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Distracted Institutional Shareholders and Corporate Cash Holdings 

 

Abstract 

We investigate whether institutional investors’ distraction affects corporate cash holdings. We 

also investigate two channels that may explain the relationship (if any) between institutional 

shareholder distraction and corporate cash holdings. First, the acquisition channel predicts that 

a reduction of monitoring intensity allows the firm to engage in costly and value-destroying 

acquisitions and this, in turn, lowers cash holdings. Second, the payout channel suggests that 

firms with distracted shareholders are associated with dividend cuts, and therefore, 

shareholder-distraction-related payout cuts may leave the firm with more cash holdings. Using 

26,727 firm-year observations (3,813 unique firms) over the period 1980 to 2017, we find 

evidence that institutional shareholder distraction is negatively associated with corporate cash 

holdings. We also find that this effect is driven mainly by the acquisitions channel. The 

evidence is robust to an alternative estimation method and alternative measures of key 

variables. 
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1. Introduction 

 

Institutional investors have strong incentives to devote time and resources for monitoring 

managerial decisions of firms. This is because institutional investors own substantial equity in 

US firms (Amin et al., 2015). A large strand of literature establishes that institutional investors 

mitigate agency problems arising from the separation of ownership and management by 

monitoring managers and intervening in value-destructive actions (Bharath et al., 2013; 

Edmans, 2009; Edmans and Manso, 2011; Hartzell and Starks, 2003; Parrino et al., 2003; 

Shleifer and Vishny, 1997). However, the attention of institutional investors is critical in 

curbing managerial opportunistic behaviour.   

Recent studies document that institutional investors’ attention is a scarce resource (Fich 

et al., 2015; Kempf et al., 2017; Sims, 2003; Ward et al., 2017).  Institutional investors often 

hold multiple stocks in their portfolio, and they can devote only limited attention to any 

particular stock. In other words, institutional investors do not allocate their monitoring attention 

evenly to every stock in their portfolio. Two separate, but related, lines of literature are based 

on this idea. The first focuses on the motivation of institutional investor monitoring, and posits 

that this depends on the relative importance of individual stocks in their portfolios (Fich et al., 

2015; Nagel et al., 2015; Ward et al., 2018, 2020). However, motivated institutional investors 

may not have the time and/or resources to monitor appropriately if they are “distracted”. For 

example, when there is a shock to certain stock or stocks in their portfolio, the monitoring 

attention of institutional investors is diverted to those stocks perceived to be problematic, and 

they pay less attention to others in their portfolio. The second line of the literature argues that 

such institutional investors are temporarily “distracted” (Kempf et al., 2017; Liu et al., 2019) 

which, in turn, reshapes monitoring intensity faced by corporate managers. 
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In this paper, we examine whether agency costs stemming from institutional investors’ 

distraction affects corporate cash holdings. In the presence of distraction, institutional investors 

are less active in their monitoring role, which in turn, can lead to managerial agency problems. 

That is, self-interested managers can take advantage of investor distraction by distorting 

investment budgets and/or extracting private benefits at the expense of shareholders. Recent 

studies show that institutional investor distraction affects mergers and acquisitions, dividends 

cuts, executive compensation, board governance, and earnings management (Kempf et al., 

2017; Liu et al., 2019). Little is known about whether and how this kind of shocks to 

institutional investors distraction can affect corporate cash holdings, even though it has been 

recognised for some time that managers are inclined to build up cash for personal benefit 

(Jensen, 1986). We take into consideration that distraction shocks are not permanent across 

time, which in turn, provide managers opportunities to translate into optimal managerial 

actions.  Hence, we focus on the temporal variation in distraction which allows us to examine 

the impact of temporarily loosened monitoring intensity on changes in corporate cash 

holdings.1  

To provide further insight on this proposition, we identify from the literature two agency-

related channels through which shock to the institutional investors’ attention may affect 

corporate cash holdings. They are the acquisitions channel and the payout channel. In general, 

agency theory suggests that, when institutional investors are distracted, the monitoring 

intensity on firms is temporarily relaxed and agency costs are exacerbated. According to the 

acquisitions channel, in the presence of distracted institutional shareholders, managers take 

advantage of loosened monitoring constraints and engage in costly corporate events such as 

merger and acquisitions (M&As). Therefore, firms with distracted institutional investors are 

                                                           
1 We thank the anonymous referee for insightful suggestion to incorporate the temporal variation in 

distraction. 



4 
 

more likely to exhaust cash inefficiently and conduct value-destroying acquisitions. This, in 

turn, leads to a reduction in cash holdings.2,3 Our second channel (i.e., the payout channel) is 

motivated by prior studies which suggest that institutional investors limit managers’ access to 

free cash flow by distributing cash as dividends to shareholders (Short et al., 2002).  In this 

connection, Kempf et al. (2017) show that self-interested managers appear to cut dividends 

when institutional investors are distracted.  Thus, the payout channel suggests that firms with 

distracted institutional investors tend to have lower payouts, which, in turn, leads to an increase 

in cash holdings.  

  Our sample includes 26,727 firm-year observations (3,813 unique firms) from the 

Centre for Research in Security (CRSP)/Compustat merged dataset over the period 1980 to 

2010.  To quantify the effect of institutional investors’ distraction on corporate cash holdings, 

we adopt the Kempf et al. (2017) distraction measure. Our reduced form regression results 

show that temporary increase in institutional investors’ distraction leads to a decrease in 

corporate cash holdings. When we examine the channel(s) through which the documented 

negative relationship manifests itself, we find supportive evidence for the acquisitions channel.  

That is, firms with distracted institutional investors tend to conduct value-destructive 

acquisitions, which subsequently lead to reduction in cash holdings. 

Our paper is related to Ward et al. (2018). They investigate the effects of institutional 

investors’ monitoring motivation on the marginal value of corporate cash holdings.  They 

follow Fich et al. (2015), and define most motivated institutional investors as those with 

holding stakes at the top 10% of their portfolios. Using 67,404 firm-year observations over the 

period 1995 to 2015, they find strong evidence that motivated institutional ownership increases 

                                                           
2  In this paper, we use “firms with distracted institutional investors” and “distracted institutional 

investors’ attention” interchangeably. 
3 Recent studies support the view that distracted institutional investors’ attention matters for M&As 

decisions (Fich et al., 2015). In addition, Kempf et al. (2017) confirm that distracted institutional 

investors’ attention exacerbates agency problems, and find that managers are more likely to conduct 

diversifying, value-destroying acquisitions when institutional investors are distracted. 
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the marginal value of cash holdings.  They also confirm that this result is not driven by the 

traditional firm governance measures or types of institution.    Our paper is different from Ward 

et al. (2018) in the following ways.  First, instead of taking an (indirect) investor's perspective, 

we examine the cash holdings problem directly from a corporate perspective.  Second, we focus 

on the channel through which institutional shareholders’ distraction affects corporate cash 

holdings, whereas Ward et al. (2018) look at the relationship between “motivated” institutional 

investors and the marginal value of corporate cash holdings as perceived by the stock market. 

As such, our paper complements their paper. Our paper is also different from Kempf et al. 

(2017) in the sense that they look at dividends but we look at total payout instead. 

This paper makes several contributions to the literature. First, we fill a gap in the 

institutional investors’ distraction literature by examining the relationship between institutional 

investors’ temporary distraction and corporate cash holdings. Second, we add to the corporate 

cash holdings literature by showing that institutional investors’ temporary distraction is a new 

determinant of corporate cash holdings. Since the seminal work of Dittmar and Mahrt-Smith 

(2007) and Harford et al. (2008), the literature has recognised the importance of the monitoring 

role of institutional investors in affecting cash holdings. But the presence of institutional 

investors may not be good enough to monitor the firm because institutional investors may not 

always be able to keep an eye on the firm. We contribute to this line of the literature by showing 

that institutional investors’  distraction does matter for corporate cash holdings. Third, by 

incorporating the literature of institutional investors’ attention and corporate cash holdings 

together, we examine two specific channels through which distracted institutional shareholders 

affect corporate cash holdings.  We find strong evidence that institutional investors’ temporary 

distraction affects cash holdings via the acquisitions channel, but not via the payouts channel. 

This clarifies the role of these channels in determining corporate cash holdings.  
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The rest of this paper proceeds as follows.  Section 2 reviews the relevant literature and 

develops hypotheses.  Section 3 provides details of the data and variables we use.  Section 4 

presents the methodology.  Empirical results are discussed in Section 5.  Finally, Section 6 

concludes the paper. 

 

2. Literature review and hypotheses development 

The role of institutional investors has received increasing attention in the literature.  

Many institutional investors hold blocks in multiple firms and perform careful analyses of the 

stocks in which they invest. The monitoring role of institutional investors is well-documented 

in the literature.  Since the seminal work of Shleifer and Vishny (1986), a number of related 

studies highlight the monitoring role of shareholders with a large stake of ownership as a 

potential solution to the agency conflicts between shareholders and management. These studies 

provide evidence that the presence of institutional investors is associated with lower 

information asymmetry (O'Neill and Swisher, 2003), better corporate governance (Carleton et 

al., 1998; Gillan and Starks, 2000) and lower agency costs.  From the agency costs perspective, 

institutional investors have incentives to monitor management and prevent them from acting 

in their self-interest. This, in turn, reduces the scope of managerial opportunism (Almazan et 

al., 2005; Chen et al., 2007; Cheng et al., 2010; Cornett et al., 2007; Gaspar et al., 2005; Hartzell 

and Starks, 2003). In response to unsatisfactory firm performance, institutional investors can 

choose to intervene in the management (Carleton et al., 1998) or exit the firm by selling their 

stakes (Edmans, 2009; Parrino et al., 2003).  

While extant research provides ample evidence for the monitoring role of institutional 

investors, little evidence exists as to the implications of institutional investors’ attention on 

corporate actions. Institutional investors hold various stocks in their portfolios, and the 

attention they can devote to their portfolio is limited.  In other words, institutional investors’ 
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attention is a scarce cognitive resource, and the amount of attention that institutional investors 

allocate is not equally balanced over all stocks in their portfolio (Fich et al., 2015; Kang et al., 

2018; Kempf et al., 2017; Ward et al., 2017). Institutional investors often devote additional 

attention to the stock that they perceive to be important and, thereby, pay less attention to other 

stocks.  This means that attention tends to be selective, as it requires effort.  Kempf et al. (2017) 

show that institutional investors are distracted when they experience exogenous shocks to 

unrelated stocks in their portfolio.  When investors with limited attention shift their attention 

to other firms, their monitoring intensity towards the firm is temporarily relaxed.  In the absence 

of effective monitoring by institutional investors, managers tend to take advantage of looser 

monitoring, and pursue opportunistic actions to maximize self-interest at the expense of 

shareholders. Corporate cash holdings is one of the mechanisms that managers may use to 

extract private benefit because the use of cash is largely at the managers’ discretion. 

Firms hold cash, not only because it provides liquidity and flexibility to exploit 

investment opportunities (Opler et al., 1999), but also because it protects them against adverse 

cash flow shocks that might compel them to forgo valuable investment opportunities (Stulz, 

1990). Nonetheless, cash is easily accessed by management, and much of its use is 

discretionary (Dittmar and Mahrt-Smith, 2007). Therefore, cash is likely to be used by 

managers for opportunistic purposes (Masulis et al., 2009).  There is a substantial literature 

examining firms’ motives for holding cash. Earlier studies on cash holdings focus primarily on 

financing frictions (Harford, 1999; Opler et al., 1999) but, recently, the emphasis has moved to 

other motives, including the financial constraint motive (Denis and Sibilkov, 2010; Faulkender 

and Wang, 2006), the tax motive (Foley et al., 2007; Hanlon et al., 2015), the corporate 

diversification motive (Bates et al., 2018; Duchin, 2010), and the agency cost motive (Dittmar 

and Mahrt-Smith, 2007; Dittmar et al., 2003; Harford et al., 2008).   
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We incorporate the literature on institutional investors’ distraction and corporate cash 

holdings, and study whether and how change in institutional investors’ distraction affects 

corporate cash holdings. On the one hand, distraction shocks to institutional investors are 

transient. These shocks temporarily relax investors’ monitoring intensity faced by corporate 

managers. On the other hand, the impact of temporary loosened monitoring intensity on 

corporate cash holdings are unclear: whether managers who experience temporary monitoring 

constraints have incentive to stockpile cash. Thus, it is interesting and worthwhile to examine 

how managers respond to temporarily loosened monitoring in terms of the use of cash at firm 

level. To capture the temporary distraction shocks, we focus on the variations in distraction 

which allow us to relate the fluctuations in monitoring attention to the variations in corporate 

cash holdings.  

 

2.1. Change in institutional investors’ attention and corporate cash holdings   

Standard agency theory contends that institutional ownership is critical for effective 

corporate governance that mitigates the agency conflicts arising from the separation of 

ownership and control.  Hence, the presence of institutional investors alleviates agency costs 

by monitoring managers and intervening in their value-destructive actions.  Consistent with 

this view, Ward et al. (2018) find that institutional monitoring alleviates the managerial agency 

problems and leads to better use of cash. However, when institutional investors shift their 

attention to other firms, agency conflict can arise, providing scope for managerial opportunistic 

activity. In this paper, we explore how distraction in institutional investors’ attention affect 

corporate cash holdings. 

Ex-ante, the relationship between institutional investors’ distraction and corporate cash 

holdings is unclear. On the one hand, given that cash is the most liquid asset by its nature, and 

much of its use is discretionary, a temporarily loosened monitoring because of institutional 
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investors’ distraction may allow managers to waste corporate liquid resources for value 

destroying investment, private benefits or managerial perquisites consumption. Therefore, a 

distraction in institutional investors’ attention may lead to less cash holdings. On the other 

hand, exacerbated agency cost because of institutional investors’ distraction may allow 

managers not to distribute cash among shareholders but hoard more cash for the extraction of 

private benefits instead. Accordingly, an increase in institutional investors’ distraction may 

lead to more cash holdings. 

Given that little theoretical guidance is available as to which of the above competing 

arguments prevails, we develop the following null hypothesis: 

 

H1. Change in institutional investor distraction has no impact on corporate cash holdings.  

 

2.2. The acquisitions channel 

Institutional monitoring plays a crucial role in acquisition decisions.  In the context of 

M&As, Chen et al. (2007) find that independent long term institutional investors with 

concentrated holdings are active in influencing management decisions to reverse bad M&As 

bids.  Similarly, Fich et al. (2015) show that the monitoring attention of institutional investors 

increases when the target firm represents a top allocation of funds in their portfolio. These 

findings lend support to the argument that institutional investor monitoring helps alleviate 

agency costs.   In a recent study, Kempf et al. (2017) provide empirical evidence that managers 

tend to engage in diversifying, value-destroying acquisitions when institutional investors are 

distracted. Similarly, Harford et al. (2008) report that firms with weak governance structures 

appear to dissipate cash more quickly on acquisitions. Firms conduct M&As by using either 

cash or stock or a mixture of both. Given that M&As activities are costly, firms that conduct 

M&As activities are likely to experience cash outlay.   
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In light of the above discussion, we exploit acquisition decisions as a potential agency 

cost channel through which institutional shareholders’ distraction may affect cash holding.   

Agency conflict arises when institutional shareholders are distracted and their monitoring 

intensity towards the firm is temporarily relaxed.  In the absence of effective monitoring by 

institutional investors, managers are likely to over-invest in value destroying projects, such as 

costly M&As activities, which in turn drive down cash holdings.  Taken together, we argue 

that firms with distracted institutional investors make more value-destroying acquisitions that 

subsequently lead to reduction in cash holdings.  This leads to the second hypothesis:               

 

H2. Increase (decrease) in institutional investor distraction is associated with more (less) 

value-destroying acquisitions and decrease (increase) in cash holding.  

 

2.3. The payout channel 

Extant studies suggest that institutional investors play important role in mitigating agency 

problem. Therefore, firms with more institutional monitoring distribute more cash dividends 

among the shareholders (Short et al., 2002). This decreases the cash flow accessible to 

managers and, thus, mitigates the agency problems associated with free cash flows (Jensen, 

1986).  However, when institutional investors are distracted, managers take advantage of looser 

monitoring.  Kempf et al. (2017) find that managers are more likely to cut dividends when 

institutional investors are distracted.  The reduction in payout could leave the firm with more 

cash and, subsequently, leads to greater cash holdings. Thus, our third hypothesis is: 

 

H3. Increase (decrease) in institutional investors’ distraction is associated with lower (higher) 

payout and increase (decrease) in cash holdings.  
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3. Data and Key variables 

3.1. Data 

We obtain financial statement data from Compustat, stock return data from the Center for 

Research in Security Prices (CRSP) and distracted shareholders data from Elisabeth Kempf’s 

website4. Our sample spans from 1980 to 2010. We start sampling from 1980 because data on 

distracted shareholders is available from this point onward. We exclude firms operating in the 

financial industry (SIC codes 6000 - 6999) and the utility industry (SIC codes 4900 - 4999). 

Furthermore, we restrict our sample to firm-year observations with non-missing observations 

for key variables used in our multivariate analyses. Our final sample consists of of 3,813 unique 

firms with 26,727 firm-year observations. We winsorize all continuous variables at their first 

and ninety-ninth percentiles, to mitigate the undesirable influence of outliers.5  

Table 1 presents the distribution of our sample across the Fama-French (1997) twelve 

industry groups. We find that our firm-year observations represent a wide range of industries, 

with considerable representation from computers, software, and electronic equipment 

(19.339%), manufacturing (18.36%), and other industries (12.71%). Overall, the distribution 

of our final sample across industries is consistent with the Compustat universe except for the 

“other industry” group.  

 

[TABLE 1 ABOUT HERE] 

 

3.2. Dependent variable: Change in corporate cash holdings (ΔCASH) 

                                                           
4 https://sites.google.com/site/elikempf/research. We would like to thank Professor Kempf for making 

the data available on her website. 
5  We winsorize the transformed variables (CASH, DISTR_MEAN etc.) and the changes in the 

transformed variables (ΔCASH, ΔDISTR_MEAN etc.) in level and change analysis, respectively. 

https://sites.google.com/site/elikempf/research
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Since we want to examine how institutional shareholder distraction affects corporate cash 

holdings, we use change in cash holdings as the dependent variable to capture the distraction 

impact. We measure change in corporate cash holdings as the change in the ratio of cash and 

marketable securities to the book value of assets over time (ΔCASH/TA).6 Liquid asset holdings 

are deflated by total assets, following the argument that a firm's ability to generate future profits 

is largely dependent on its assets in place (Bates et al., 2009; Dittmar et al., 2003; Opler et al., 

1999). This measure of cash holdings has been employed extensively in the prior finance 

studies (e.g., Acharya et al., 2013; Almeida et al., 2004; Harford et al., 2014). In the sensitivity 

analysis, we scale change in the cash and marketable securities by net assets to proxy for change 

in cash holdings (ΔCASH/NA).  

  

 

3.3. Independent variable: Change in institutional shareholder distraction (ΔDISTR) 

We use change in the firm-level overall institutional investor distraction of Kempf et al. (2017) 

as a measure of shareholder distraction shock. Kempf et al. (2017) exploit the institutional 

investors’ 13F file with SEC, which enables them to track the portfolio holdings of institutional 

investors to capture shifts in institutional investor attention at a given point in time.  They argue 

that “a given investor i in firm f is more likely (to be) distracted if there is an attention-grabbing 

event in another industry, and if that other industry is important in investor i’s portfolio” 

(p.1668). Therefore, lower levels of attention to focal firms, stemming from unrelated industry 

shocks to their portfolio are likely to reflect reduced monitoring by the institutional 

shareholders to the focal firms.7 Kempf et al. (2017) construct the measure of shareholder 

distraction using the following equation: 

                                                           
6 Throughout this paper, change in a variable (say, X) at time t is defined as Xt – Xt-1. 
7  Kempf et al. (2017) report evidence that firms with more institutional investor distraction are 

associated with value-destroying acquisitions, reduced dividends, opportunistically timed CEO stock 

options, and a lower likelihood that poorly performing CEOs will be terminated. They also show that 

distracted shareholders are correlated with reduced investor participation in conference calls, and less 
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𝐷𝐼𝑆𝑇𝑅𝑓,𝑞 =  ∑ ∑ 𝑤𝑖,𝑓,𝑞−1 × 𝑤𝑖,𝑞−1
𝐼𝑁𝐷

𝐼𝑁𝐷≠𝐼𝑁𝐷𝑓
× 𝐼𝑆𝑞

𝐼𝑁𝐷
𝑖∈𝐹𝑞−1

                                                           (1) 

where 𝐹𝑞−1 is the set of firm f’s institutional shareholders holding shares at the end of quarter 

q-1. 𝐼𝑁𝐷𝑓 is the industry to which firm f belongs using the Fama and French twelve industry 

classification. 𝐼𝑆𝑞
𝐼𝑁𝐷 denotes an industry shock; it is a dummy variable that equals to one if the 

industry has the highest or lowest return across all industries in quarter q, and zero otherwise.  

𝑤𝑖,𝑞−1
𝐼𝑁𝐷  measures how important the industry shock is to investor i and it is defined as the market 

value weight of industry IND.  𝑤𝑖,𝑓,𝑞−1 captures how important investor i is to firm f at the end 

of quarter q-1 and it is defined by the equation below. 

 

𝑤𝑖,𝑓,𝑞−1 =  
𝑄𝑃𝐹𝑤𝑒𝑖𝑔ℎ𝑡𝑖,𝑓,𝑞−1+ 𝑄𝑃𝑒𝑟𝑐𝑂𝑤𝑛𝑖,𝑓,𝑞−1 

∑ (𝑄𝑃𝐹𝑤𝑒𝑖𝑔ℎ𝑡𝑖,𝑓,𝑞−1+ 𝑄𝑃𝑒𝑟𝑐𝑂𝑤𝑛𝑖,𝑓,𝑞−1)𝑠∈𝐹𝑞−1

                                                                  (2) 

 

where 𝑃𝐹𝑤𝑒𝑖𝑔ℎ𝑡𝑖,𝑓,𝑞−1 measures the market value weight of firm f in the portfolio of investor 

i at the end of quarter q-1. 𝑃𝑒𝑟𝑐𝑂𝑤𝑛𝑖,𝑓,𝑞−1 measures the percent of investor i’s ownership in 

the firm.  In order to obtain a refined weighted index, all of the firms in investor i’s portfolio 

in quarter q-1 are categorised into quintiles based on 𝑃𝐹𝑤𝑒𝑖𝑔ℎ𝑡𝑖,𝑓,𝑞−1.  𝑄𝑃𝐹𝑤𝑒𝑖𝑔ℎ𝑡𝑖,𝑓,𝑞−1 is 

the quintile value of 𝑃𝐹𝑤𝑒𝑖𝑔ℎ𝑡𝑖,𝑓,𝑞−1 . Similarly, 𝑄𝑃𝑒𝑟𝑐𝑂𝑤𝑛𝑖,𝑓,𝑞−1  is the quintile value of 

𝑃𝑒𝑟𝑐𝑂𝑤𝑛𝑖,𝑓,𝑞−1.   

𝐷𝐼𝑆𝑇𝑅𝑓,𝑞 captures the overall degree of distraction for all firm f’s institutional investors 

in quarter q.  Higher 𝐷𝐼𝑆𝑇𝑅𝑓,𝑞  implies an increase in the level of distraction for firm f’s 

institutional investors and a decrease in the level of monitoring intensity.  We average the 

quarterly distraction to obtain an annual measurement (DISTR_MEAN) for each firm in each 

                                                           
interest in initiating governance-related proposals, implying a reduction in the monitoring intensity of 

institutional shareholders.  
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year.  In our empirical analysis, we use annual change in average distraction of institutional 

investors (ΔDISTR_MEAN).   

 

3.4. Channel variables: Changes in total payouts and acquisitions 

Change in total payouts (ΔTP): We define total payout as dividends to common shareholders 

plus stock repurchases (Jordan et al., 2018). Following prior studies (Banyi et al., 2008; 

Boudoukh et al., 2007), we define repurchases as the change in the firm’s treasury stock. Note 

that we only include positive changes in treasury stock and therefore, when a firm reports a 

decrease in treasury stock, we record a value of zero for that observation (Banyi et al., 2008). 

We use change in total payout over time scaled by total assets as our payout channel variable 

(ΔTP/TA). In the sensitivity analysis, we also use an alternative measure of stock repurchase 

defined either as change in the firm’s treasury stock or the difference between repurchases and 

issuances from the statement of cash flows when the retirement method is used  (Boudoukh et 

al., 2007; Fama and French, 2001). If either of these amounts is negative or missing, 

repurchases are set to zero. We then use change in total payout (sum of cash dividends and 

repurchases) scaled by total assets (ΔTP/TA2) as alternative measure of change in total payout.   

 

Change in acquisitions (ΔAQC): We define acquisition expense as acquisitions scaled by total 

assets (AQC/TA) (Ghaly et al., 2015). According to Compustat, acquisitions (AQC) capture the 

“cash outflow of funds used for, and/or the costs relating to, the acquisition of a company in 

the current year, or the effects of an acquisition in a prior year carried over to the current year”. 

This variable represents the amount of cash spent for acquisition purposes and is, therefore, 

suitable in our setting. We use change in acquisitions scaled by total assets (ΔAQC/TA) as our 

acquisition channel variable. In the sensitivity analysis, we also use change in acquisitions 

scaled by net assets (ΔAQC/NA) (see, for example, Ang and Smedema, 2011). 
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3.5. Control variables 

In our regression framework, we use a set of control variables that are known to be associated 

with corporate cash holdings (Bates et al., 2009; Dittmar et al., 2003; Opler et al., 1999). They 

include firm size (SIZE), growth (MTB), financial leverage (LEV), research and development 

(R&D), net working capital (NWC), cash flow (CFO), capital expenditure (CAPX), institutional 

shareholding (INST) and industry cash flow volatility (SIGMA). We use change form of these 

variables in the regression. We also include a set of dummy variables to control for industry 

(two-digit SIC code) and year effects (see Equation (3) below).8 Furthermore, following Kempf 

et al. (2017), we include a set of controls that affect acquisitions. These are firm size (SIZE), 

market-to-book ratio (MTB), cash flow (CFO), institutional shareholdings (INST), leverage 

(LEV) and dummies to control for industry and year effects. Additional controls include firms’ 

profitability (ROE) and age (AGE_LN) (Arikan and Stulz, 2016) (see Equation (4) below). 

Finally, following prior studies (Bodnaruk and Östberg, 2013; Desai and Jin, 2011; Kempf et 

al., 2017), we include a similar set of variables that influence payout. These are firm size 

(SIZE), market-to-book ratio (MTB), leverage (LEV), research and development expenditure 

(R&D), cash flow (CFO), capital expenditure (CAPX), institutional shareholdings (INST), 

profitability (ROE), age (AGE_LN), cash flow risk (δ(CFO)), and dummies to control for 

industry and year effects (see Equation (5) below). Appendix A provides a complete list of 

variables, definitions, and sources.   

 

4. Methodology 

                                                           
8 Our results remain qualitatively similar even if we do not include industry dummies or if we include 

other industry classifications (e.g., Fama-French (1997) twelve industry groups) (untabulated). 
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To estimate how changes in distracted shareholders affect corporate cash holdings (through 

acquisition and payout channels), following prior studies (e.g., Cheung, 2016), we employ the 

following simultaneous equations model: 

 

Δ𝐶𝐴𝑆𝐻i,t = β0 + β1Δ𝐷𝐼𝑆𝑇𝑅_𝑀𝐸𝐴𝑁i,t + β2Δ𝐴𝑄𝐶i,t + β3Δ𝑇𝑃i,t + β4Δ𝑆𝐼𝑍𝐸i,t 

                  +β5Δ𝑀𝑇𝐵i,t + β6Δ𝐿𝐸𝑉i,t + β7Δ𝑅&𝐷i,t + β8Δ𝑁𝑊𝐶i,t 

                                  + β9Δ𝐶𝐹𝑂i,t + β10Δ𝐶𝐴𝑃𝐸𝑋i,t + β11Δ𝐼𝑁𝑆𝑇i,t + β12Δ𝑆𝐼𝐺𝑀𝐴i,t 

                                     + Σt𝑌𝐸𝐴𝑅t + ∑ 𝐼𝑁𝐷i,t + εi,t     (3) 

Δ𝐴𝑄𝐶i,t = α0 + α1Δ𝐷𝐼𝑆𝑇𝑅_𝑀𝐸𝐴𝑁i,t + α2Δ𝑆𝐼𝑍𝐸i,t + α3Δ𝑀𝑇𝐵i,t + α4Δ𝐶𝐹𝑂i,t 

                +α5Δ𝐼𝑁𝑆𝑇i,t + α6Δ𝐿𝐸𝑉i,t +  α7Δ𝑅𝑂𝐸i,t + α8Δ𝐴𝐺𝐸𝐿𝑁i,t
 

                                  + Σt𝑌𝐸𝐴𝑅t + ∑ 𝐼𝑁𝐷𝑖,𝑡 + 𝑣i,t                    (4) 

Δ𝑇𝑃i,t = γ0 + γ1Δ𝐷𝐼𝑆𝑇𝑅_𝑀𝐸𝐴𝑁i,t + γ2Δ𝑆𝐼𝑍𝐸i,t + γ3Δ𝑀𝑇𝐵i,t + γ4Δ𝐿𝐸𝑉i,t 

              +γ5Δ𝑅&𝐷i,t + γ6Δ𝐶𝐹𝑂i,t  + γ7Δ𝐶𝐴𝑃𝐸𝑋i,t + γ8Δ𝐼𝑁𝑆𝑇i,t 

                   +γ9Δ𝑅𝑂𝐸i,t + γ10Δ𝐴𝐺𝐸𝐿𝑁i,t
+  γ11Δ(𝐶𝐹𝑂)i,t + Σt𝑌𝐸𝐴𝑅t 

                                + ∑ 𝐼𝑁𝐷i,t + 𝜔i,t                (5) 

 

Our simultaneous equations model consists of three equations (i.e., Equations (3) to (5)). We 

include change in shareholders distraction (ΔDISTR_MEAN) as a key explanatory variable in 

all three equations. Equation (3) describes how ΔDISTR_MEAN and two channel variables (i.e., 

ΔAQC and ΔTP) are related to change in cash holdings. The presence of ΔDISTR_MEAN in 

Equation (3) allows for the possibility that ΔDISTR_MEAN may have a direct relationship to 

change in cash holdings, capturing the agency cost channel. Equation (4) shows how 

ΔDISTR_MEAN is related to cash holdings through the acquisition (ΔAQC) channel (indirect 
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relationship). Finally, Equation (5) exhibits how ΔDISTR_MEAN is related to change in cash 

holdings through the total payout (ΔTP) channel (indirect relationship).  

The direct effect of ΔDISTR_MEAN on change in cash holdings is captured by 𝛽1 in 

Equation (3), while the indirect effects are captured by 𝛽2𝛼1  for the acquisition (ΔAQC) 

channel and 𝛽3𝛾1  for the total payout (ΔTP) channel, respectively. For example, consider 

Hypothesis (2) from Section 2.2, in which we test whether the indirect effect of 

ΔDISTR_MEAN through the ΔAQC channel is significant. We may restate the null hypothesis 

and the two alternative hypotheses as follows:9 

 

𝐻0:  𝛽2𝛼1 = 0; 𝐻𝑎: 𝛽2𝛼1 < 0                           (6)  

 

We posit that the indirect effect from the ΔAQC channel is significant; i.e., the effect of 

ΔDISTR_MEAN on ΔAQC (𝛼1) through which it affects ΔCASH (𝛽2), jointly (𝛽2𝛼1 ), is 

statistically different from zero. This is achieved by taking the product of the coefficient of 

ΔDISTR_MEAN from the ΔAQC channel (Equation 4) and the coefficient of ΔAQC in Equation 

(3) (i.e., 𝛽2𝛼1). We repeat the same process for the ΔTP channel. This method allows us to 

estimate whether shareholder distraction, when tested independently and jointly, is a significant 

(or insignificant) predictor of corporate cash holdings. Since this procedure requires us to take 

the product of two random variables, we must also estimate the standard error of the indirect 

effects. To this end, we use the delta method. 

However, for this to work, the sample must be large, and the assumption of normality 

must hold. To address the concerns that the above assumptions may not hold, we also use the 

bootstrapping method suggested by MacKinnon et al. (2004) to improve the accuracy of our 

                                                           
9 By the same token, we may restate Hypothesis (3) as 𝐻0:  𝛽3𝛾1 = 0; 𝐻𝑎: 𝛽3𝛾1 > 0.     
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estimates. The fundamental idea is to generate simulated bootstrap samples from the original 

data sample and use them to calculate the bootstrap test statistic. In our case, we resample with 

replacement, and for each simulated bootstrap sample, we estimate the indirect effect of 

ΔDISTR_MEAN on change in cash holdings. In particular, we resample 1000 times and 

construct a confidence interval at the predetermined significance level (i.e., 100(1 − 𝛼)). In 

practice, however, the distribution tends to be skewed and has excess kurtosis when the product 

of the means of two random variables is nonzero. MacKinnon et al. (2004) show that the 

bootstrap confidence intervals can be further improved by using the accelerated bias correction 

bootstrap method; which adjusts for the skewness in the bootstrap distribution. If the bias-

corrected confidence interval does not contain zero, we reject the null hypothesis in favour of 

the alternative. 

As for estimation, we use structural equation modelling (SEM), which comprises of a 

system of linear simultaneous equations that represents the relationships between our key 

variables. One advantage of SEM is that its maximum likelihood (ML) estimator is more 

efficient in sufficiently large samples, given that the model specification is correct and all 

assumptions are valid. Additionally, the ML method allows for correlations between the error 

terms.  

 

5. Results 

5.1. Summary statistics results 

Table 2 presents the summary statistics of the variables used in this study. In Panel A, we report 

summary statistics for the level variables. This panel shows that the average firm holds 14.6% 

(20.5%) of total assets (net assets) in cash. The average distracted shareholders 

(DISTR_MEAN) is 0.164, with a standard deviation of 0.043. The average firm invests 2.5% 

of total assets in acquisitions (AQC/TA) and payouts 2.6% of assets as dividends (TP/TA). The 
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average firm may also be considered as large (SIZE = 7.091), with moderate leverage (LEV = 

0.196), future growth opportunities (MTB = 2.034) and cash flow risk ((CFO) = 0.051). The 

average firm generates a positive profitability (ROE = 0.12) and cash flow (CFO = 0.031) and 

spends money on investment (CAPEX = 0.071) and research and development (R&D = 0.035).  

Panel B reports summary statistics for change variables. This panel shows that the 

average change in cash holdings is -0.40% (-0.60%) of total assets (net assets). The mean 

change in distracted shareholders (ΔDISTR_MEAN) is -0.002, with a standard deviation of 

0.057. Kempf et al. (2017) note that a higher distraction implies temporarily looser monitoring 

constraints faced by the firm’s managers. Therefore, the mean change in distracted 

shareholders (ΔDISTR_MEAN) being negative suggests that shareholders distraction eases 

over-time. The mean change in acquisition to total assets is also negative (both ΔAQC/TA and 

ΔAQC/NA = -0.001). On average, change in total payout scaled by total assets is positive (both 

ΔTP/TA and ΔTP/TA2 = 0.001). The summary statistics for control variables suggest that, on 

average, change in firm size (ΔSIZE = 0.104), financial leverage (ΔLEV = 0.009), research and 

development (ΔR&D = 0.001), institutional shareholding (ΔINST =0.017) and age (ΔAGE_LN 

=0.098) are all positive. On the other hand, average change in growth (ΔMTB = -0.120), net 

working capital (ΔNWC = -0.005), cash flow (ΔCFO = -0.007), firm level cash flow risk and 

(Δ(CFO) = -0.001), capital expenditure (ΔCAPEX = -0.003) and profitability (ΔROE = -

0.014) are negative.  

 

[TABLE 2 ABOUT HERE] 

 

5.2. Correlation 

Table 3 reports the correlation between the key variables used in the study. In Panel A, we 

present correlation between level variables. We find that correlation between distracted 
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shareholders (DISTR_MEAN) and cash holdings (CASH/TA) is significantly negative (ρ = -

0.15; p<0.01). We also find that cash holdings (CASH/TA) is negatively correlated with 

acquisitions (AQC/TA) (ρ = -0.12; p<0.01) and payouts (TP/TA) (ρ = -0.03; p<0.01).  

In Panel B, we present correlations between change variables used in the regression 

analysis. A few observations are worth noting from this panel. First, we find that the correlation 

between change in distracted shareholders (ΔDISTR_MEAN) and change in cash holding 

(ΔCASH/TA) is negative and statistically significant (ρ = -0.02, p<0.01), indicating that firms 

with distracted shareholders reduce cash holdings. Second, changes in corporate acquisitions 

and payouts are also negatively correlated with change in cash holdings (ρ = -0.22 and -0.06 

for ΔACQ/TA and ΔTP/TA, respectively; both significant at p<0.01), suggesting that corporate 

acquisitions activity and payouts reduce cash holdings. This is consistent with the earlier 

findings that firms experience cash outlays for acquisitions and dividend payments, which 

leave them with less cash. The correlation table also shows that change in cash holding is 

positively correlated with change in firm growth (ρ = 0.10), cash flow (ρ = 0.10), cash flow 

risk (ρ = 0.04), institutional shareholding (ρ = 0.05), industry sigma (ρ = 0.04), and profitability 

(ρ = 0.04), while it is negatively correlated with the change in leverage (ρ = -0.11), R&D (ρ = 

-0.14), net working capital (ρ = -0.20), capital expenditure (ρ = -0.20) and maturity (ρ = -0.06).  

Finally, change in distracted shareholders are positively correlated with change in growth (ρ = 

0.06) and institutional shareholdings (ρ = 0.02), while it is negatively correlated with change 

in industry sigma (ρ = -0.12), leverage (ρ = -0.01) and firm-level cash flow risk (ρ = -0.02). 

 

 [TABLE 3 ABOUT HERE] 

 

5.3. Main results 

5.3.1. Distracted shareholders and cash holdings: Evidence from reduced form regression 
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To estimate the ‘net effect’ of a shock to shareholder distraction on corporate cash holdings, 

we estimate the following reduced form regression: 

Δ𝐶𝐴𝑆𝐻i,t = β0 + β1Δ𝐷𝐼𝑆𝑇𝑅_𝑀𝐸𝐴𝑁i,t + β2Δ𝑆𝐼𝑍𝐸i,t + β3Δ𝑀𝑇𝐵i,t + β4Δ𝐿𝐸𝑉i,t +

                            β5Δ𝑅&𝐷i,t + β6Δ𝑁𝑊𝐶i,t + β7Δ𝐶𝐹𝑂i,t + β8Δ𝐶𝐴𝑃𝐸𝑋i,t + β9Δ𝐼𝑁𝑆𝑇i,t +

                            β10Δ𝑆𝐼𝐺𝑀𝐴i,t +  β11Δ𝑅𝑂𝐸i,t + β12Δ𝐴𝐺𝐸_𝐿𝑁i,t + β13Δ(𝐶𝐹𝑂)i,t +

                           Σt𝑌𝐸𝐴𝑅t + Σt𝐼𝑁𝐷i,t + 𝜀i,t         (7) 

Table 4 presents the reduced form regression results of the relationship between change in 

distracted shareholders (ΔDISTR_MEAN) and change in cash holdings (Equation 7).  We use 

two measures of change in cash holdings: ΔCASH/TA and ΔCASH/NA. Column (1) of Table 4 

shows that the relationship between change in institutional shareholders distraction 

(ΔDISTR_MEAN) and cash holdings (ΔCASH/TA) is negative and statistically significant 

(coefficient = -0.029, p<0.05). This result indicates that an increase in institutional shareholders 

distraction reduces change in cash holdings of the firm. In terms of economic significance, this 

coefficient indicates that one standard deviation increase in the change of institutional 

shareholders distraction (=0.057) reduces the change in cash holdings by 0.165 percent 

(calculated as (0.057*-0.029)). In other words, a firm that starts the year with no shareholder 

distraction and ends the year with shareholder distraction equal to the sample average of 0.164 

would experience a cash reduction of 0.004756 (=0.164*-0.029), or 0.48 percent of total assets. 

We continue to find that relationship between change in institutional shareholders distraction 

and change in cash holdings remains negative and significant (coefficient = -0.044, p<0.10) 

when alternative measure of cash holdings (ΔCASH/NA) is used in Column (2). With respect 

to control variables, we find that change in cash holdings is positively associated with change 

in growth (ΔMTB), cash flow (ΔCFO), institutional shareholdings (ΔINST) and profitability 

(ΔROE), while it is negatively associated with change in leverage (ΔLEV), research and 
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development (ΔR&D), net working capital (ΔNWC), capital expenditure (ΔCAPEX) and firm 

maturity (ΔAGE_LN).  

 

[INSERT TABLE 4 HERE] 

 

5.3.2. Distracted shareholders and cash holdings: Evidence from simultaneous equation 

regression estimates 

It is important to note that reduced form regression results reported in Table 4 only show that 

the net effect of change in institutional shareholders distraction on corporate cash holdings is 

negative and statistically significant. It does not offer insights about the extent to which the 

negative relationship between change in institutional shareholders distraction and corporate 

cash holdings is driven by acquisition and payout channels. Therefore, we rely on simultaneous 

equations framework to explicitly examine the role of each channel in explaining cash 

holdings.  

 Panel A of Table 5 presents the regression estimation result of the simultaneous 

equations model in Columns (1) to (3). Column (2) shows that change in shareholder distraction 

(ΔDISTR_MEAN) is positively associated with change in acquisitions (ΔAQC/TA); this is 

consistent with the finding of Kempf et al. (2017) that firms with distracted shareholders pursue 

value-destroying acquisitions. As far as economic significance is concerned, the reported 

coefficient (i.e., 0.034) indicates that a one standard deviation increase in the ΔDISTR_MEAN 

(i.e., 0.057) is associated with a 0.194 percent increase in change in acquisition expenses 

(ΔACQ/TA). This suggests that a firm that starts the year with no shareholder distraction and 

ends the year with shareholder distraction equal to the sample average of 0.164 would 

experience a cash reduction of 0.005576 (=0.164*0.034), or 0.56 percent of total assets, 

suggesting that the impact is also economically significant. In Column (3), we find that the 
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association between change in shareholder distraction (ΔDISTR_MEAN) and change in total 

payout (ΔTP/TA) is negative and statistically significant (coefficient = -0.016; p<0.05). Results 

in Column (1) show that ΔDISTR_MEAN is insignificantly associated with ΔCASH/TA 

(coefficient = -0.017; p>0.10). Results in Column (1) also show that our channel variables (both 

ΔAQC/TA and ΔTP/TA) show a negative and significant (p<0.01) association with change in 

corporate cash holdings. These two channels have relatively meaningful economic effects on 

cash holdings, because a unit increase in ΔAQC/TA reduces cash holdings by 23.90 percent and 

a similar increase in ΔTP/TA leads to a 10.9 percent decrease in corporate cash holdings.  

In terms of control variables, we find that change in cash holdings (ΔCASH/TA) is 

positively associated with change in firm size (ΔSIZE), growth (ΔMTB), cash flow (ΔCFO) and 

institutional shareholdings (ΔINST), while it is negatively associated with change in leverage 

(ΔLEV), research and development (ΔR&D), net working capital (ΔNWC) and capital 

expenditure (ΔCAPEX).  

Panel B of Table 5 reports the extent to which acquisition and payout channels explain 

the relationship between change in distracted shareholders and change in corporate cash 

holdings, where standard errors are estimated using the bootstrapping method with 1000 

replications.10 The indirect effects are captured by 𝛽2𝛼1 for the acquisition (ΔAQC) channel 

and 𝛽3𝛾1  for the total payout (ΔTP) channel, respectively. In Panel B, we find that the 

acquisition channel (𝛽2𝛼1) is negative (coefficient = -0.008) and statistically significant at the 

10% level while the total payout channel (𝛽3𝛾1) is positive (coefficient = 0.002) and not 

statistically significant; the corresponding  90% confidence intervals  confirm the same finding.  

This indicates that the documented negative relationship between change in distracted 

shareholders and corporate cash holdings in Table 4 is driven mainly by the acquisition channel 

                                                           
10 Inference from our analysis remains qualitatively similar if we use the bootstrapping method with 

5000 replications (untabulated). 
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(𝛽2𝛼1) but not by the total payout channel (𝛽3𝛾1). In addition, consistent with Panel A, where 

the coefficient of ΔDISTR_MEAN is negative and not statistically significant, Panel B also 

shows that the direct channel of ΔDISTR_MEAN (i.e., 𝛽1) is negative and not statistically 

significant. In sum, the results reported in Table 5 provide support for H2.  

 

[TABLE 5 ABOUT HERE] 

 

5.4. Robustness tests 

In this section we use alternative definitions and/or alternative scaling of key variables to 

examine the robustness of our analysis. This will provide reasonable assurance as to whether 

our results are driven by the specific definition of the variables used in the study. 

 

5.4.1. Alternative definition of change in cash holdings 

As a robustness test, we use the ratio of change in cash and marketable securities to net assets 

(i.e., total assets - cash) as an alternative measure of change in cash holdings (ΔCASH/NA).11 

Untabulated simultaneous equations estimation results for the alternative definition of change 

in cash are similar to those reported in our main analysis (Table 5).12 In particular, change in 

distracted shareholders are related positively (p<0.01) to change in acquisition expenses 

(ΔAQC/TA), while change in distracted shareholders are related negatively (p<0.05) to change 

in total payout (ΔTP/TA). Moreover, both change in acquisition (ΔAQC/TA) and total payout 

(ΔTP/TA) reduce the cash holdings of the firms significantly (p<0.01).  

                                                           
11 Following Opler et al., (1999), we employ the truncated CASH/NA (i.e., if CASH/NA ratio is greater 

than one, we replace this with a ratio of one). Note that our results remain qualitatively similar if we do 

not truncate CASH/NA, or if we exclude the observations with a CASH/NA ratio greater than one from 

the analysis. 
12 Untabulated results are available upon request. 
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The bootstrap result also confirms that the effect of change in distracted shareholders 

in reducing cash holdings via the acquisitions channel remains statistically significant. This 

result, thus, suggest that our findings from the analysis are not driven by specific definition of 

cash holdings.  

 

5.4.2. Alternative definition of change in total payout 

In the sensitivity analysis, we define stock repurchase as the change in the firm’s treasury stock 

or as the difference between repurchases and issuances from the statement of cash flows when 

the retirement method is used (Boudoukh et al., 2007; Fama and French, 2001). If either of 

these amounts is negative or missing, repurchases are set to zero (Floyd et al., 2015). We then 

use change in total payout (sum of cash dividends and repurchases) scale by total assets 

(ΔTP/TA2) as an alternative measure of change in total payout.   

Untabulated results for this alternative measure of total payout show that change in 

distracted shareholders are related positively (p<0.01) to change in acquisition expenses. In 

addition, both change in acquisition and total payout reduce the cash holdings of the firms 

significantly (p<0.01). The bootstrap results also show that the effect of distracted shareholders 

in reducing cash holdings via the acquisition channel remains robust.  

 

5.4.3. Alternative definition of change in acquisition 

We also check for the sensitivity of our findings by using an alternative measure of change in 

acquisition. We define this alternative measure as the ratio of change in acquisition expense to 

net assets. Using this alternative measure, we re-estimate the model (i.e., Equations (3) to (5)). 

Untabulated results for the alternative definition of change in acquisition are similar to those 

reported in our main analysis (Table 5). In particular, change in distracted shareholders are 

related positively (p<0.05) to change in acquisition expenses (ΔAQC/NA), but negatively to 
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change in total payout (ΔTP/TA). Moreover, both change in acquisition (ΔAQC/NA) and total 

payout (ΔTP/TA) reduce the cash holdings of the firms significantly (p<0.01). 

 The bootstrap result also confirms that the effect of change in distracted shareholders 

in reducing cash holdings via the acquisitions channel remains statistically significant. This 

result, thus, suggests that our findings from the analysis are not driven by our specific scaling 

of acquisition expense. 

 

6. Conclusion 

We examine how shocks to the distracted institutional shareholders affect corporate cash 

holdings. We explore two possible channels through which institutional shareholders’ 

distraction may affect cash holdings of the firm.  First, the acquisition channel proposed in 

Kempf et al. (2017) predicts that a reduction in monitoring intensity allows the firm to engage 

in costly and value-destroying acquisitions, which, in turn, lower cash holdings. Second, 

Kempf et al. (2017) also find that a reduction in monitoring intensity due to shareholders 

distraction is associated with dividend cuts. Thus, the payout channel predicts that 

shareholders-distraction-related reduction in payout may leave the firm with more cash 

holdings.  

Using 26,727 firm-year observations (3,813 unique firms) over the period 1980 to 2010, 

we find strong evidence that firms with distracted shareholders tend to have less corporate cash 

holdings. Our estimation from channel analysis shows that the negative relationship between 

institutional shareholders’ distraction and cash holdings is driven mainly by the acquisition 

channel. The evidence is robust to an alternative estimation method and alternative measures 

and scaling of key variables. Our findings contribute to the literature on both corporate 

governance and cash holdings. 
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Appendix 

 

 

 

 

 

  

Variable Definition Source 

ΔCASH/TA Change in cash and marketable securities (CHE) /total assets (AT).  Compustat 

ΔCASH/NA Change in cash and marketable securities (CHE) divided by net assets 

(AT – CHE). 

Compustat 

ΔDISTR_MEAN Change in firm-level average distraction of institutional investors over 

the years. 

Kempf et al. 

(2017) 

ΔAQC/TA Change in acquisitions expenses (AQC)/ total assets (AT). Compustat 

ΔAQC/NA Change in acquisitions expenses (AQC)/ net assets (AT-CHE). Compustat 

ΔTP/TA Change in total payout (dividends -DVC + stock repurchase) scaled by 

total assets (AT). We define repurchases as the change in the firm’s 

treasury stock (TSTKC). We only include positive changes in the 

treasury stock and therefore, when a firm reports a decrease in treasury 

stock, we record a value of zero for that observation. 

Compustat 

ΔTP/TA2 Change in total payout (dividends -DVC + stock repurchase) scaled by 

total assets (AT). We define repurchases as the change in the firm’s 

treasury stock (TSTKC) or as the difference between repurchases and 

issuances from the statement of cash flows (PRSTKC-SSTK) when the 

retirement method is used. If either of these amounts is negative or 

missing, repurchases are set to zero. 

Compustat 

ΔSIZE Change in the natural log of market value of equity (PRCC_F*CSHO). Compustat 

ΔMTB Change in market value of assets (AT+ (PRCC_F*CSHO)-CHE) 

divided by the book value of assets (AT). 

Compustat 

ΔLEV Change in leverage, measured as the ratio of the sum of short term and 

long-term debt (DLC+DLTT) /total assets (AT). 

Compustat 

ΔR&D Change in research and development (XRD)/ total assets (AT). We 

replace missing XRD with zero. 

Compustat 

ΔNWC Change in net working capital calculated as working capital minus 

cash and marketable securities (WCAP-CHE) / net assets (AT-CHE).  

Compustat 

ΔCFO Change in operating cash flows, calculated as Income before 

extraordinary items plus depreciation (IB+DP)/ total assets (AT). 

Compustat 

Δ(CFO) Change in standard deviation of operating cash flows over years: t-5 

to t-1. 

Compustat 

ΔCAPEX Change in capital expenditure (CAPX) divided by total assets (AT). Compustat 

ΔINST Change in percentage of institutional ownership. Thomson 

Reuters 

ΔSIGMA Change in the rolling standard deviation of the cfo over past 3 years 

for firms in the same industry as defined by the 2-digit SIC code. 

Compustat 

ΔROE Change in return on equity, measured as income before extraordinary 

items/lagged shareholders’ equity (CEQ). 

Compustat 

ΔAGE_LN Change in age is measured as the natural log of number of years since 

the firm was first covered by the Center for Research in Securities 

Prices (CRSP) (DATADATE – BEGDAT).  

CRSP 
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Table 1 

Industry (Fama-French (1997) twelve industry groups) distribution of sample 

Industry category Observations Percent 
Compustat 

Universe 
Percent 

Consumer Non-Durables 2,130  7.97 16,936 6.85 

Consumer Durables    926  3.46 6,981 2.82 

Manufacturing 4,906 18.36 33,028 13.36 

Oil, Gas, and Coal Extraction and Products 1,804  6.75 17,745 7.18 

Chemicals and Allied Products 1,394  5.22 6,718 2.72 

Computers, Software, and Electronic Equipment 5,167 19.33 49,852 20.17 

Telephone and Television Transmission 1,167  4.37 11,064 4.48 

Wholesale, Retail, and Some Services 3,382 12.65 30,014 12.14 

Healthcare, Medical Equipment, and Drugs 2,455  9.19 25,917 10.49 

Other 3,396 12.71 48,879 19.78 

Total      26,727 100.00 247,134     100.00 
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Table 2 

Descriptive statistics 

This table presents the descriptive statistics of the variables used in the study. Variable definitions are 

provided in the Appendix. 

 

Panel A: Level variables 
 

   Mean Std. Dev. p1 p25 Median p75 p99 

CASH/TA 0.146 0.168 0.000 0.026 0.081 0.204 0.753 

CASH/NA 0.205 0.273 0.000 0.026 0.089 0.256 1.000 

DISTR_MEAN 0.164 0.043 0.068 0.133 0.157 0.188 0.285 

AQC/TA 0.025 0.057 -0.001 0.000 0.000 0.020 0.314 

AQC/NA 0.029 0.065 -0.001 0.000 0.000 0.023 0.353 

TP/TA 0.026 0.043 0.000 0.000 0.012 0.032 0.251 

TP/TA2 0.031 0.048 0.000 0.000 0.015 0.037 0.281 

SIZE 7.091 1.542 4.090 5.961 6.930 8.037 11.231 

MTB 2.034 1.349 0.787 1.226 1.594 2.314 8.219 

LEV 0.196 0.185 0.000 0.039 0.152 0.298 0.777 

R&D 0.035 0.067 0.000 0.000 0.004 0.045 0.287 

NWC 0.095 0.189 -0.516 -0.017 0.088 0.215 0.534 

CFO 0.031 0.100 -0.477 0.011 0.042 0.075 0.216 

(CFO) 0.051 0.080 0.003 0.014 0.026 0.053 0.459 

CAPEX 0.071 0.059 0.005 0.031 0.055 0.091 0.307 

INST 0.530 0.281 0.001 0.328 0.556 0.748 1.077 

SIGMA 0.017 0.016 0.002 0.007 0.011 0.020 0.085 

ROE 0.120 0.280 -1.072 0.055 0.136 0.213 1.131 

AGE LN 2.745 0.814 1.145 2.142 2.763 3.343 4.357 

 

Panel B: Change variables 

 Mean Std. Dev p1 p25 Median p75 p99 

ΔCASH/TA -0.004 0.073 -0.264 -0.025 0.000 0.023 0.218 

ΔCASH/NA -0.006 0.122 -0.510 -0.027 0.000 0.026 0.401 

ΔDISTR_MEAN -0.002 0.057 -0.138 -0.042 -0.003 0.025 0.157 

ΔAQC/TA -0.001 0.076 -0.312 -0.005 0.000 0.004 0.286 

ΔAQC/NA -0.001 0.087 -0.348 -0.006 0.000 0.005 0.329 

ΔTP/TA 0.001 0.036 -0.160 -0.001 0.000 0.002 0.167 

ΔTP/TA2 0.001 0.045 -0.194 -0.002 0.000 0.003 0.194 

ΔSIZE 0.104 0.205 -0.428 -0.001 0.077 0.173 0.889 

ΔMTB -0.120 0.930 -4.177 -0.287 -0.018 0.195 2.625 

ΔLEV 0.009 0.088 -0.230 -0.029 0.000 0.037 0.331 

ΔR&D 0.001 0.035 -0.076 0.000 0.000 0.000 0.084 

ΔNWC -0.005 0.081 -0.318 -0.034 -0.002 0.028 0.255 

ΔCFO -0.007 0.084 -0.398 -0.025 -0.001 0.017 0.282 

Δ(CFO) -0.001 0.026 -0.133 -0.005 0.000 0.004 0.095 

ΔCAPEX -0.003 0.037 -0.141 -0.014 -0.001 0.010 0.117 

ΔINST 0.017 0.072 -0.213 -0.015 0.011 0.049 0.261 

ΔSIGMA 0.000 0.008 -0.029 -0.002 0.000 0.002 0.041 

ΔROE -0.014 0.406 -1.522 -0.056 -0.003 0.036 1.616 

ΔAGE_LN 0.098 0.087 0.013 0.036 0.066 0.130 0.386 
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Table 3 

Correlation matrix. 

This table presents the correlation matrix between the variables used in the regressions. Variable definitions are provided in the Appendix. 

 

Panel A: Level Variables 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) 

(1) CASH/TA 1.00 

(2) DISTR_MEAN -0.15* 1.00 

(3) AQC/TA -0.12* 0.00 1.00 

(4) TP/TA -0.03* 0.02* -0.05* 1.00 

(5) SIZE -0.27* 0.08* 0.03* 0.05* 1.00 

(6) MTB 0.42* -0.04* -0.03* 0.16* -0.19* 1.00 

(7) LEV -0.42* 0.11* 0.07* -0.16* 0.28* -0.48* 1.00 

(8) R&D 0.49* -0.13* -0.02* -0.07* -0.20* 0.33* -0.26* 1.00 

(9) NWC -0.21* 0.00 -0.03* -0.02* -0.29* -0.11* -0.12* -0.12* 1.00 

(10) CFO -0.08* 0.02* 0.02† 0.09* 0.04* 0.18* -0.27* -0.33* 0.24* 1.00 

(11) (CFO) 0.35* -0.08* -0.02* -0.08* -0.18* 0.21* -0.10* 0.34* -0.21* -0.25* 1.00 

(12) CAPEX -0.20* 0.03* -0.14* -0.04* -0.06* 0.02* 0.03* -0.10* -0.12* 0.04* -0.03* 1.00 

(13) INST 0.07* -0.07* 0.09* 0.00 0.08* 0.10* -0.13* 0.06* 0.01 0.11* 0.03* -0.14* 1.00 

(14) SIGMA 0.12* -0.10* 0.00 -0.03* 0.09* -0.01 -0.05* 0.00 -0.14* -0.02* 0.12* -0.05* 0.10* 1.00 

(15) ROE -0.08* 0.03* 0.02* 0.19* 0.08* 0.16* -0.19* -0.21* 0.10* 0.60* -0.17* 0.04* 0.04* -0.03* 1.00 

(16) AGE_LN -0.23* 0.02* -0.03* 0.16* 0.35* -0.17* 0.09* -0.14* 0.08* 0.06* -0.25* -0.10* 0.16* -0.05* 0.08* 1.00 
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Panel B: Change variables 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) 

  (1) ΔCASH/TA  1.00 

  (2) ΔDISTR_MEAN -0.02*  1.00 

  (3) ΔAQC/TA -0.22* -0.00  1.00 

  (4) ΔTP/TA -0.06* -0.01 -0.05*  1.00 

  (5) ΔSIZE -0.00  0.01  0.27* -0.10*  1.00 

  (6) ΔMTB 0.10* 0.06* -0.05* 0.00 -0.17* 1.00 

  (7) ΔLEV -0.11* -0.01†  0.19*  0.01  0.20* -0.28*  1.00 

  (8) ΔR&D -0.14* -0.00  0.06*  0.01† -0.21* 0.05*  0.01‡  1.00 

  (9) ΔNWC -0.20*  0.01 -0.09* -0.01† -0.03* 0.02* -0.11* -0.03*  1.00 

  (10) ΔCFO  0.10*  0.01 -0.05* -0.07*  0.17* 0.10* -0.27* -0.34*  0.17*  1.00 

  (11) Δ(CFO)  0.04* -0.02† -0.01‡ -0.03* -0.06* 0.03* -0.02* -0.08*  0.01  0.17*  1.00 

  (12) ΔCAPEX -0.20*  0.01 -0.06*  0.04* -0.01† -0.01  0.01  0.06* -0.00  0.00 -0.03*  1.00 

  (13) ΔINST  0.05*  0.02*  0.02* -0.02*  0.14* 0.09* -0.12* -0.05*  0.03*  0.10* -0.03*  0.03*  1.00 

  (14) ΔSIGMA 0.04* -0.12* -0.01 -0.02† -0.03* -0.05* -0.04* -0.00 -0.05* 0.01 0.09* -0.05* 0.00 1.00 

  (15) ΔROE  0.04*  0.01 -0.01  0.03*  0.07* 0.05* -0.12* -0.12*  0.04*  0.37*  0.09* -0.01  0.04* 0.01  1.00 

  (16) ΔAGE_LN -0.06* -0.01 -0.02*  0.01†  0.15* -0.14*  0.07*  0.03* -0.01† -0.07* -0.07* -0.03*  0.09* 0.04* -0.03* 1.00 

 

* shows significance at the .01 level 
† shows significance at the .05 level 
‡ shows significance at the 0.10 level  
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Table 4 

Reduced form regression results. 

This table presents the reduced form regression results of the relationship between change in distracted 

shareholders (ΔDISTR_MEAN) and change in cash holdings (ΔCASH/TA and ΔCASH/NA) (see Equation (7)). 

Standard errors are in brackets and *, **, *** denote a two-tailed p-value of less than 0.10, 0.05, and 0.01, 

respectively. Variable definitions are provided in the Appendix. 

 

  (1) (2) 

Dep. Var. =  ΔCASH/TA ΔCASH/NA 

      

ΔDISTR_MEAN -0.029** -0.044* 

 [0.01] [0.02] 

ΔSIZE -0.003 -0.006 

 [0.00] [0.01] 

ΔMTB 0.005*** 0.009*** 

 [0.00] [0.00] 

ΔLEV -0.064*** -0.070*** 

 [0.01] [0.01] 

ΔR&D -0.231*** -0.234*** 

 [0.03] [0.05] 

ΔNWC -0.203*** -0.269*** 

 [0.01] [0.02] 

ΔCFO 0.052*** 0.081*** 

 [0.01] [0.02] 

ΔCAPEX -0.370*** -0.558*** 

 [0.01] [0.03] 

ΔINST 0.040*** 0.071*** 

 [0.01] [0.01] 

ΔSIGMA 0.076 0.074 

 [0.06] [0.11] 

ΔROE 0.003* 0.006** 

 [0.00] [0.00] 

ΔAGE_LN -0.038*** -0.051*** 

 [0.01] [0.01] 

Δ(CFO) 0.009 0.043 

 [0.02] [0.04] 

Constant 0.004 0.003 

 [0.01] [0.01] 

Year effects Yes Yes 

Industry effects Yes Yes 

Observations 26,727 26,727 

Adjusted R-squared 0.14 0.09 
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Table 5 

Simultaneous equations model results. 

This table presents the simultaneous equations estimation results of our cash holdings model (i.e., Equations (3) 

to (5)) in Columns (1) to (3). Panel A reports the estimation results for each of the three equations. Standard errors 

are in brackets and *, **, *** denote a two-tailed p-value of less than 0.10, 0.05, and 0.01, respectively. Panel B 

shows the joint test results of the two channels where standard errors are estimated using the bootstrapping method 

with 1000 replications. Variable definitions are provided in the Appendix. 

Panel A 

  (1) (2) (3) 

Dep. Var. =  ΔCASH/TA ΔAQC/TA ΔTP/TA 

        

ΔDISTR_MEAN -0.017 0.034** -0.016** 

 [0.01] [0.02] [0.01] 

ΔAQC/TA -0.239***   

 [0.01]   

ΔTP/TA -0.109***   

 [0.01]   

ΔSIZE 0.014*** 0.116*** -0.022*** 

 [0.00] [0.00] [0.00] 

ΔMTB 0.006*** 0.000 -0.000 

 [0.00] [0.00] [0.00] 

ΔLEV -0.033***  0.002 

 [0.01]  [0.00] 

ΔR&D -0.187***  -0.049*** 

 [0.01]  [0.01] 

ΔNWC -0.213***   

 [0.01]   

ΔCFO 0.054*** -0.116*** -0.034*** 

 [0.01] [0.01] [0.00] 

ΔCAPEX -0.413***  0.031*** 

 [0.01]  [0.01] 

ΔINST 0.032*** -0.004 -0.008** 

 [0.01] [0.01] [0.00] 

ΔSIGMA 0.049   

 [0.06]   

ΔROE  0.005*** 0.002*** 

  [0.00] [0.00] 

ΔAGE_LN  -0.054*** 0.011*** 

  [0.01] [0.00] 

Δ(CFO)   -0.040*** 

   [0.01] 

Constant 0.001 0.002 0.006*** 

 [0.00] [0.00] [0.00] 

    

Year effects Yes Yes Yes 

Industry effects Yes Yes Yes 

Observations 22,567 22,567 22,567 

R-squared 0.194 0.098 0.038 

 

 



37 
 

Panel B: Bootstrap method 

 Coefficient 
Bootstrap 

Std. error 

Bootstrap-based 

90% confidence interval 

H0: β2α1 = 0; Ha: β2α1 < 0 -0.008 0.004 -0.015 -0.002 

H0: β3γ1 = 0; Ha: β3γ1 > 0 0.002 0.001 0.000 0.003 

H0: β1 = 0; Ha: β1 < 0 -0.017 0.014 -0.041 0.007 
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