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Agency Problem, Financial Distress and Investment-cash Flow Sensitivity
LUO Qi, LUO Hongxin
(School of Economics and Management, Wuhan University, Wuhan 430072, China)

Abstract : Based on the theory of financial constraint,we explore the effects of agency problem and financial distress on invest-
ment-cash flow sensitivity. Using a sample of 2010 —2014 companies listed on Shanghai and Shenzhen Stock Exchanges,we in-
vestigate the relationship among financial constraint, internal cash flow and investment spending. The empirical results show
that the relation between financial constraint and investment-cash flow sensitivity in China’s listed companies is in a nonlinear
relationship;i. e. ,the relation between investment spending and internal cash flow is U-shape nonlinear relationship. Further
study shows that under the condition of the low degree of financial constraint,the controlling shareholder agency problem and
the manager agency problem are the main reason for non-monotone variation between financing constraints and investment-cash
flow sensitivity. In the case of a high degree of financial constraint,financial distress is the main reason for non-monotone varia-
tion between financing constraint and investment-cash flow sensitivity. From the angle of agency problems and financial dis-
tress , this study not only enriches the theory of financial constraint on analysis method of corporate investment behavior, but also
provides certain theoretical support on optimizing the enterprise investment behavior.

Key Words: financial constraint; investment-cash flow sensitivity; the controlling shareholder agency problem; the manager

agency problem; financial distress; corporate investment; internal cash flow
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