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Abstract 

This research attempts to investigate the factors that 
influence the level of liquidity of financially constrained 
firms, among others cash flow from operating, investing and 
financing activities, capital expenditures, short term debt, 
net working capital and rights issue. This research uses 
population of food and beverages companies during periods 
of 2002 - 2011 using the purposive sampling technique. The 
results of this research are cash flow from operating, 
investing and financing activities, capital expenditures and 
rights issue have influence on cash holdings of financially 
constrained firms. Cash flow from financing activities, short 
term debt and net working capital have influence on cash 
holdings of financially constrained firms with high 
investment opportunities category. Cash flow from 
operating and financing activities, capital expenditures and 
rights issue have influence on cash holdings of financially 
constrained firms with low investment opportunities 
category. 
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short term debt, net working capital, rights issue. 

1. INTRODUCTION 
Financially constrained firms are companies that have 

limited internal funding and difficulties in accessing 
external funding. (Lamont el al, 2001 ; Guariglia, 2008). 
Two significant decisions that will affect the companies 
are what most profitable funds are there to finance their 
capital expenditures and how the companies manage their 
liquidity. The theory of liquidity management by Keynes 
(1936) stated that the companies that have large amounts 
of cash are the companies that can finance profitable 
projects. Furthermore, Keynes stated that the importance 
of liquidity management is highly dependent on 
companies' access to external funding. The companies 
that do not have difficulty in accessing external funding 
(financially unconstrained firms) save cash as 
precautionary motive to finance future investment. So 
liquidity management becomes irrelevant (not too 
important). On the contrary, the companies that have 
difficulties in accessing external funding, the liquidity 
management becomes very important. 
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Cash is a source of capital which usage is very much 
needed in financially constrained firms (Almeida, et al. 
2004). The main function of cash is to finance the daily 
operations, but because of limited sources of capital to 
financially constrained firms, the cash has a dual 
function as a primary source for long-term investments as 
well as for the daily operations. So it becomes very 
important for the companies that are experiencing 
financial constraints to manage their liquidity levels. This 
does not happen to the companies that are not 
experiencing financial constraints because they still have 
access to sources of funds. Previous researches conducted 
by Almeida, et al (2004) and Chang, et al (2007) used the 
cash flow from operating activities as a proxy for internal 
funds that affected the level of liquidity in financially 
constrained firms. This study tries to explore the three 
cash flows. They are cash flow from operating, investing 
and financing activities, so it can be known the cash 
flow from what activities have the most influence on the 
level of liquidity. This study also explores the activities 
of the company ' s rights issue whether the proceeds of 
rights issue are partially saved in the form of cash and 
marketable securities or directly used for other activities 
such as capital expenditures and debt payments that are 
due. 

Other variables that will be explored are the one that 
may influence the level of liquidity in the financially 
constrained firms : capital expenditures activities, the 
growth of short-term debt and net working capital. These 
variables were explored by Almeida, et al (2004) and 
Chang, et al (2007). Companies with high investment 
opportunities require a lot of funds to finance investment 
activities and they must keep to finance daily activities 
well. The financially constrained firms that have high 
investment opportunities, the question is how much they 
are able to accumulate cash. And what about the 
financially constrained firms with low investment 
opportunities? The question is whether they would be 
able to accumulate high amounts of cash. Therefore, this 
study will further explore the effect of the investment 
opportunities on financially constrained firms on their 
liquidity policy. 
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