oY JTo UIJ__II m)

5251 gLaUls oS g 43

L dlie Lyl Olgis

S Ll Glaeas @9y Wb @ pdudilhsil slolis ol

e uwdSOI (lgie
The Effects of Financial Flexibility Demand on Corporate Financial

Decisions
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VI. Summary and Conclusions

This paper develops and tests the financial flexibility demand cycle hypothesis (FFH).

The results strongly support the FFH. Flexibility-building firms, characterized by low ex-
pected cash flows, high growth opportunities, low earned capital, and young age, have lower
leverage ratios and larger cash holdings. They build up cash through external equity issues
in order to improve their financial flexibility for future opportunities. Flexibility-utilizing
firms, characterized by medium expected cash flows, medium growth opportunities, and
medium earned capital, have the highest leverage and the lowest cash holdings, as they fund

their investment opportunities with debt and reserved cash.
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