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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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