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Abstract 
The study selected 410 companies on Viet Nam’s Stock Exchange during the period from 2012 to 2016, with 
2050 observations as a sample of research, to analyze the relationship between cash holdings and investment 
levels. The findings show that cash holdings has a positive effect on investment levels: the higher cash holdings, 
the greater investment level. Also, the results show that investment levels are affected by the return on total 
assets but not affected by the size of the company. The research is empirical evidence that contributes to the 
limited investment in research in Vietnam and is a reference for those interested in investing in Vietnam and 
managers in strategic policy formulation.  
Keywords: cash holdings, investment, Viet Nam’s stock exchange  
1. Introduction 
Investment is indispensable in the process of business development, so investment-related issues have attracted 
the attention of scholars around the world.  According to the MM theory, capital markets are perfect, 
investment policies and corporate credit policies do not relationship exist.  However, in fact, the investment 
policies of the company are affected by the company's internal cash flow.  Fazzari et al. (1998) argue that the 
capital market is imperfect because of the asymmetric information problem. Therefore, corporate borrowing 
costs are higher than internal credit costs, domestic cash flow is not enough and enterprises will abandon the 
item with NPV> 0, the investment level of the business decreased, resulting from ineffective investment, 
investment activities are lacking.  
Besides, Jensen (1986) argues that managers who are tried to take advantage of the company’s internal cash flow 
are willing to invest in NPV <0 projects, leading to the increase in corporate investment level, over-investment, 
ineffective investment. Because there are the "Agency problem" and "asymmetric information" in the company, 
company's cash Holdings and investment levels have a certain relationship.  One of the reasons for the 
ineffectiveness of the investment phenomenon is that enterprises have typical financial resources such as excess 
cash flow or shortage.  However, in recent years, the real situation of business investment of joint stock 
companies reflects the very low investment efficiency. In enterprises, there are ineffective investment activities 
such as over-investment or under-investment, especially in Vietnam.   
Thus, the article wants to find out the current state of investment of companies participating in the Vietnam 
securities market, clarifying the relationship between the cash holding ratio and the investment decision of the 
enterprise. And it explains the factors such as the debt ratio, the size of the business, the time the company set up 
the enterprise, and the Return on total assets affect the firm's investment level, doesn’t it?  The results of the 
study can help the firm to clearly understand the relationship between cash holdings and investment level of the 
firm, whereby the firm has the plan to spend and store cash flows appropriately. The purpose is to improve the 
efficiency of investment activities of enterprises. 
2. Literature Review 
The Investment decision is one of the most important company’s financial decisions because it creates the 
company’s values. It also affects the process of success or failure of the Company (Huangming et al, 2003). 
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From a financial perspective, investing is the process by which an investor spends a certain amount of assets to 
gain future benefits of the item investment items. For investing activities, the investment decision of the 
company is narrowly defined as the process by which the company spends a certain amount of capital funding in 
an investment item such as buying fixed assets or using costs to invest in any form to obtain benefits or 
increasing the amount of capital.  The investment decision is a decision related to the value of assets and the 
value of each asset component including fixed assets and current assets (Wild et al.,2007). In the wide mean, to 
achieve a certain benefit in the future with the aim of maximizing profits, the company is willing to spend capital 
and spend on human resources to invest. The investment policy of the company is an essential part of the 
company's business process, making the right investment decisions will bring efficiency business.   
According to Modigliani-Miller's (1958) study, in a perfect capital market, domestic capital and external capital 
are a perfect alternative. The company's investment decision is independent of its financial status. However, in 
reality, internal capital and market capital are not an ideal substitute, but the investment can be influenced by 
other factors such as financial leverage, internal cash flow, company's value, capital size (Arikawa et al, 2003).  
ZhangChao Lin (2018) argue that the cash holding ratio of each company has a significant impact on the 
company's investment.  In the FHP study (1988), asymmetric information was argued and proved that cash flow 
strongly influenced investment. Ozkan (2002) also argued that cash holdings is an essential factor affecting the 
company’s development thus the company needs to determine the amount of cash necessary. Scholars then 
investigated the relationship between the company's existing cash and investment decisions. But with different 
data collection scopes or different study periods, so the conclusions of the scholars are not the same: cash 
holdings has a positive, opposite or U-shaped effect on investment level.  
Fazzari (1998) studies that asymmetric information problems create the company’s financial constraints. When 
the financial situation of different enterprises will affect the investment of enterprises differently. Similarly, the 
results show that cash flow and investment are related in the same direction, the higher the amount of money, the 
higher the investment research activity (Faulkender, 2002). Too much cash flow will lead to ineffective 
investment (Jensen, 1986), insufficient cash flow will lead to financially restricted business and lead to 
under-investment, inefficient investment. Carpenter (2008), Degry et al. (2006), Makina et al. (2016) based on 
asymmetric information theory, in the study of the relationship between cash flow and investment show that cash 
flow has a positive effect on investment level or Nathalie et al. (2013) through the Tobin's Q measure of 
investment decision of the company, the research results also show that the relationship between investment and 
cash flow is the same direction. However, Jaggi et al (1999) pointed out that business investment opportunities 
and cash flows are the opposite, when the cash flow of the company is low and financial difficulties, internal 
cash flow is spent on normal business operations of the enterprise (Allyannis et al, 2004).  But according to 
Stefan et al (2011), the cash flow and investment level are “U” shaped the relationship. 
The study of the relationship between cash holdings and investment levels is mainly foreign in Vietnam is very 
limited.  Therefore, based on the theory of relationship analysis of previous researchers and the practical 
situation of joint stock companies on Vietnam's Stock Exchange, to study the relationship between cash holdings 
and investment levels. The findings can explain the following issues: Has cash holdings a positive effect on 
investment levels? Clarify other factors such as debt ratio (Li et al,2010),Company’s size (Zhu et al,2017)... how 
to affect the investment of enterprises. 
3. The Study’s Hypotheses 
In the capital market, the corporate's investment decision should be independence with cash holdings. Someone 
researcher has introduced asymmetric information into the capital market, and it is the interpretation reasonable 
to that cash holdings affects the corporate investment. Therefore cash flow theory becomes to explaining 
corporate investment. The imperfect capital markets, The invest or's information about the quality and risk of the 
investment project is incomplete. It will make the external financing cost in the capital market of asymmetric 
information with the internal cost of the enterprise not the same, then they choose the reverse selection. When 
companies are financing in imperfect capital markets, an increase in corporate cash flows will result in higher 
levels of investment. This is because the increase in the level of the cash flow of enterprises will reduce the scale 
of financing through external capital markets, make to reduce the information cost of external financing, so as to 
promote the level of corporate investment. When the cash flow of external financing generated to insufficient, it 
will face a higher external capital cost, results the internal cash flow is preferred. Which means that companies 
use it to invest as much as possible, rather than borrowing or issuing new shares. If the company has insufficient 
internal cash flow and cannot go to the external capital market for financing, it will face the underinvestment 
problem. From the perspective of agency problem, The company evolves from management power which is 
separated from the power of ownership, the owner entrusts the assets to the agent who has the professional 
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knowledge and ability to manage. In order to satisfy personal interests, managers should expand the scale of 
enterprises, the continuous improvement of output levels and additional consumption. In the case, for managers, 
the level of cash holdings available to the enterprise basically determines the investment expenditure and 
increases the corporate's investment level. 
Until nowadays, the conclusion of the study of the relationship between cash holdings and investment levels still 
have different perspectives. The reason is that each scholar starts with various aspects, different studies or 
different methods of research, but most studies have suggested that as enterprises have increased cash flow, their 
financial resources increase, thus stimulating their investment of company. With the above analysis and 
argument the author makes the following assumptions: 
Ho: Cash holdings has a positive effect on investment level. 
4. Factor Relations between Cash Holdings and Investment Level 
4.1 Data and Models of Research 
Research data: Using the data from 2012-2016 of companies participating in the Vietnam securities market to 
carry out the analysis and empirical research. 
The paper test the hypothesis base on the model of Jiang et al. (2003) to determine the relationship between cash 
holdings and investment level of enterprises. Figure 1: 

(I/K)i,t = α0+α1(CF/K)i,t+ α2 Levi,t + α3 Growthi,t-1+ α4 Sizei,t +ROA i,t + ε          (1) 
 
Table 1. Variables used in the model 

Sign Variable name Measure 
1. Dependency variable   
I/K Investment decision Investment (I) on Net Tangible Fixed Assets (K) 
2.The explanation   
CF/K Cash holdings Cash and cash equivalents / Total fixed assets 
3. Variable control 
Size Company’s size Firm’s total assets logarithm    
Growth The years of Establishment of Enterprises The nutural logarithm of Years of Establishment of Enterprises 
Lev Debt ratio   The firm’s total debt diveded by total assets 
ROA Return on total assets Firm’s operating Profit divided by Total Assets 

 
4.2 Research Results 
A summary of the descriptive statistics of the variables in the model is shown in Table 1 which indicates that the 
average value of the investment on fixed assets of Vietnamese enterprises in the sample is 0.7084%, which is in 
the range from -64.29% to 661.76%.  The cash holdings ranged from 0.00025% to 496.65%, with the average 
value of 2.34%.  
 
Table 2. Descriptive statistics 

Variables Obs Mean    Std. Dev. Min Max 
I/K 2,050 0.7084% 21.40% -64.29% 661.767%
CF/K 2,050 2.344% 15.12% 0.00025% 496.65%
Lev 2,050 0.51031 0.21608 0.012346 0.970611
Growth 2,050 2.99904 0.61234 1.302585 4.158883
Size 2,050 27.0705 1.48595 23.33036 31.92202
ROA 2,050 0.05259 0.07539 -0.47157 0.783712

 
The correlation coefficient between the variables is shown in Table 3. The correlation coefficients are less than 
0.8, the maximum coefficient is 0.3, the maximum Variance inflation factor (VIF) is 1.39. It can be said that high 
multicollinearity does not exist. 
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Table 3. Correlation matrix between variable 
Variables I/K CF/K Lev Growth Size ROA VIF 
IK/K 1            
CF/K 0.1113 1         1.01 
Lev -0.0885 -0.0488 1       1.39 
Growth -0.0719 -0.0689 0.0485 1     1.02 
Size -0.0013 0.0094 0.3068 0.023 1   1.12 
ROA -0.092 0.047 -0.433 0.079 -0.021 1 1.27 

 
Table 4 presents the results of the regression of relationship between cash holdings and investment level of 
enterprise based on equation (1) using ordinary least squate (OLS) estimation method, the fixed-effects 
regression model (FEM) and the random-effects regression model (REM) . However, when running the model 
due to the existence of unobserved variables in OLS, it should be used for FEM and REM modeling, but there is 
a variation in the variance The appropriate model that can correct this problem is the generalized least squares 
model (GLS). The results show that there exists a relationship between cash holdings and investment level of 
Vietnamese enterprises that can be observed in the FEM, REM, and GLS models, the coefficients are positive 
and statistically significant at 1%.  This result demonstrates that the relationship between internal cash holdings 
and investment in the business is the same relationship, the cash holdings in the enterprise increases, the 
investment level in enterprises also increased. It is appropriate with the current situation in the market. In the 
market economy, the economy is facing many difficulties, leading to difficulties in accessing capital from 
outside. Therefore, the internal cash holdings is the best alternative for other capital sources for new investment 
projects.  
 
Table 4. Results of regression of the relationship between cash holdings and investment level of enterprises 

Variables FEM (1) REM (2) GLS  (3)   

CF/K 
0.078 0.141 0.1419 
(2.09)** (4.58)***   (4.59)***  

Lev 
-58.676    -5.663      -5 .664 
(2.09) *** (2.21)  ** (2.22)  ** 

Growth 
-20.464 -2.370 - 2.370 
(4.06) *** (3.09) *** (309.87)  ***  

Size 
 9.676     0.300      0.3007    
(4.33) ***  (0.91)             (0.90)  

ROA 
22.495     19.16      19.159 
(2.12)**   (2.78)***   (2.79)***  

_cons    
- 171.311   1.199      1.1994 
(3.16) ***  (0.13)      (0.13) 

N 2,050     2,050     2,050        
* p<0.1; ** p<0.05; *** p<0.01. 

 
In addition, according to Table 4, the study results also show that the investment level of enterprises is affected 
by the ratio of debts, the number of years of establishment of the enterprise and the return on the total assets.  
The rate of debt and investment level is the reverse relationship, coefficient -5644 and statistically significant at 
5%, the higher the debt ratio, the lower the investment level. This finding is consistent with the results of the 
Nopphon study (2015).  The coefficient between the return on total assets and the investment level is 19.159 
and is statistically significant at 1%, proving that the return on total assets has a positive effect on the investment 
level of the firm.  When the return on total assets is high, helping to strengthen the confidence of outside 
investors, thereby attracting capital, will create more incentives to expand for investment.  According to the 
results in Table 4, the results show that the relationship between the size of enterprises and the investment level 
is positive, but no statistically significant significance is found at 10%, so it is not possible to conclude the 
relationship between the size and the investment level. 
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5. Conclusion 
The main study examines the relationship between cash holdings and investment level of the company, using the 
data of 410 companies participating in the joint-stock market of Vietnam from 2012 to 2016, the results show 
that the cash holdings has a positive effect on investment level.  The test results show that the cash holdings and 
p the return on total assets are related in the same direction, the debt ratio and the number of years of 
establishment of enterprises have the opposite relationship. Enterprises with large or small cash holdings are 
more likely to experience over-investment or underinvestment, leading to reduced efficiency investment and 
reduced corporate value. As a result, enterprises need to improve their operating cash holdings, build cash flow 
projections plan for investment projects, assess the impact of cash flow on invest effect, build the information 
system on the effectiveness of using cash flow for investment decisions, contributing to increasing the 
investment efficiency of the investment decision of the company.  
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