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Mean 5td. Dev. Q25 Q50 Q75

Panel A {75,078 obs)
INEW 0.058 0.086 0.004 0.029 0.078
BM 0.879 0.636 0.357 0.713 1.315
LEY 0.291 1.257 0.016 0.163 0.324
CASH 0.183 0.190 0.050 0.120 0.246
SIZE 8.349 1.039 7.719 8.350 9.010
STOCKRETURM 0.096 0.435 —0.223 0.027 0.343
AGE 1.370 0.397 1.079 1.397 1.716

Panel B {32,472 obs)
OVERI 0.039 0.049 0.009 0.022 0.050
VARLEV 0.044 1.143 —0.019 0.000 0.028
DLIQ 0.529 0.500 0.000 1.000 1.000
FCF 0.008 0.178 —0.004 0.057 0.107
OWN15 0.398 0.254 0.191 0.371 0.524
FAM 0.293 0.455 0.000 0.000 1.000
CR 2.000 0.957 1.000 2.000 3.000

Mean, median, standard deviation and quartiles of the variables.
INEW is the new investment of the firm calculated as total invest-
ment minus maintenance investment, scaled by total assets. BM
is the growth opportunities of the firm measured as the book
value of equity and liabilities divided by the sum of equity mar-
ket value and book value of liabilities; LEV is leverage of the firm
calculated as the book value of total debt deflated by the sum
of book value of total debt and the book value of equity; CASH is
the balance of cash and short term investment divided by total
assets; SIZE is the log of total assets. STOCKRETURN is the stock
returns of the firm; OVERI is the firm' overinvestment measured
as the positive residuals of the Richardson model; VARLEV is the
variation of LEV variable in each company to the previous year;
DLIQ is a dummy variable that takes the value of one when the
financial system liquidity (in each year and country) is above the
mean (in each country during the period analysed); and zero oth-
erwise; the values shown for this variable have been weighted
by the number of countries. FCF is the firm"s free cash flow;
OWN15 is the fraction of shares owned by the first to five major
shareholders; FAM is a dummy variable that takes the value of
one if the major shareholder is a family, and zero otherwise; CR
is the index of creditors' rights in each economy proposed by
La Porta et al. (1998) and the update by Djankov et al. (2007);
the values shown for this variable have been weighted by the
number of countries.
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Table 3  Results of the Richardson model estimation.

Variables (1) ) (3)
Total firms Firms with INEW <0 Firms with INEW =0

INEW, s 6.7E-017 1.1E-02" 6.3E-01"
(0.002) (0.002) (0.003)
BM;_1 ~5.5E-03" 1.9E-03 " ~8.3E-03"
(0.001) (0.001) (0.001)
LEV; 4 4.0E-04" ~7AE-04" 3.9E-03°
(0.001) (0.001) (0.001)
CASH;_4 5402 1.3E-02" 4.7E-02"
(0.001) (0.001) (0.001)
AGE,_, 9.0E-05 35603 —4.0E—-03"™
(0.001) {0.001) (0.001)
SIZE, ~1.8E-03" 3.1E-03™ —6.3E-03"
(0.001) (0.001) (0.001)
STOCKRETURN; 4 7.4E-03" 2.5E-03"™ 4.0E-03"
(0.001) (0.001) (0.001)
Intercept 3.46-02" —5.26-02" 9.2E-02"
(0.002) (0.001) (0.002)

Year dummies Yes Yes Yes
Country dummies Yes Yes Yes
Observations 75,078 14,060 61,018
F-test 4666.517 72.577 3983.30
Adjusted R-squared 0.5%98 0.109 0.611

Estimated coefficients (standard errors) from the estimation of equation (1). INEW is the new investment of the firm calculated as total
investment minus maintenance investment, scaled by total assets. BM is the growth opportunities of the firm measured the book value
of equity and liabilities divided by the sum of equity market value and book value of liabilities; LEV is leverage of the firm calculated as
the book value of total debt deflated by the sum of book value of total debt and the book value of equity; CASH is the balance of cash
and short term investment divided by total assets; SIZE is the log of total assets. STOCKRETURN is the stock returns of the firm.
“Significance at the 90% confidence level.

™ Significance at the 95% confidence level.

™ Significance at the 99% confidence level.
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Table 4 Results of model (2).

Variables (1)

LEV, —4.1E-04"
(0.001)

LEV,“DLIQ;

VARLEV, ~4.8E-05
(0.001)
VARLEV,*DLIQ, 8.3E-04"
{0.001}
FCFy

OWN15;
FAM,
CR,

Intercept 3.9E-02
{0.001)

8.26
8.50"

Observations 32,472 32,066 31,934 32,468 32,062 31,930
N. firms 10,202 10,092 10,068 10,202 10,092 10,068
F-test 2.82° 4.69 6.547 3.08° 4.29° 6.507
R-squared (within) 0.0 0.m 0.01 0.01 0.1 0.0

Estimated coefficients (standard errors) from the fixed effect estimation of equation (2). Standard errors are robust to heteroskedasticity
of equation (2). The dependent variable is the measure of overinvestment (OVERI) when the value is above zero; LEV is leverage of the
firm calculated as the book value of total debt deflated by the sum of book value of total debt and the book value of equity; VARLEY
is the variation of LEV variable in each company to the previous year; DLIQ is a dummy variable that takes the value of one when the
financial system liguidity (in each year and country) is above the mean (in each country during the period analysed); and zero otherwise;
FCF is the firm's free cash flow; OWM15 is the fraction of shares owned by the first to five major shareholders; FAM is a dummy variable
that takes the value of one if the major shareholder is a family, and zero otherwise; CR is the index of creditors’ rights in each economy
proposed by La Porta et al. (1998) and the update by Djankov et al. {2007). t; is the t statistic for the linear constraint test under the
following null hypothesis: Hy: @ + #; =0 where §; and §; are the coefficients of the variable LEV and the variable LEV-DLIQ, in columns 2
and 3, and the coefficients of the variable VARLEV and VARLEV*DUQ in columns 5 and & respectively.
* Significance at the 90% confidence level.
: Significance at the 95% confidence level.
Significance at the 99% confidence level.
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Variable Definition

IHEW Hew investment of the firm, defined as total investment (Itotal; ) minus maintenance investment
(Imaintenance, ), scaled by total assets. The firm's total investment is calculated as the sum of {1) capital
expenditures; (2) RED expenditures; minus (3) sales of property, facilities and equipment. Maintenance
investment is the investment expenditure required to keep assets in place, and is calculated as the sum of
amaortization and depreciation. Source: Thomsan One Banker.

Bm An (inverted) metric of the firm’s growth opportunities, measured as the book value of equity and liabilities
divided by the sum of equity market value and book value of liabilities Source: Thomson One Banker.

LEV The firm's leverage measured as the book value of total debt deflated by the sum of book value of total
debt and the book value of equity. Source: Thomson One Banker.

CASH Cash and short term investments divided by total assets. Source: Thamson One Banker.

AGE Log of the number of years the firm has been listed. Source: Thomson One Banker.

SIZE Log of firm's total assets. Sowrce: Thomson One Banker.

STOCKRETURM Annual market return of a firm’s stock. Sowrce: Thomson One Banker.

OVERI The firm" overinvestment measured as the positive residual of the Richardson model.

VARLEV The variation of LEV variable in each company to the previous year.

DLIG A dummy variable that takes the value of one when financial system liquidity (in each year and country) is
above the country mean, and zero otherwise. Financial system liquidity s calculated as the sum of
variables extracted from the Global Financial Development database that include credit provided to the
private sector by banks (GFDD.DN.01) and debt securities (domestic and international) issued by private
sector (GFDD.DM.03 =« GFDD.DWA.05) as a share of GDP. Source: World Bank database.

Free cash flow of the firm, measured as follows:

FCF = CFASP — Inew*® where CFASP are cash flow operations, including RED expenditure minus maintenance
expenditure. Inew" is the expected new investments calculated in model (1). It is scaled by total assets
(Richardson, 2004). Source: Thomson One Banker.

Fraction of shares owned by the first to five major shareholders. Source: Thomson One Banker.

A dummy variable that equals 1 if the major shareholder is a family, and zero otherwise. Source: Thomson
Ome Banker.

The index of creditors” rights in each economy. Source: La Porta et al. (1998) and the update by Djankov

et al. (2007).
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