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Corporate Innovation Investment Policy and Liquidity Management

CHEN Rong* " ZUO Ling" ZHENG Zhen-long”

(a. School of Economics; b. School of Management Xiamen University Xiamen 361005 Fujian)

Abstract: Given the difficulty of predicting the success probability distribution of enterprise innovation projects we
expand the existing research framework build an optimal decision model with the introduction of ambiguity and study the
dynamic innovation investment policy and liquidity management policy of enterprises. Numerical results show that enterprise
innovation investment policy is more in line with the reality and economic intuition after the introduction of ambiguity.
When the enterprise faces less financing constraints ambiguity aversion amplifies the effect of external uncertainty on inno—
vation investment and the enterprise will reduce innovation investment and physical investment leading to a lower value of
the firm but when the enterprise faces very strong financing constraints innovation investment is mainly determined by fi—
nancing constraints and ambiguity aversion has little effect on it; the increase of ambiguity aversion prompts the enterprise
to reduce cash holdings speed up dividends issue less equity financing and opt for higher credit lines.

Keywords: innovation investment ambiguity liquidity management financing constraints
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