is of 10

percent in (Maury 2006).
5Anderson and Reeb (2003), Blondel, Rowell, and Van Der Heyden (2002) Burkart, Panunzi, and Shleifer

(2003), (De Angelo and De Angelo 2000), Faccio and Lang (2002), Maury (2006), and Sraer and Thesmar
(2004) among many other studies.
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- If the family controls a target firm through a chain of pyramidal firms.

Hence, the definition of family firm we adopt is the following: a family firm is one

where there is a known link to the family of the founding owner(s), through a direct

shareholding in the firm6, or the family is in control indirectly through a pyramid; or if

it is a common knowledge that a firm is a family firm. An example of this type of firms

is the firm Delhaize that is fully controlled by the family Delhaize. However, there

is no declaration of control for this firm, at least for the time period of our sample

from 1991 to 1996, because none of the family members hold the minimum level of 5

percent of shareholding, that requires to disclose the ownership by law.7 Nevertheless,

everyone in Belgium knows that this firm is a family firm. The notion of common

knowledge can sound arbitrary, but this is established by recognized authorities. For

instance, the “Research and Strategy Department Equity Research” at bank ING8

publishes the shareholding of Belgian listed firms yearly, and for firm Delhaize it

says that “no shareholder have declared holding 5 percent9 or more of the shares,

however, it is common knowledge that the managing families detain the majority of

the votes.”10

• We also subdivide the sample in two sub-samples one with firms related to coor-

dination centers and the second with the rest.created in Belgium in 1982 by the

Royal decree 187, in order to give incentives, mainly very attractive tax incentives,

to multinational groups to relocate their financial operations in Belgium and to favor

employment. Coordination centers allow multinational groups to carry out a large

variety of financial and managerial services on roughly tax-free basis.

2.2 Firm specific feature variables

• Cash flow. Cash flow offers an immediate source of liquidity to meet operating ex-

penditures and maturing liabilities. Hence, firms with high cash flows can keep lower
6In the declaration of control to the Banking Commission it is said clearly that the shareholder is a

family group.
7There were declarations of control for this firm in 2004 and 2005.
8BBL previously.
9The minimum legal threshold to declare the shareholding.

10See for instance BBL (1996).
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levels of liquid assets. Kim et.al., (1998) find a negative effect.11 The theoretical

analysis of Anderson and Carverhill (2005) suggests that there is a non-monotonic

relationship between expected cash and liquidity.

• Leverage. Opler et. al. and Kim et. al. find a negative relationship between leverage

and liquid asset holding. The theoretical analysis of Anderson and Carverhill (2005)

indicates a non-monotonic relationship between liquid assets and long-term leverage.

Specifically, when profitability is high, higher leverage is associated with higher liquid

asset holding.

• Working capital. Like in Opler et.al. (1999), we use working capital variable as it is

a potential substitute for cash. Opler et.al. (1999) argue that firms use factoring and

securitization as a means of raising liquidity. Accordingly, firms with high working

capital are expected to hold less cash. We expect a negative relation between working

capital and liquid asset holdings.

• Investment in tangible assets. Opler et.al., (1999) argue that a firm that invests more

should have fewer internal resources, and hence would accumulate less cash. This

suggests a negative relationship between capital expenditures and cash held by the

firm.

• R&D. We use R&D expenditures as a proxy for growth opportunities. In line with

previous studies12 we expect a positive association between this measure and liquid

asset holding. The argument is that firms with high growth opportunities keep more

cash to meet these opportunities.

• Firm size. Firm size is included as a proxy for the development of internal capital

markets, since large firms are more likely to be diversified and thus less likely to face

financial distress (Titman and Wessels (1988)). In studies as in Fazzari and Peterson

(1993) it is argued that small firms are more likely to face financial constraints. We

therefore expect an inverse relationship between firm size and liquid asset holdings.
11But Opler et. al., (1999) find a positive effect.
12Opler, Pinkowitz, Stulz, and Williamson (1999) for instance.
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Opler et.al., (1999), Kim et.al., (1998) as well as Vogel and Maddala (1967) find a

negative effect of firm size on liquidity holdings.

• Investment in financial fixed assets. Opler et.al. (1999), use a count of the number

of reported lines of business segments to measure whether firms have non-core assets

that could be liquidated in periods of economic distress. In our study we use the ratio

of the amounts invested by the firms in tied firms and firms with which there exists

a participation link13 to total assets. This variable is used as a proxy for industrial

cross-shareholding.

In our estimation we first regress the ratio of cash holdings on a set of variables cap-

turing firm characteristics. Then we add variables that capture ownership concentration,

managerial ownership, and the second largest shareholder ownership. To take into consid-

eration specific Belgian corporate governance characteristics, we split the sample in two

groups: one with firms related to families and the other one with the rest of firms. We do

the same for firms that are related to coordination centers in order to capture the effect of

liquid asset holdings.

13The firms tied to another firm are: the firms that control it, the firms that it controls, the firms with
which it forms a consortium, the other firms that, to the knowledge of the board, are controlled by one of
the firms mentioned above. The firms with which there exists a participation link are the firms, other than
tied firms, in which the firm or its subsidiary holds directly or indirectly participation.
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The basic benchmark pooled OLS equation is as follows:

Liqratit = β0+β1CFratit+β2Leverageit+β3Sizeit+β4Ageit+β5Work.Capit+β6FFAit+

β7Investit + β8R&Dit + εit

(1)

Usually in the literature 14 the model estimated in Equation (1) is considered as the

benchmark. We first estimate model 1 to compare it to what was found in the literature

and afterwards, we compare our results to the ones we obtain by adding variables that

capture specificities of Belgian corporate ownership. In this way we appreciate the results

with and without these variables, as we explain in the next sections.

We first estimate this model in a pooled OLS model, as presented in Equation (1). Panel

data models allow to correct for unobserved (time-invariant) firm heterogeneity effects.

However, as the ownership variables do not vary much over time it is not appropriate

to use the fixed effect model [Zhou (2001)]. Given the absence of firm fixed effects, we

estimate the regression in random effects panel data model. We rely on a Hausman test

as well to justify the use of a random effects model. The Hausman test was computed

for all estimations and it rejects the use of the fixed effects model in favor of the random

effects model. To check for the robustness of the results we re-estimate the regression in a

cross-sectional model (results are not reported).15

3 Results

We first present the results for the benchmark model in Table 2, and then the results with

the other ownership variables in Tables 3, 4, 5, 6, and 7.
14See Opler, Pinkowitz, Stulz, and Williamson (1999) for instance.
15The cross-sectional model estimations are as in Rajan and Zingales (1995). The dependent variable is

measured in 1996 and for the explanatory variables we take their average values over the period 1991-1995.
The results obtained in the cross-sectional model are in almost all cases the same as those of the random
effects model.
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3.1 Benchmark results

Table 2 shows the results of the regressions of liquid assets on a set of explanatory variables.

In these estimations we omit governance variables. Our specifications are quite close to

those used in Kim, Mauer, and Sherman (1998), Opler, Pinkowitz, Stulz, and Williamson

(1999) and Anderson (2003) and can be considered as the benchmark case by which we

judge the impact of including other governance variables on cash holdings. In each case, we

present estimations from the OLS and the random effects panel data models (cross-sectional

estimations are run but not reported).

In Table 2 cash flow enters the regressions negatively but not significantly (20 percent

level of significance). This is consistent with the argument that firms with high levels of

cash flow can meet the payments, the operating expenses, and the maturing liabilities. This

is also in agreement with the finding of Kim et. al. (1998).

The effect of total leverage is negative. This is in accordance with the US studies which

show that debts may be a substitute for cash [Kim, Mauer, and Sherman (1998), Opler,

Pinkowitz, Stulz, and Williamson (1999), and Baskin (1987)].

Working capital is negatively related to liquid asset holdings. Hence, the more the firm

has substitutes for cash that could be liquidated in periods of financial distress, the less

cash it holds. Our findings are in accordance with those of Opler, Pinkowitz, Stulz, and

Williamson (1999) for US corporations.

As expected, R&D is positively related to liquid asset holdings. This is in accordance

with the argument that when a firm has greater growth opportunities, it keeps more cash

in order meet them.
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Table 2: The benchmark model. Intercept terms and year dummies are

included for all regressions, but not reported. (P-values are in parenthe-

ses)

Variables OLS Pooled Random Effects

CFrat -0.0329 -0.02771

(0.3741) (0.3251)

Leverage -0.2742 -0.2946

(0.0000) (0.0000)

Size -0.0367 -0.0169

(0.0000) (0.2200)

Work.Cap -0.4149 -0.4316

(0.0000) (0.0000)

FFA -0.4351 -0.4533

(0.0000) (0.0000)

Invest -0.5819 -0.4128

(0.0000) (0.0000)

R&D 2.5787 4.2765

(0.0000) (0.0000)

Obs 717 717

R-Square 43.05%

F test (p-values) (0.0000)

LM test (p-values) (0.0000)

The variable Invest, investment in tangible assets, enters the regressions negatively.

This is in agreement with the argument that firms investing more should have fewer internal

resources, and consequently would have less liquidity [Opler et. al., (1999)].

The variables that proxy for the level of development of internal capital markets are

largely in accordance with our expectations. The first variable FFA, represents industrial

cross share holdings. It is inversely related to liquidity holdings and significantly so in all

specifications (at the 1 percent level of significance).

It is worth pointing out that the size of the coefficients on FFA is economically highly

significant. It suggests that all else equal, for every $100 of shares held in related companies,

the firm will reduce its cash holdings by about $43 ($45 in the random effect model).

As expected, firm size is inversely related to cash holdings in all specifications. This is
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consistent with the argument that small firms are more prone to face financial constraints

than larger ones and accordingly, small firms would detain more cash.16

3.2 Governance and liquidity

In this Section, we turn our attention to our main concern by introducing into the model

variables relative to ownership or to other aspects of Belgian corporate ownership.

Ownership of the first largest shareholder. In Table 3 below, we introduce the variable

“FLS”17. This variable is positive and statistically significant in all specifications (at the 1

percent level of significance). The inclusion of this variable has virtually no impact on the

estimates of the other coefficients in the model.

This positive relation with liquidity holdings is consistent with the view that risk aver-

sion of reference share holders can have a significant impact on decision making of firms.

This effect is potentially of great importance in the Belgian context. From Table 1, in more

than 75 per cent of Belgian firms the largest shareholder owns more than 45 per cent of the

shares. A quarter of Belgian firms have dominant owners holding 70 percent of the shares.

From the estimates in Table 3 we see that, for instance, if we increase the largest owner’s

share 25 per cent we obtain an increase in liquid asset holdings of 5 per cent of total assets.

16Among other studies supporting this view, there are: Fazzari and Peterson (1993), Vogel and Maddala
(1967), Opler, Pinkowitz, Stulz, and Williamson (1999), and Kim, Mauer, and Sherman (1998).

17It is the abbreviation we use for the first largest shareholder.
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Table 3: Largest shareholders effect. Intercept terms and year dum-

mies are included for all regressions, but not reported. (P-values are in

parentheses)

Variables OLS Pooled Random Effects

CFrat -0.0116 -0.0215

(0.7477) (0.4426)

Leverage -0.2586 -0.2824

(0.0000) (0.0000)

Size -0.0328 -0.0194

(0.0001) (0.1465)

Work.Cap -0.4075 -0.4369

(0.0000) (0.0000)

FFA -0.4259 -0.4476

(0.0000) (0.0000)

Invest -0.5264 -0.3991

(0.0000) (0.0000)

R&D 2.3963 4.1066

(0.0000) (0.0000)

FLS 0.0022 0.0018

(0.0000) (0.0000)

46.56%

Obs 717 717

F test (p-values) (0.0000)

LM test (p-values) (0.0000)
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Families. As many other continental European countries, family firm tradition is one

important feature of the Belgian corporate ownership structure. To investigate the effect

of families and ownership concentration on cash holdings by firms, we split the sample

into two sub-samples: one with the firms related to families and the other one with the

remaining firms. Then, we run separate regressions for the two sub-samples. The results

in Table 4 show that ownership matters for cash holding in the case of family firms; the

effect of the variable relative to the largest shareholders “FLS” is positive confirming our

previous results (see Table 3) on risk aversion when the owners have a big fraction of their

wealth invested in the firm. However, for firms non-related to families the effect of “FLS”

on cash holding is negative but not significant (even at the 20 percent level of significance)

in the random effects model.

17



Table 4: Family effect. (P-values are in parentheses)

Variables Family Firms Non-Family Firms

Ols Pooled Random Effects Ols Pooled Random Effects

CFrat -0.0117 0.0150 -0.0074 -0.0708

(0.7640) (0.6164) (0.8986) (0.1034)

Leverage -0.4061 -0.3800 -0.2359 -0.2967

(0.0000) (0.0000) (0.0000) (0.0000)

Size 0.0078 -0.0132 -0.0315 -0.0032

(0.6569) (0.6489) (0.0015) (0.8376)

Work.Cap -0.3740 -0.5504 -0.4103 -0.4009

(0.0000) (0.0000) (0.0000) (0.0000)

FFA -0.4547 -0.5407 -0.4272 -0.4307

(0.0000) (0.0000) (0.0000) (0.0000)

Invest -0.5879 -0.0472 -0.4586 -0.4511

(0.0091) (0.8043) (0.0022) (0.0000)

R&D 1.0337 1.1648 2.5879 4.7844

(0.1562) (0.4093) (0.0000) (0.0000)

FLS 0.0035 0.0043 0.0015 -0 0.0004

(0.0000) (0.0000) (0.0008) (0.4343)

Obs 194 194 523 523

R-Square 64.18% 43.12%

F test (p-values) (0.0000) (0.0000)

LM test (p-values) (0.0000) (0.0000)
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Managers. To investigate further the impact of insiders on cash holding by firms, we

examine the impact of managerial ownership. Firms where managers are shareholders are

in most cases family firms. Out of 117 observations where there is managerial ownership,

95 are family related firms; in almost all cases the manager shareholder is a member related

to the family. Hence, this is another way to appreciate the family effect. In Table 5 we run

a regression with the variable “Manager” which represents the ownership of managers.
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Table 5: Managerial Ownership. (P-values are in parentheses)

Variables Ols Pooled Random Effects

CFrat -0.0540 0.1232

(0.6887) (0.1202)

Leverage -0.3263 -0.2688

(0.0000) (0.0015)

Size -0.0432 -0.0483

(0.1404) (0.2283)

Work.Cap -0.2272 -0.5790

(0.0431) (0.0000)

FFA -0.4811 -0.5357

(0.0000) (0.0000)

Invest -1.0646 -0.2308

(0.0043) (0.3777)

R&D 38.6855 -2.1764

(0.3285) (0.9379)

Manager 0.0011 0.0020

(0.0574) (0.0256)

Obs 117 117

R-Square 60.09%

F test (p-values) (0.0000)

LM test (p-values) (0.0000)

The managerial ownership variable “Manager” enters the regression positively and sig-

nificantly (at the 5 percent level of significance). This confirms the results we find for

families (see Table 4). In fact we had seen that firms which are related to families hold

more cash. This is in accordance with the risk aversion argument of the largest shareholders

of Demsetz and Lehn (1985).

This result is also in accordance with the prediction of Myers and Rajan (1998) that

holding an excess of liquid assets gives the managers (or the major shareholders) a larger

possibility for discretion, because liquid assets are easy to transform in ways that are

beneficial to them.

The second largest shareholder. We explore whether the presence of a relatively large

second shareholder may act as a moderating influence on the first largest one. In Table 6
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we introduce the variables “2ndLS” that is the shareholding of the second shareholder in

the firm, and “FLS 2ndLS” that is an interaction variable between “FLS” and “2ndLS”.

Results in Table 6 show that the second largest shareholder has no impact on the first one

in moderating its effects on cash holdings. Furthermore, the coefficients on the first largest

shareholder “FLS” variable do not change from the results given in Table 3. This suggests

that the second shareholder has no influence on the largest one, whereas, the results for

other variables are qualitatively the same as those in Tables 2 or 3.

To check whether a different definition of the variable for second shareholder does not

change the results obtained in table 6, we run the same regressions with a dummy variable

which takes on the value of one if there is a second largest shareholder and zero otherwise,

and in a second estimation we interact this variable with the variable FLS. Results are

almost the same as those reported in table 6.18

18As the results are the same as those in table 6, we do not report them here.
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Table 6: The second largest shareholders effect. (P-values are in paren-

theses)

Variables Ols Pooled Random Effects

CFrat -0.0130 -0.0136 -0.0214 -0.0218

(0.7178) (0.7064) (0.4439) (0.4370)

Leverage -0.2596 -0.2596 -0.2804 -0.28048

(0.0000) (0.0000) (0.0000) (0.0000)

Size -0.0322 -0.0319 -0.0200 -0.01978

(0.0001) (0.0001) (0.1341) (0.1425)

Work.Cap -0.4070 -0.4083 -0.4356 -0.43598

(0.0000) (0.0000) (0.0000) (0.0000)

FFA -0.4259 -0.4255 -0.4473 -0.44668

(0.0000) (0.0000) (0.0000) (0.0000)

Invest -0.5281 -0.5299 -0.4014 -0.40198

(0.0000) (0.0000) (0.0000) (0.0000)

R&D 2.4359 2.4341 4.0811 4.0851

(0.0000) (0.0000) (0.0000) (0.0000)

FLS 0.0023 0.0023 0.0017 0.0017

(0.0000) (0.0000) (0.0000) (0.0001)

2ndLS 0.0012 0.0020 -0.0005 0.0001

(0.1471) (0.4990) (0.5915) (0.9814)

FLS 2ndLS -0.0001 -0.0001

(0.7654) (0.8243)

Obs 717 717 717 717

R-Square 46.72% 46.73%

F test (p-values) (0.0000) (0.0000)

LM test (p-values) (0.0000) (0.0000)

22



Coordination Centers. Firms related to coordination centres may have access to financ-

ing easily and with significant tax advantage compared to firms without such relations.

It is also shown in Gautier and Hamadi (2005) that firms related to coordination centres

create an internal capital market to transfer financial resources within the group. Hence,

we check if the fact of being related to a coordination centre changes the decision of major

shareholders to hold cash. We split the sample in two sub-samples: one with firms related

to a coordination centre and the other one with the rest of the firms. Results in Table 7

show that the shareholding of the largest shareholders is always positively related to liquid

asset holdings by the firm. This confirms our previous results on the risk aversion of large

shareholders.
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Table 7: Coordination Centers effect. (P-values are in parentheses)

Variables Firms related to CC Firms not related to CC

Ols Random Ols Random

Pooled Effects Pooled Effects

CFrat 0.0449 0.0106 -0.0195 -0.0496

(0.1539) (0.4736) (0.7093) (0.2158)

Leverage -0.3647 -0.3937 -0.2668 -0.2973

(0.0000) (0.0000) (0.0000) (0.0000)

Size -0.0114 0.0146 -0.0509 -0.0234

(0.2930) (0.4231) (0.0000) (0.2108)

Work.Cap -0.6262 -0.5219 -0.3829 -0.4047

(0.0000) (0.0000) (0.0000) (0.0000)

FFA -0.5181 -0.6097 -0.4187 -0.4438

(0.0000) (0.0000) (0.0000) (0.0000)

Invest -0.5355 -0.0750 -0.5277 -0.4132

(0.0195) (0.6123) (0.0003) (0.0001)

R&D 0.1517 -1.6747 3.1347 4.8335

(0.7338) (0.0290) (0.0000) (0.0000)

FLS 0.0014 0.0039 0.0021 0.0014

(0.0004) (0.0000) (0.0000) (0.0067)

Obs 188 188 529 529

R-Square 67.78% 42.88%

F test (p-values) (0.0000) (0.0000)

LM test (p-values) (0.0000) (0.0000)

4 Concluding remarks

In this work we try to understand if the form of corporate governance adopted by the

firm may influence its decision to hold liquid assets. We have identified three possible

reasons why governance may matter. First, if shareholding is concentrated in order to

exert effective control it may also lead to a risk averse behaviour by the firm which might

result in liquid cash holdings. Second, if shareholders are weak and managers are strong,

the latter may take advantage of the situation and hold large amounts of liquid assets which

may be transformed in ways that are beneficial to insiders. Third, if the ownership pattern
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imbeds the firm in an industrial group, the firm may benefit from an intra-group capital

market which may allow the firm to economize on cash holdings. We have examined these

hypotheses with a panel data set of Belgian firms which, because of the particularities of

the Belgian financial system, is very well suited to our purposes.

We find that the data strongly supports our hypotheses. In fact, the examination of

the Belgian case reveals clear signs of risk averse behaviour by Belgian firms. However,

the effects of this behaviour are mitigated by institutions which promote the intra-group

transfer of financial resources. We then further investigate whether this pattern is related

to the firm being a family one; we find evidence of stronger risk aversion of the largest

shareholders when related to families.

Can we conclude from these results that the control-oriented institutions of corporate

governance as found in the Belgian system tend to reduce profitability and growth as some

would suggest? Clearly, the risk aversion may lead firms controlled through concentrated

ownership toward holding low risk low return assets and therefore reduce growth. However,

this effect may be compensated by easier financing opportunities for firms belonging to

an industrial group. Furthermore, we must also emphasize that liquid assets may be held

as a reserve to be drawn upon when growth opportunities present themselves. Given the

difficulty of accurately measuring such opportunities, it may be that some of the liquid asset

holdings we have associated with other variables may be ascribed to such opportunities.
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