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In this reasarch project, we examine the relationship between Japanese
firms® operating flexibility and financial policy. We find that there is no significant relationship
between financial distress possibility and operating leverage. We further find that firms with high
oerating leverage (high fixed costs) tend to have low liabilities and hifh cash position. That is,
firms with high oerating risk have enough financial flexibility for bisiness continity. Japanese
firms have business flexibility by choosing appropriate financial policy to each operating
flexibility.
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#% 1 : Effect of Operating Leverage on Default Probability for Period between 1993 - 20171#

FE Model PO Model FM Model FE Model PO Model FM Model

Operating Leverage -0.002 0.005 === 0.006 === -0.003 = -0.001 0.001
(0.001 ) (0.001 ) (0.002) (0.001) (0.001) (0.001 )

Ln (Assets) 0.011 *==*= 0.002 === -0.002 == 0.009 **== 0,003 === -0.004 **
(0.001) (0.000 ) (0.001) (0.001) (0.000) (0.001)

Tobin Q 0,002 === 0.002 === 0.000 0,002 === 0,003 === -0.003 **=
(0.000) (0.000) (0.001) (0.000) (0.000) (0.001)

EBITDA / Assets -0.083 »*~ -0.064 **= -0.084 ** -0.069 w== 0.042 w*w 0.051 »»*
(0.006) (0.005) (0031) ( 0006 (0.005) (0.018)

SDIEBITDA [ Assets) =0.005 0.017 = 0.035 === 0.002 0.030 === 0.061 ===
(0.013) (0.009) (0.010) (0.013) (0.009) (0.019)

Net PPE / Assets 0.013 === 0.009 == 0.01 *=~ 0.000 -0.015 == -0.013 ==
(00040 (00020 (0004 ) (0004 ) (00020 (0003 )

NWC/ Assets 0017 === 0.013 »== 0.011 *= 0.002 -0.009 »== -0.009
(0.005) (0.002) (0.004) (0.005) (0.008) (00071

Invest / Assets 0.022 === -0.003 0.001 40.024 === 0.013 == -0.009
(0.006 ) (0.006 ) (0.006 ) (0.006 ) (0.006 ) (0.006 )

Other Invest / Assets 0017 === -0.008 = -0.014 === 0,018 === 0.012 == -0.018 ===
(0.003 ) (0.005 ) (0.004) (0.005) (0.005 ) (0.004)

Dummy Dividends 0,021 === 0.031 === 0.027 === “0.018 === 0,025 === -0.021 ===
(0.001) (0.001) (0.007) (0.001) (0.001) (0.006 )

Cash / Assets (-1) -0.009 ww= -0.015 »»w -0.013 »~

(0.003) (0.002) (0.005)
Debt/ Assers (-1 0.036 0.040 0.038
(0.003) (0.001) (0.009 )

Firm Fized Effects Yes No Yes No

Industry Fized Effectss No Yes No Yes

Year Fized Ettects Yes Yes Yes Yes

Adiusted R_Squares 0.193 0.258 0.198 0.282

Number of Observarions 67 862 67,862 67,862 67 862 67 862 67,862
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# 2 1 Effect of Operating Leverage on Net Debt / Asset for Period between 1993 - 2017+

Net Debt/ Azset Ratio Book Value

FE Model PO Model FAM Model

Operating Leverage 0023 == 0.180 === 0177 ==
{0.007) (0012) {0.010)

Ln (A=z=etz) 0.065 == 0.04 === 0.038 ===
{0.003) (0002 ) {0002)

Tobin @ 0.009 == 0.02] === 0.051 ==
(0.003) (0004 ) (0o12)

EEITDA/ Assets -0.578 === -0.82] === -1.096 ==
(0027 (0042) (0197

SDIEBITDA / Asz=ets) -0.350 == -0.559 === -0.910 ==
(0077) (0076 ) (0.244)

Net PPE / Assets 0.556 == 0.814 === 0.837 ==
(0022) (0019) (0o11)

NWC/ Assets 0.535 = 0757 = 0.76 ==
(0.019) (0022) (0o18)

Invest / Aszets 0.13 === 0.46 === 0.512 ===
(0021) (0045) (0.061)

Other Invest/ Assets 0177 == 0.289 === 0.314 ==
(ooz) (0020) (0.029)

Dummy Dividends -0.056 === -0.159 === -0.145 ==
(0.003) (0003) (0.008)

Firm Fixed Effects Yes Yes

Industry Fixed Effectss No No

Year Fixed Effects Yes Yes

Admsted B Souares 0.269 0.501

_ MNumberofOhservations ~ T0568 ~ T05H68 ~ FOS68 o

FE Model i3 EESIRETI %, PO Model iIEZES I ~FH s @EE70
#, FM Model i Fama and Macheth BFNIC X AHFIERETH B, oo,
w53, FRER, 1%, 5%, 10T EETH AL ERT,
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