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ABSTRACT 
According to hierarchy theory and the theory of balance, external financing sources are 
affected by the cash flows. The purpose of this study was to investigate the relationship 
between cash flow and external financing sources , by taking into account financial 
constraints of companies. Statistical sample of this research is firms listed in the Tehran 
Stock Exchange for the period 1381 to 1392 . To test this hypothesis is used the regression 
model. The results show that the sensitivity of t external financing sources to internal cash 
flows of companies without financial constraints has more significant difference than 
companies with financial constraints. The results show that when faced with financial 
constraints, internal cash flows are more sensitive to its external financing volume. The 
findings suggest that when the companies face with financial constraints, internal cash 
flows are more sensitive to the amount of external financing and cash flow shows a 
stronger relationship with the volume of external financing. 
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INTRODUCTION 

 

 Companies to invest in profitable available projects, paying off debt, increasing working capital and 

payment of dividends to shareholders have access to multiple sources of funding. These sources are included 

cash flow from operating activities and selling assets, bank loans, issuing bonds and new equity (Mollanazar et 

al., 1388).The ability of companies to determine the appropriate financial resources and appropriate decisions in 

this regard are the main factors of success of the company. The main goal that management should consider 

within choosing the methods is financing cash flow in the company. because there is a direct relationship 

between the amount of cash flow in the company and a financing method. The factors that affect the amount of 

cash companies are among the factors that will influence on the financing method of companies.  

 

Review of literature: 

 In the last decade internal cash flow has taken a significant portion of the capital structure theory. Most 

profitable companies increase cash considerably. According to the theory of balance, these companies in order 

to achieve some tax benefits raise their own leverage. However, the theory of the hierarchy, due to the cost of 

asymmetric information (when the companies prefer internal cash flow to debt and debt to issued shares), 

estimates a negative correlation between leverage and cash flow (Frank and Goial, 2008; Shaym-Sander and 

Myers, 1999). Recently, various arguments to explain the relationship between external financing and cash 

flows has emerged. Almeida and Kampilio (2010) have presented a new approach that separate companies with 

financial limitation and un-limitation. In this study, according to the literature, it is assumed that financial 

constraints have influenced on the cost of asymmetry information and contrary selection while the companies 

without financial constraints aren’t like this. Grisa and Mara (2014) believe that companies with financial 

constraints depend on internal cash flow and their investments is an internal event. In contrast, companies with 

no financial constraints in relation to their investment are able to make decisions and they aren’t rely on funds 

that have gained much, Therefore, companies with financial constraints tend first to invest cash to profitable 

projects and then they invest in fixed assets or working capital. In short, they invest their cash so that in the 
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future they can take new loan. Finally, we expect that there is a negative relationship between external financing 

and cash flows. In contrast, companies with no financial constraints choose internal cash flow as the first option 

because the cost of publication they have ahead. However, additional cash flows are used to pay outstanding 

debts and companies without financial restrictions when they need cash they provide it easily. Styglytz and Wiz 

(1981) and Fazary et al (1988) believe that the investment of companies may depend on financial factors such as 

access to local resources, access to capital markets and financing costs. Modigilani and Miller (1958) argue that 

companies canal ways obtain external sources without problems and thus their investment does not depend on 

the availability of capital within the organization. Despite the shortcomings of capital markets (for example, 

asymmetry of information and agency costs), capital costs related to the acquisition of domestic funds increase 

(Green Parent et al., 1984; Jensen and Mac Ling, 1976; Myers and Majlvf, 1984). As a result, foreign capital is 

not a appropriate substitute for full internal cash. Styglyz and Wiz (1981) describes the role of asymmetric 

information in building debt quota. In this regard, Fazary et al (1988) believe that the investment company may 

depend on financial factors such as access to domestic money and capital markets, or the cost of financing. 

Tangible fixed assets have the potential to improve the financing ability of new companies and they as a safe 

way provide inventory of items with the guarantee (Frank and Gvyl, 2009; Rajan and Zingales, 1995). Also 

Grsya and Mara (2014) believe that companies with financial constraints due to financing problems that they 

face in the future, are highly sensitive to the increase of fixed assets. Thus, the impact on companies with 

financial constraints that already face with the problem in the increase in cash, is more visible. Georg et al 

(2011) with A survey of 339 Hindi companies for the period between 1997 and 2000 showed that the sensitivity 

of cash flows to invest for both restricted and unrestricted funds, is strong. Also, there is no significant 

difference between their sensitivities. Grsya and Mara (2014) by using data of Spanish companies between the 

period 1996 to 2010 found out that companies with financial constraints, their own cash flow invest in profitable 

projects and they don’t leave any excess cash to increase the supply of safe assets, In contrast, companies with 

no financial limitation determine their investment externally if access to cash flows increase leverage may 

reduce. Therefore, companies with no financial constraints show tendency to the crisis in liquidity reversely. 

Other results show that both companies with financial constraints and without limitation have the negative 

relationship between cash flow and external financing . 

 Kashani and Ali NaqiNezhad (1387) argue that the impact of cash flows on maintaining cash levels as well 

as the relationship between the sensitivity of cash flow in companies with financial constraint and without 

limitation is not significant. Other results showed that the sensitivity of cash flows and sensitivity of investment 

to cash is more appropriate criteria for determining the existence of restrictions . 

 The research of Kashani and et al (1389) showed that companies with financial constraints rather than 

companies without financial constraints have the higher the sensitivity of investment to cash flow and in the 

time of deciding on investing they have high emphasis on internal cash flows. Tehrani and fence born (1387) 

showed that there is a significant positive relationship between the free cash flow and investments whereas there 

is no significant relationship between financial constraints and low investment. Results of the study Nahandi and 

Darkhor (1392) showed that cash flow in companies with financial constraints rather than companies without 

financial constraints cause to increase the value of the company, also there is a positive relationship between 

cash and investments. . Other results acknowledge that cash changes in companies without financial limitation 

cause to increase additional efficiency. 

 

The hypothesis of the study: 

1-sensitivity of external financing sources to internal cash flows for companies without financial constraints and 

financial constraints is different. 

2. In companies with financial constraints, Tangible fixed Assets with Cash have relatively strong interaction 

 

Research methodology: 

 A full description of the research method was done in terms of objectives, and the performance data 

(including materials, equipment and used standards in the executive framework of research): about resolution on 

the implementation of research and explanation of it, it was provided general titles such as "primary data 

collection", "test sample", "test" and so on, in any case it is essential a full description data about resources and 

supplies, activities, materials, methods, standards, equipment and characteristics of each group. In the study, it 

was used quasi-experimental study and it determine the sensitivity of external sources to cash flow for 

companies with limitation and without financial constraints. To collect data, it was used the library method. The 

data of the study was collected by field data collection from companies selected by referring to the database of 

Rah Avard Novin. As well as to test the hypotheses and data analysis, softwares Excel and E views is used. 
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Variables: 

 In order to test this hypothesis according to Grisa and Mara (2014) was estimated two main regression 

model. In the first model are examined the impact of cash flows on external financing sources for companies 

with financial constraints without constraints  

 

 The first model 

itiititit FLOWCASHGROWTHSIZEEXTFIN   3210  
EXTFIN= Refers to changes in external financing sources (loans, bonds or stocks). 

DEXTFIN = The first index of fund is obtained by dividing changes in the total debt to total gross sales 

EDEXTFIN   Second index of fund is obtained by adding the change in total debt divided by total gross 

sales of the common shares in the capital,. 

EEXTFIN = The third indicator of financing is calculated by changes in capital through the sale of split 

common stock. 

SIZE  =Size of company refers to the natural logarithm of its assets.. 

GROTH = Investment opportunities are calculated through business growth (percentage change in sales). 

FLOWCASH = Cash flows, refers to the ratio of operating income plus depreciation expense divided by 

total assets. 

i == random effects of companies is investigated. 

itiititit

ititit

LEVERAGECOLLATERALCASH

FLOWCASHGROWTHSIZEEXTFIN









 11514

3210

 
The second model 

CASH =, refers to the ratio of cash and securities divided by total assets. 

COLLATERAL= Ratio of working capital items, refers to the inventory of item plus receivable accounts plus 

the fixed assets divided by total assets. 

LEVERAGE=, referring to the ratio of total debt divided by total assets. 

TANG= Fixed assets, refers to the binary variable (Animal), if the ratio of fixed assets plus depreciation of 

inventory to total assets are higher than the average sample we give grade 1, otherwise it will take score zero. 

itiititit

ititit

FLOWCASHTANGTANG

FLOWCASHGROTHSIZEEXTFIN









)(54

3210

 
The third model 

- variables in the pre- model was defined. 

- To separate companies based on companies with financial limitation and with limitation is used financial 

criteria Vaytd (2006) as follows: 

ititit

ititit

SGISGLNTA

TLTDDivDummyCFWW

035.0102044.0

02.0062.0091.0





 
WW = Indicator of financial constraints which, according to it a company has financial constraints more (less) 

that White its index is higher (lower) than the middle value of the index in the sample. 

CF = will be obtained by Cash flow divided by total assets  

DivDummy
= Binary variable, have paid dividends during the financial period to the companies with score 1 

and otherwise, The score is zero. 

TLTD= is achieved Long-term debt divided by total assets. 

LNTA=is obtained the natural logarithm of assets. 

ISG = Participate in growth of the industry's sales. 

SG  == the growth of the company's sales by the yearly sale, minus sales of the previous year divided over 

sales achieved last year. 

 

Population and sample: 

 The population of the study is all listed companies in Tehran Stock Exchange from 1381 to the end of 1392 

(469 companies, 4141 year-NOW). FA systematic method for determining the sample is used. 
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The results of the study: 

 Model to test the first hypothesis, first used the criteria white and Wei (2006), companies are sorted with 

two groups financial constraints and without financial constraints. The model (3.1) in both groups was estimated 

by the combined data approach. 

 The results of estimating the model (3-1) in companies with financial constraints show that the y-intercept 

(98/17) and the coefficient of variable of size (46/1) and growth of sales (17/2) at 1% are significant. The 

amount of variance inflation factor shows that the independent variables together have not multicollinearity 

problem. Fisher statistical significance (3.13) indicates significant at 1% of the estimated model. 

 
Companies without limitation Companies with limitation models 

VIF coefficience VIF coefficience variables 

--- 

19/1 

00/1 
19/1 

*84/0- (08/0) 

***12/0 (00/0) 

***35/3- (00/0) 
**04/0- (05/0) 

45/0 

***54/219 (00/0) 
63/1 

 

 

 
--- 

12/1 

01/1 
11/1 

***98/17- (00/0) 

***46/1 (00/0) 

***17/2- (00/0) 
30/0- (17/0) 

33/0 

***13/3 (00/0) 
61/1 

***85/21 (00/0) 

SIZE 

GROWTH 

CASHFLOW 

 

 The results (3-1) in companies without financial constraints showthat intercept (84 / 0-) 10% coefficient of 

variation in the size of the company (12/0) and growth of sales (35/3) is significant at the 1% level. Variable rate 

cash flows (04 / 0-) is significant at the 5% level. 

 

The results of estimating models 2 and testing first hypothesis of the study: 

 In estimating the second model in the company with financial constraints, significant Lymyr statistics 

(72/9) and method-Pagan(61/33) at 1% shows that the patterns of fixed effects and random-effects on panel data 

model (tie) are preferable. Also, the lack of meaningful statistics of Hausman (22/10) show that for the second 

model, random-effects model with fixed effects model is superior. 

 
companies without limitation companies with limitation models 

Variable coefficience VIF significant VIF 

SIZE 
GROWTH 

CASHFLOW 

CASHt-1 
COLLATERALt-1 

LEVERAGEt-1 

***06/23- (00/0) 
***55/1 (00/0) 

***69/2- (00/0) 

***85/1- (00/0) 
18/0- (95/0) 

*86/3 (08/0) 

40/0- (79/0) 
76/0 

***53/8 (00/0) 

59/1 
***72/9( 00/0)  

VIF 
--- 

03/1 

00/1 
06/1 

18/1 

17/1 
09/1 

*78/2 (08/0) 
*19/0- (09/0) 

***76/4- (00/0) 

06/0- (21/0) 
***76/4 (00/0) 

***29/1 (00/0) 

***14/3- (00/0) 
66/0 

***65/119 (00/0) 

52/1 
77/31( 00/0)  

17/1 
04/1 

15/1 

14/1 
13/1 

06/1 

 

 The results of estimating the model 2in companies without financial constraints show that intercept (78/2) 

and the coefficient of variable of size (19 / 0-) and the coefficient of variation at the level of 10% growth of 

sales (76/4), Cash (76/4), the ratio of working capital items (29.1) Leverage ratio (14/3) are significant at the 1% 

level. The amount of variance inflation factor model also shows that the independent variables (3-2) in 

companies without financial constraints, don’t have serious multicollinearity problem together. 

 

The results of estimating the model 3 and testing the second hypothesis of study: 

 To test the second hypothesis of the study, three models with the combined approach in the company with 

financial constraints was estimated. Lymyr meaningful statistics (93/2) and method-Pagan (16/235) in the 1% 

level shows that the patterns of fixed effects and random-effects panel data model (bound) are preferable. Also, 

a significant statistic of Hausman (15/17) at 1% level shows in the model 3, the fixed effects model, random-

effects model is superior. 

 

The result of Model 3 
variable Coefficient significant VIF 

SIZE 

GROWTH 

CASHFLOW 
TANG 

TANG*CASHFLOW 

***80/16- 

***43/1 

***23/2- 
*74/1 

70/1- 

**48/3- 
34/0 

00/0 

00/0 

00/0 
09/0 

12/0 

04/0 

12/1 

01/1 

04/3 
19/1 

15/3 
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***20/3 (00/0) 

88/1 

***86/22 (00/0) 

***16/235( 00/0)  

 

 The presented results show that the y-intercept (07/18) and the coefficient of variable of size (47/1) and 

growth of sales(21/2) at the level of 1% and a variable cash flows (74/1) at the level of 10% and variable TANG 

* CASHFLOW (48 / 3-) are significant at the 5% level. Index also shows that the independent variables of the 

model variance inflation factor of 3 companies with financial constraints have no serious multicollinearity 

problem 

 

Conclusion: 

 In order to test this hypothesis with Grsya and Mara (2014), two main regression model was estimated. In 

the first model of the study, the impact of cash flows on external financing were studied for companies with 

financial constraints without constraints 

 

The first model: 

itiititit FLOWCASHGROWTHSIZEEXTFIN   3210  
 A model in which the effect of explanatory variables such as cash items of working capital management 

and financial leverage, according to Rajan and Zingales control is as follows (1995),it was presented in Almeida 

Vkampylv (2010) and Garcia and Mara (2014)  

 

The second model: 

itiititit

ititit

LEVERAGECOLLATERALCASH

FLOWCASHGROWTHSIZEEXTFIN









 11514

3210

.. 

 The following hypotheses were developed for research 

 

First hypothesis: 

 Sensitivity to external financing to internal cash flows for companies without financial constraints and 

financial constraints is different 

 

The second hypothesis: 
 In companies with financial constraints, Tangible Assets with Cash have relatively strong interaction . 

 Based on the theoretical framework of the done study such as to test the F test Lymr Hausman test, the 

research model by panel data estimation methods and the resulting hypotheses were tested. The results for the 

acceptance or rejection of the hypothesis first, second, is shown in Table 1-5 

 

The result of testing the study hypotheses  
The result of test The type of test hypothsis Number of hypothsis 

acceptance data Sensitivity to external financing 

tointernal cash flows for 
companies without financial 

constraints and financial 

constraintsis different 

1 

acceptance data In companies with financial 

constraints, Tangible Assets 

and Cash have relatively strong 
interaction. 

2 

 

 Based on the above table can be seen that the first hypothesis, was confirmed in the study. Test results of 

the study hypothesis is consistent with other studies given in the table 

 

The results of comparing the study hypothesis test with other studies 
1 Sensitivity to external financing tointernal 

cash flows for companies without financial 

constraints and financial constraints is 
different. 

( 

1. Grsya and Mara (2014) 

2. Dangmy (2010) 
3. Chang and Su (2009) 

4. Chang andet al. (2006) 

5. BadavrNahandi and Darhkor (1392) 
6. Plato and et al (1389) 

7. Baghli (1387) 

Zarifan (1387)8. 

2 In companies with financial constraints 
,Tangible Assets and Cash have relatively 

1. Jones (2011) 
2. Elita (2011) 

  



802 

 

strong interaction. 3. Almeida andet al. (2007) 

4. Tehrani and Hasarzadeh (1387) 

: 
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