

Appendix A. Description of the variables 
The variable of cash holdings, CH, is measured as 
		A1
where  represents the cash and short-term investments of the firm (field 02001[footnoteRef:1]), and  is the replacement value of total assets[footnoteRef:2] and is calculated as  [1:  Field represents the coding of the Worldscope database for each variable used.]  [2:  Because we need the replacement value of total assets to construct the Tobin’s Q variable, we scale all the variables in our estimations with this variable.] 

	,	A2
where  is the replacement value of tangible fixed assets,  is the book value of total assets (field 02999); and  is the book value of tangible fixed assets and is measured with the property plant and equipment net variable (field 02501). To measure , we follow the proposal of Perfect and Wiles (1994):
	. 	A3
For  and where  is the first year in the sample, in our case, 2000.  represents the investment of the firm; the specific measure is presented later. The remaining variables in the previous formula are calculated as 
		A4
		A5
where is the Producer Price Index extracted from EUROSTAT and  is the book value of depreciation field 01148.
We measure the net working capital variable as 
		A6
where is the working capital (field 03151). 
We measure SIZE as 
	.	A7
Tobin’s Q is measured as in Miguel and Pindado (2001)
	,	A8
where  is the market value of equity (field 08001), and  is the market value of debt and is measured as 
		A9
where  is the book value of short-term debt and is the short-term debt and current portion of long-term debt (field 03051); and  is the market value of long-term debt and is measured as
		A10
where  is the book value of long-term debt;  is the interest rate of the long-term debt reported in the OECD’s Main Economic Indicators; and  is the average cost of long-term debt, defined as
	,	A11
where  is the interest payable on the long-term debt, which is obtained by distributing the interest payable between the short - and long - term debt depending on their market interest rates. This calculation is made by the following equation:
	,	A12
where  is the interest payable (field 03062), and  is the interest rate of the short-term debt as reported in the OECD’s Main Economic Indicators.
Cash flow is measured as 
	,	A13
where  represents the net income after preferred dividends of a firm (field 01706).
The cash flow volatility variable is calculated as 
	,	A14
where  is the variance of the cash flow variable for the previous years from a database starting in 1990, and  is the industry’s cash flow variance[footnoteRef:3] in year t. [3:  We use the variance instead of the standard deviation to obtain positive values of the variable because our interest is to measure only the volatility level.] 

The investment variable is calculated as
	,	A15
where is the capital expenditures of the firm (field 04601).
The short-term debt variable is measured as
	.	A16
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