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Abstract: This study examines the impact of market volatility and cryptocurrency holdings on
corporate liquidity, with a particular focus on the differences between cryptocurrency exchanges and
other businesses. The analysis is based on 181 firm-year observations from 2017 to 2022, using Bitcoin
volatility, VIX, and VKOSPI as indicators of market volatility. Ordinary Least Squares (OLS) and
robust regression analyses are employed to assess the relationships between these variables. It is first
noted that, albeit insignificant, market volatility has a detrimental influence on company liquidity. The
positive correlation for cryptocurrency exchanges, however, suggests that cryptocurrency exchanges
could potentially leverage market volatility as a strategic advantage. Additionally, the study shows
that cryptocurrency holdings enhance corporate liquidity, with a stronger association observed in
cryptocurrency exchanges. The analysis also incorporates lagged variables to capture delayed effects,
confirming that cryptocurrency holdings exert both immediate and delayed positive impacts on
liquidity, likely due to effective strategic management practices within exchanges.
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1. Introduction

Cryptocurrencies have become increasingly popular since Satoshi Nakamoto first
introduced them in 2009. With the use of blockchain technology, cryptocurrencies are
digital assets that allow transactions to take place in a decentralized network without the
need for a central authority. According to Anderson et al. (2022), there are currently over
21,000 distinct types of cryptocurrencies, with a market value of about $1 trillion. Prominent
examples of cryptocurrencies encompass Bitcoin, Ethereum, and Ripple. The potential
revolutionary changes to the financial system have been the main focus of early research
on the economic impact and application of cryptocurrencies. According to Narayanan
et al. (2016), new financial innovations are made possible by the blockchain technology
that powers cryptocurrencies, which improves the security and transparency of financial
transactions. Böhme et al. (2015) added that there is a chance that cryptocurrencies may
either replace or supplement current financial institutions. Beyond their use as an investing
tool, these studies indicate that cryptocurrencies have the capacity to fundamentally alter
the financial system as a whole.

A diverse array of investors has been drawn to cryptocurrencies due to their unique
financial technology and high return potential. Compared to conventional financial assets,
cryptocurrencies have distinct qualities that present both new investing opportunities and
risks. For instance, investors may benefit greatly from the price volatility of cryptocurren-
cies, but they may also suffer large losses. One of the main drawbacks of cryptocurrencies is
their tremendous volatility, which is a double-edged sword. Coins, particularly well-known
ones such as Bitcoin (BTC), are known to have three to four times the price volatility of
stocks. As such, they are considered a “high risk, high return” investment that investors
should carefully consider before investing. As for the adoption of cryptocurrencies, there
were those who supported their use as well as those who believed that their volatility
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presented risks (Shehada and Shehada 2020). Because a cryptocurrency’s price can be
impacted by both internal and external factors, it is not necessarily appropriate to think
of bitcoin as a new egg basket (Qin et al. 2021). There could be greater uncertainty due to
the bubble risk that comes with significant cryptocurrency volatility (Yermack 2015; Baek
and Elbeck 2015; Bradbury 2015; Borri 2019; Charfeddine et al. 2020; Steinmetz et al. 2021).
Furthermore, even while blockchain technology makes cryptocurrency trading transparent
and efficient on a worldwide scale, regulation of the industry is still necessary to make it a
potentially secure asset to invest in (Symss 2023). Taking into account the flaws identified
in the aforementioned studies, Bitcoin is not a suitable investment for those who are averse
to taking on excessive risk because of its extraordinary volatility.

However, for those willing to take risks and test out various asset classes, it might offer
chances. Cryptocurrencies offer the advantage of potentially generating high returns. For
instance, Bitcoin’s price surged from about $7000 in early 2020 to over $60,000 by the end of
2021. During this period, companies holding Bitcoin saw substantial profits. MicroStrategy,
one of the world’s top three Bitcoin-holding companies, along with Tesla and Marathon
Digital Holdings Inc., adopted Bitcoin as a strategic asset, significantly increasing its asset
value. In June 2024, MicroStrategy further solidified its strategy by purchasing additional
Bitcoin worth $786 million following the sale of convertible bonds. This move demonstrated
a firm commitment to enhancing financial stability through asset portfolio diversification
with Bitcoin. Such strategies are bringing new changes to corporate asset portfolios and
liquidity management. It is evident that a new trend is emerging from the growing amount
of money that corporations and institutional investors are investing in cryptocurrencies.
A noteworthy development in the acceptance of cryptocurrencies by enterprises and in-
stitutional investors is the change in perception and use of these digital assets. A number
of reasons, such as changes in regulations, advances in technology, and an increase in
market trust, are driving this movement (Medium 2024, 20 May). Increased acceptance of
cryptocurrencies by individual investors, companies, and financial institutions is giving the
market more credibility (Ashurbayli and Yusifov 2023). Furthermore, businesses that adopt
cryptocurrencies can offer customers more payment options beyond fiat money, improving
liquidity. Blockchain technology can also lower transaction costs, boosting profitability.
Despite the growing interest in cryptocurrencies, there is still limited understanding of
how these digital assets impact corporate liquidity, especially in the context of market
volatility. This study aims to address this gap by investigating the joint impact of market
volatility and cryptocurrency holdings on corporate liquidity, with a particular focus on
cryptocurrency exchanges compared to other firms. Specifically, the research seeks to
answer the following questions: How does market volatility influence corporate liquidity,
and does this effect differ between cryptocurrency exchanges and other firms? What role
do cryptocurrency holdings play in enhancing corporate liquidity, particularly within
cryptocurrency exchanges?” To explore these questions, the study builds upon the existing
literature on market volatility, cryptocurrency investments, and corporate finance. Previous
research has highlighted the unique properties of cryptocurrencies, such as their low corre-
lation with traditional assets and their potential as a hedge against market risks (Bouri et al.
2017b, 2017c). However, the relationship between these properties and corporate liquidity
remains underexplored. This study posits that market volatility generally has a negative
impact on corporate liquidity. However, it is expected that cryptocurrency exchanges may
mitigate this adverse effect through strategic management practices, thereby leveraging
market volatility to their advantage. Additionally, the study suggests that cryptocurrency
holdings are likely to enhance corporate liquidity, with this effect being more pronounced
within cryptocurrency exchanges, where the ability to effectively manage volatility plays a
crucial role. The theoretical framework integrates these perspectives, proposing that cryp-
tocurrency exchanges, due to their advanced technological infrastructure and regulatory
compliance, are better positioned to leverage the benefits of cryptocurrency holdings while
minimizing the risks associated with market volatility. The conceptual framework visually
represents the hypothesized relationships between the key variables of the study: market
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volatility, cryptocurrency holdings, and corporate liquidity. This framework illustrates how
market volatility is expected to impact corporate liquidity negatively, while cryptocurrency
holdings are anticipated to enhance liquidity. Additionally, it highlights the potential
for cryptocurrency exchanges to mitigate the adverse effects of market volatility through
strategic management, thereby optimizing liquidity outcomes. This study contributes to
the literature by providing new insights into how market volatility and cryptocurrency
holdings jointly impact corporate liquidity. Specifically, it emphasizes the unique role of
cryptocurrency exchanges in managing these factors more effectively than other firms. Pre-
liminary findings suggest that while market volatility generally has a negative impact on
corporate liquidity, cryptocurrency exchanges appear to turn this volatility into a strategic
advantage. Additionally, cryptocurrency holdings are shown to enhance liquidity, with a
more pronounced effect within exchanges. These findings have significant implications
for both theoretical models of corporate finance and practical strategies for managing
digital assets.

In summary, businesses can enhance financial stability, diversify their assets to reduce
risk, and protect themselves from inflation by making investments in cryptocurrency. Better
liquidity is one area in which it can be quite beneficial. Cryptocurrencies are often held
for diversification purposes because they are independent of traditional financial markets
and show minimal correlation with assets such as stocks or bonds (Dyhrberg 2016; Bouri
et al. 2017b, 2017c). The primary distinction between cryptocurrencies and conventional
money lies in their decentralized nature. Baur et al. (2018) highlight that Bitcoin has a
low correlation with traditional assets, such as equities, bonds, and commodities. Unlike
fiat currencies, which are regulated by central banks to control inflation, Bitcoin operates
independently of any central financial authority (Elwell et al. 2013; Charfeddine et al. 2020).
As noted by several studies, Bitcoin can serve as a hedge against inflation, stock market
volatility, and exchange rate fluctuations (Kubat 2015; Dyhrberg 2016; Bouri et al. 2017a,
2017b, 2017c; Selmi et al. 2018). Furthermore, cryptocurrencies open up new avenues for
businesses to attract investment and raise capital. Specifically, entrepreneurs can acquire
capital quickly through Initial Coin Offerings (ICOs) (Catalini and Gans 2019).

Through prudent strategies, investors have the ability to adequately counterbalance
the inherent risks of cryptocurrencies. The volatility of cryptocurrency can be efficiently
alleviated by employing techniques such as diversification, derivatives, dynamic asset
allocation, and strong corporate governance. The use of cryptocurrency as a hedge has
been demonstrated to improve risk-adjusted returns in diverse portfolios by Briere et al.
(2015), Platanakis and Urquhart (2020), Ma et al. (2020), and Long et al. (2022).

Traditional methodologies, such as the GARCH methodology, or more advanced ana-
lytical tools, including machine learning and deep learning methodologies, offer promising
capabilities for forecasting Bitcoin volatility (Dyhrberg 2016; Kou et al. 2014; Pratas et al.
2023). Organizations that use a dynamic approach, according to Ma et al. (2020), are better
able to manage risk and capitalize on favorable market movements. Cryptocurrency risk
management may also be impacted by corporate governance and a company’s financial
standing. Solid corporate governance enhances the positive impact of blockchain tech-
nology on investment efficiency (Ezzi et al. 2022). Lee (2023) found that companies with
stronger financial positions benefit more from their cryptocurrency investments, improving
sustainability and profitability.

Meanwhile, cryptocurrency exchanges provide users with the opportunity to engage
in the acquisition, sale, or exchange of digital assets for other forms of assets. To illustrate,
in order to acquire bitcoin, an aspiring investor is required to complete the registration
process for an account with a cryptocurrency exchange. As noted by Scharfman (2023),
these platforms deliver services akin to those offered by traditional financial exchanges,
whereby they impose fees and retain a segment of the bid-ask spread as compensation
for transactions.

Nearly 600 cryptocurrency exchanges existed globally in 2022, according to Forbes,
with a total 24 h trading volume of $52.9 billion. Asian exchanges are popular because
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of low cryptocurrency mining costs, a well-established mobile payment economy, and a
gaming culture. Particularly, crypto exchanges are also drawn to the Republic of Korea
(Alekseenko 2023). Forbes disclosed the rankings of cryptocurrency exchanges for the year
2024. Securing the highest rank was achieved by Coinbase, a cryptocurrency exchange that
is officially listed on Nasdaq. In the realm of Korean exchanges, Upbit clinched the 4th
spot while Bithumb obtained the 17th position. Trading volume is confirmed to have an
influence similar to the worldwide crypto currency market, despite certain constraints in
the Korean cryptocurrency market. With its high trading volumes, Kimchi Premium, and
passionate investor participation, the South Korean cryptocurrency market has attracted a
lot of attention from around the world (Tiger Research Reports 2024, 22 March). Due to
transaction and currency exchange fees, the value of coins accumulated on South Korea’s
major cryptocurrency exchanges increased dramatically in the first quarter of 2024. It is
anticipated that exchanges will hold a significantly larger amount of cryptocurrency in
the future. Cryptocurrency exchanges can hold cryptocurrencies as long-term investment
assets. This approach is particularly advantageous for major cryptocurrencies like Bitcoin
and Ethereum, which are likely to increase in value over time. By holding these assets,
exchanges can hedge against inflation, helping to protect the value of traditional cash assets
(Deloitte 2021).

As of the end of June 2022, 37 listed Korean corporations were found to be in posses-
sion of cryptocurrencies; the majority of these companies were either gaming companies
or payment processing companies. This appears to be a new trend, similar to many multi-
national corporations investing in cryptocurrencies. It was also determined that several
unlisted corporations, especially those operating cryptocurrency exchanges, retained a
substantial amount of cryptocurrency.

Cryptocurrency exchanges exhibit distinctive capabilities that enable them to effec-
tively manage the volatility of digital assets compared to traditional firms. Through robust
liquidity provision, cutting-edge technological infrastructure, stringent regulatory com-
pliance, availability of derivatives, and hedging strategies, as well as superior market
intelligence, they can potentially reduce risks and utilize their cryptocurrency holdings
to bolster operational stability. The acquisition and retention of cryptocurrencies by cryp-
tocurrency exchanges are carried out through diverse methods. Traders engaging in bitcoin
transactions are subjected to two types of fees: trading fees and withdrawal expenses, with
potential additional costs related to borrowing for more intricate trading methods such as
margin trading. By generating continuous revenue from transaction fees, exchanges can
mitigate liquidity risks, leveraging their expertise in cryptocurrency trading and manage-
ment to offer self-provided liquidity that facilitates active trading. Liquidity in the financial
market plays a pivotal role in minimizing the impact of market volatility and maintaining
seamless trading operations (Mancini et al. 2013). Within exchanges, a significant volume
of cryptocurrencies is traded, enabling them to effectively manage liquidity by buying and
selling cryptocurrencies as required. Major exchanges such as Binance and Coinbase Pro
demonstrate the capacity to process substantial transactions without causing significant
price fluctuations (Hansen et al. 2024), thereby enhancing price efficiency and market
liquidity, factors that contribute to overall market stability as evidenced by Pagnotta and
Buraschi (2018). Consequently, in comparison to other entities holding cryptocurrencies,
exchanges can leverage these assets more efficiently for liquidity management purposes.

The maintenance of stability and liquidity in financial markets necessitates the utiliza-
tion of advanced technologies. Cryptocurrency exchanges employ sophisticated analytical
tools and machine learning algorithms to forecast market movements and fluctuations
(Hendershott and Riordan 2011; Khan et al. 2023; Hansen et al. 2024). Leading bitcoin
exchanges like Binance offer a variety of derivatives instruments (Coinbureau 2024) crucial
for mitigating risks associated with price volatility. Exchanges also make use of extensive
market data and advanced analytics to provide insights and forecasts on market trends.
Regulatory compliance stands out as another crucial factor supporting the stability of
bitcoin exchanges.
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Given the aforementioned attributes, cryptocurrency exchanges may offer advan-
tages in terms of reducing volatility risks and improving financial positions compared to
other cryptocurrency-holding entities. Building upon this, the study investigates the posi-
tive impact of holding cryptocurrencies on corporate liquidity. Specifically, it delves into
whether cryptocurrency exchanges, with their ability to strategically navigate cryptocur-
rency volatility, experience greater enhancements in liquidity compared to other entities.
This investigation involves a comparative analysis between exchanges and other firms
regarding the influence of market volatility on corporate liquidity. The paper’s structure
encompasses Section 2 discussing theories and a literature review, Section 3 detailing
methodologies and research samples, Section 4 presenting descriptive statistics, correla-
tions, and regression analysis results, and finally, Section 5 outlining findings and providing
research-based recommendations.

2. Literature Review and Hypothesis
2.1. Theoretical Foundation

This study is grounded in the Efficient Market Hypothesis (EMH), a theory proposed
by Eugene Fama in the 1960s. EMH posits that asset prices fully reflect all available
information, making it impossible for investors to consistently achieve higher returns than
the overall market through timing or selection. In the context of cryptocurrency markets,
however, the high volatility and relatively low market efficiency present opportunities for
abnormal returns, which contrasts with the traditional assumptions of EMH. This research
explores how these market inefficiencies, particularly in cryptocurrency exchanges, impact
corporate liquidity and how firms might leverage these conditions to their advantage.

2.2. Cryptocurrency Volatility: Opportunities and Risks

The volatility of cryptocurrencies has been the topic of much controversy among
scholars and investors alike. This volatility can yield significant returns while also posing
substantial risks. By understanding and effectively managing the associated risks, investors
can capitalize on the opportunities presented by cryptocurrency volatility. Some bitcoin
investments have done very well in the last few years (Deloitte 2022).

Speculators are attracted to cryptocurrencies due to the substantial fluctuation in
prices, as this allows them to achieve substantial financial gains through precise predictions
of market fluctuations (Cheah and Fry 2015). According to Yermack (2015), Bitcoin is better
suited as a speculative investment than a stable currency due to its extreme volatility. For
investors prepared to accept the risks involved, this volatility presents a considerable return
potential. Bitcoin’s high price volatility and trading volume make it an attractive investment
for those seeking short-term gains (Baur et al. 2018). Cryptocurrency market volatility
and inefficiency can be leveraged to achieve high returns and provide opportunities for
abnormal returns (Urquhart 2016; Liu and Tsyvinski 2018).

Certain aspects of cryptocurrencies that set them apart from conventional financial as-
sets have been the subject of some research. The unique characteristics of cryptocurrencies,
such as low correlation with traditional assets and potential as a speculative investment,
offer compelling opportunities for investors willing to manage the associated risks. Bitcoin,
unlike traditional financial assets, offers portfolio diversification benefits due to its low
correlation with other asset classes (Elwell et al. 2013; Baur et al. 2018). By including
cryptocurrencies in a diversified portfolio, investors can potentially enhance returns while
mitigating overall risk. Research by Bouri et al. (2017a, 2017c) supports the view that
Bitcoin can serve as a valuable tool for portfolio diversification. Dyhrberg (2016), Kubat
(2015), and Selmi et al. (2018) have demonstrated Bitcoin’s potential to hedge against
risks associated with inflation, stock market volatility, and currency fluctuations. Similarly,
Corbet et al. (2020) also explore how Bitcoin’s price volatility can provide investment op-
portunities. Their findings suggest that Bitcoin’s price movements interact with traditional
financial market uncertainties, presenting a unique mechanism through which investors
can achieve high returns. Their study indicates that, when managed well, the high volatility
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of cryptocurrencies can enhance overall financial health. According to Hashemi Joo et al.
(2020) and Kostika and Laopodis (2019), cryptocurrencies are ideal for global investment
portfolios because they tend to be unaffected by international exchange rates and stock mar-
kets. The potential of Bitcoin as a viable substitute for conventional investment methods is
demonstrated by the greater risk-adjusted returns that investment portfolios containing
Bitcoin obtain in comparison to those that do not (Lee et al. 2017; Aggarwal et al. 2018).
Cryptocurrency is one alternative for emergency income investments, which are crucial
(Symss 2023). The volatility of cryptocurrencies also offers significant opportunities for en-
hancing corporate liquidity. Companies with cryptocurrency holdings can secure liquidity
by turning assets into cash faster than with traditional assets. Makarov and Schoar (2020)
examine the impact of active trading in cryptocurrency markets, concluding that companies
participating in frequent trades can capitalize on high volatility to achieve significant gains.
Corbet et al. (2020) find that significant cryptocurrency investments improve corporate
liquidity and financial stability. According to Liu and Tsyvinski (2018), strategic investment
in volatile cryptocurrencies can yield significant profits, thereby providing companies with
additional liquid assets. The aforementioned research collectively highlights that while
cryptocurrencies like Bitcoin are highly volatile, this volatility can be harnessed to achieve
substantial returns.

The volatility of cryptocurrencies, while offering potential benefits such as high returns
and portfolio diversification, also presents significant risks and disadvantages. One of
the primary concerns addressed in the literature is the extreme price volatility of cryp-
tocurrencies, which can lead to substantial financial losses. Investing in cryptocurrencies
carries a greater risk due to their increased volatility in comparison to other traditional
investments (Shehada and Shehada 2020; Selmi et al. 2018). It is unlikely that investors
will consider Bitcoin to be profitable until the market develops (Smales 2019). The lack
of intrinsic value and the heavy reliance on speculative trading contribute to the extreme
price swings in cryptocurrency markets (Gandal and Halaburda 2016). To think of bitcoin
as a new egg basket is not always relevant, as both external and internal factors can impact
a cryptocurrency’s price (Qin et al. 2021). According to Steinmetz et al. (2021), the volatility
of cryptocurrencies has the potential to significantly affect the stability of the financial
system and may necessitate further caution and attention.

Since cryptocurrencies have such huge and dramatic return swings, Borri (2019) claims
that they are also riskier than the majority of conventional investments. The bubble risk
associated with significant volatility in Bitcoin could be the cause of increased uncertainty.
Bitcoin is more prone to speculative bubbles and tends to be more volatile than hard
currencies (Grinberg 2011). As stated by Yermack (2015), its volatility reduces its value as
money, and Bitcoin is only used for asset diversification, according to Bouri et al. (2017a).

The volatility of cryptocurrency is much higher than that of established asset classes.
Investors are exposed to a significant risk due to this volatility since it can cause abrupt
and extreme price movements that can destabilize the financial system and may neces-
sitate further caution and attention (Makarov and Schoar 2020; Steinmetz et al. 2021).
Additional research indicates that the bubble risk associated with excessive bitcoin volatil-
ity may be the source of increased uncertainty (Yermack 2015; Baek and Elbeck 2015;
Charfeddine et al. 2020).

Considering both the opportunities and risks associated with cryptocurrency volatility,
given the high volatility and relative inefficiency of cryptocurrency markets, it is hypothe-
sized that market volatility will have a significant impact on corporate liquidity, particularly
for firms with large cryptocurrency holdings. The following hypothesis is proposed:

Hypothesis 1. Market volatility impacts corporate liquidity.

Hypothesis 1.1. This impact varies between exchanges and other firms.
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2.3. Managing Cryptocurrency Volatility Risks in Corporate Investments and Exchanges

Cryptocurrency volatility presents substantial risks, but with prudent strategies, in-
vestors can mitigate these risks effectively. These include diversification, the use of deriva-
tives and hedging strategies, dynamic asset allocation, and strong corporate governance.
As a potent and reliable hedge against the investing risks associated with gold and crude
oil, the cryptocurrency index can be utilized (Long et al. 2022). Corporations can employ
derivatives and hedging strategies to manage the volatility of cryptocurrency investments
(Briere et al. 2015). Their findings demonstrate that even a tiny percentage of Bitcoins
can significantly enhance the risk-return trade-off of well-diversified portfolios. Using an
asymmetric GARCH methodology, Dyhrberg (2016) finds that Bitcoin can be used as a
hedge against stocks in the Financial Times Stock Exchange Index. Guesmi et al. (2019) also
assert that incorporating Bitcoin into diversified investment portfolios can reduce overall
portfolio risk, using various multivariate GARCH models. Ma et al. (2020) demonstrated
that better returns for the same amount of risk were obtained by using cryptocurrencies in
portfolios of stocks, currencies, and commodities. The inclusion of Bitcoin in a conventional
stock and bond portfolio has been shown by Platanakis and Urquhart (2020) to significantly
improve risk-adjusted returns. According to Ma et al. (2020), organizations that imple-
ment a dynamic approach are better able to manage risk and take advantage of positive
market moves.

Additionally, the role of corporate governance, the company’s financial status, and the
characteristics of different industries can impact managing cryptocurrency risks. Corporate
governance acts as a mediator in the relationship between investment efficiency and
blockchain technology. Blockchain technology has a favorable impact on investment
efficiency that is more pronounced for companies that follow solid corporate governance
practices (Ezzi et al. 2022). Based on Lee’s (2023) examination of how cryptocurrency
holdings affect sustainability and profitability, companies with stronger financial positions
stand to gain more from their virtual currency investments.

Advanced analytical tools of technology and financial sectors may be better suited
to manage bitcoin volatility. According to Kou et al. (2014), machine learning approaches
are a developing technology in financial risk analysis. Deep learning methodologies could
offer a potential tool for forecasting Bitcoin volatility, especially for short-term horizons,
when comparing the forecasting properties of standard methodologies with deep learning
methodologies for Bitcoin volatility prediction (Pratas et al. 2023). Bitcoin’s acceptance as
an alternative currency is yet another COVID-19 phenomenon. Demand for high-volatility
hedges, as opposed to traditional hedges such as low-yield developed country bonds, has
been fueled by high equities and credit values (Morgan 2021, April 27).

In the meantime, cryptocurrency exchanges play an integral role in the cryptocurrency
ecosystem, significantly contributing to market stability and liquidity. Exchanges fall into
two categories: decentralized and centralized. Cryptocurrency exchanges provide services
to customers for the purchase, sale, and exchange of cryptocurrencies. Even those these
centralized exchanges offer consumers good service during high-volume transactions, the
presence of centralized administration also means that exchanges must deal with internal
operations, corporate ethics, asset theft, and other risk factors that could compromise
user asset security (Chainalysis Report 2021). Some exchanges manipulate the market by
inflating trading volumes. The “Pump and Dumps Scheme” (P&D) is a common example
of market manipulation fraud (Li et al. 2021). Some of the unexpected transaction amounts
observed on the investigated exchanges could be attributed to legislative changes and
industry, or to market malfeasance (Gu et al. 2022). In any case, a sizable number of
cryptocurrencies are traded on exchanges. Tripathi and Sharma (2024) examine six of the
top cryptocurrency exchanges in addition to nine conventional small-cap stock indices in
order to determine if cryptocurrency exchanges have more liquidity than conventional
financial markets. They discover that Binance is the most liquid cryptocurrency exchange
and that Russell 2000 Small Cap is the most liquid traditional market. The findings indicate
that compared to cryptocurrency exchanges, small-cap indices are typically more liquid.



J. Risk Financial Manag. 2024, 17, 406 8 of 19

However, during the COVID-19 pandemic’s second wave, Binance showed greater liquidity
than conventional markets.

In order to mitigate the effects of market volatility and maintain seamless trading
operations, liquidity is essential. Exchanges play an important role in supplying liquidity
through market making, ensuring that there is always a buyer or seller. This ongoing
liquidity serves to stabilize prices and mitigates the impact of huge deals on the mar-
kets. Exchanges can strategically use the inherent volatility of cryptocurrencies to their
advantage, managing liquidity by buying and selling as needed (Deloitte 2021). Leading
exchanges such as Binance and Coinbase Pro maintain broad order books with substantial
buy and sell orders, allowing them to absorb larger trades without triggering significant
price swings (Hansen et al. 2024). The significance of liquidity in financial markets is
also emphasized by Mancini et al. (2013), who point out that diversified portfolios and
high trading volumes act as a buffer against excessive market volatility. In a similar vein,
Pagnotta and Buraschi (2018) show how exchanges improve pricing efficiency and market
liquidity, which in turn promotes overall market stability. Because of their strong liquidity
provision, they might be able to reduce risks and use their cryptocurrency holdings to boost
operational stability.

Cryptocurrency exchanges leverage cutting-edge technologies to manage trading,
storage, and administration of digital assets. These advanced systems are crucial for
maintaining market stability and liquidity. Exchanges utilize sophisticated analytical tools
and machine learning algorithms to forecast market trends and volatility. They utilize data
sourced from two centralized exchanges, namely Coinbase Pro and Binance, alongside a
decentralized exchange, in order to analyze repetitive patterns in volatility and trading
volume pertaining to the principal cryptocurrencies, Ether and Bitcoin. They discover
regular trends in volume and volatility by hour, day of the week, and within the hour.
These trends, which have gotten stronger over time, are probably connected to futures
market funding times and algorithmic trading (Hansen et al. 2024). Hendershott and
Riordan (2011) and Khan et al. (2023) explore the role of algorithmic trading in financial
markets. The ability of exchanges to utilize sophisticated data analysis tools and real-time
trading systems helps in tracking and reacting promptly to market movements, thereby
preserving market stability and liquidity.

Regulatory compliance is another critical aspect that contributes to the stability of
cryptocurrency exchanges. Robust internal controls and adherence to global financial
regulations help exchanges manage risks effectively and maintain operational transparency.
Crypto exchanges should adhere to prudential regulations and have strong internal control
and risk assessment procedures. Particularly in South Korea, cryptocurrency exchanges are
required to adhere to AML/CFT standards and receive a license from the Financial Services
Commission. As a result, transactions are only permitted if the client has a legitimate bank
account connected to their digital wallet, and anonymous accounts are prohibited (Act on
Reporting and Using Specified Financial Transaction Information 2001, 2021 Revision).

To accommodate a broad range of trading styles and inclinations, cryptocurrency
exchanges leading bitcoin trading platforms, such as Binance, also provide a variety of
derivative instruments, such as futures and options (Coinbureau 2024), which are crucial
for managing risks associated with price fluctuations. By providing these hedging tools,
exchanges enable market participants to protect their portfolios from adverse price move-
ments, thereby contributing to overall market stability and liquidity. The risk-return profiles
of the most popular cryptocurrencies are thoroughly examined by Liu and Tsyvinski (2018),
who also offer insights into the asset management practices of exchanges. Furthermore,
exchanges leverage extensive market data and advanced analytics to provide insights and
forecasts about market trends. This capability is crucial for anticipating market movements
and managing risks proactively, a feature that traditional firms may not have developed
to the same extent. The ability to acquire real-time market data gives cryptocurrency
exchanges the advantage of being able to quickly react to price movements and monitor
them. This skill is essential for controlling the dramatic price swings that characterize
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Bitcoin. As previously mentioned, their strong liquidity provision, advanced technological
infrastructure, stringent regulatory compliance, availability of derivatives and hedging
strategies, and superior market intelligence may allow them to mitigate risks and leverage
their cryptocurrency holdings for improved operational stability.

In this context, the study first examines the impact of market volatility on corporate
liquidity, with a particular focus on whether cryptocurrency exchanges are affected differ-
ently compared to other companies. The study also delves into examining the influence of
cryptocurrency holdings on the financial liquidity of a firm, along with exploring whether
the effect of cryptocurrency holdings on the liquidity of a cryptocurrency exchange differs
from that on other types of businesses. If cryptocurrency exchanges are able to utilize
market volatility as a potential advantage, a positive relationship may exist between market
volatility and the liquidity of these exchanges. The Republic of Korea has witnessed a surge
in the number of companies holding cryptocurrencies since 2017, with relevant data be-
coming publicly available thereafter. While not presently mandatory, companies engaging
in cryptocurrency ownership or issuance will be required to disclose related information
in their financial statements starting from the year 2024. Consequently, between 2017 and
2022, an investigation will be carried out on both publicly traded and unregistered entities
to determine the impact of cryptocurrency investments on a company’s financial liquidity.

Given the unique volatility of cryptocurrency markets and the relative inefficiency
compared to traditional financial markets, firms holding cryptocurrencies, especially those
with advanced risk management strategies, are likely to experience a substantial impact
on their liquidity. The ability to effectively manage this volatility can either stabilize
or destabilize a firm’s liquidity, depending on the strategies employed. Cryptocurrency
exchanges, which typically possess advanced technological infrastructure and superior
market intelligence, are likely to manage the inherent volatility of cryptocurrency markets
more effectively than other firms. This capability may result in different liquidity outcomes
for exchanges compared to other types of firms, as they can better leverage market ineffi-
ciencies and volatility to their advantage. Drawing upon the aforementioned, the study
posits the subsequent hypotheses:

Hypothesis 2. Cryptocurrency holdings impact corporate liquidity.

Hypothesis 2.1. This impact manifests differently on exchanges compared to other firms.

3. Research Design
3.1. Sample Selection

This research investigates the influence of cryptocurrency ownership on a company’s
financial liquidity utilizing a deliberately chosen sample covering the period from 2017
to 2022. Since 2017, there has been a gradual increase in Korean firms revealing their
cryptocurrency investments. Korea was chosen as the focus of this study due to its uniquely
active cryptocurrency market, often characterized by the ‘Kimchi Premium,’ where cryp-
tocurrency prices are consistently higher compared to global averages. This phenomenon
is driven by a combination of high demand from tech-savvy investors and the country’s
advanced digital infrastructure. Additionally, Korea’s financial market is rapidly evolv-
ing, with significant integration of new financial technologies, making it an ideal case for
exploring the impact of cryptocurrency holdings on corporate liquidity. The Korean gov-
ernment’s dynamic regulatory environment, which has alternated between strict regulation
and cautious promotion of cryptocurrencies, further adds to the relevance of this study.
The year 2022 was selected as the endpoint for this study due to data availability and the
need to ensure the accuracy and consistency of the data used. At the time of conducting the
research, complete and verified financial data for 2023 and beyond was not yet available,
which could have compromised the reliability of the analysis. The market conditions
during this period are representative of the overall trends and volatility that characterize
cryptocurrency markets, providing a robust foundation for the study’s findings. The study
encompasses both publicly traded and privately held enterprises. Due to the ambiguous
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nature of firms’ policies on disclosing their cryptocurrency investments, the selection of
companies for this study is based on information publicly disclosed by the Financial Super-
visory Service. The top and bottom 1% of all continuous variables are adjusted in order
to mitigate the impact of extreme values. The sample comprises a total of 181 firm-year
observations, with 114 being publicly traded and 67 privately held. The distribution of the
sample by industry is presented in Table 1 below.

Table 1. Industry Distribution of the Sample.

Industry Number of Firms %

Cryptocurrency/Blockchain 41 23%
Information and Communication Technology 57 31%

Game 60 33%
Advertising 9 5%

Financial Investment 11 6%
Restaurant 3 2%

Total 181 100%

3.2. Regression Model and Measurement of Variables
The cash ratio, which serves as a measure of business liquidity, is utilized as the

dependent variable, and the regression model for Hypothesis 1 and 1.1 is presented below.

CashRi,t = α + β1Volatilityi.t + β2VolatilityEXi.t + ∑αjXj + ∑αkINDk + ∑αlYEARl + εi,t (1)

As a robust approach, market volatility includes multiple volatility indices such as
Bitcoin Volatility, VIX (Chicago Board Options Exchange (CBOE)’s Volatility Index), and
VKOSPI (KOSPI 200 Volatility Index). Bitcoin volatility is a measure of the variability in the
price of Bitcoin over a specific period. The volatility is calculated as the standard deviation
of the logarithmic returns of daily Bitcoin prices, which are sourced from CoinMarketCap.
Initially, daily returns are computed, followed by calculating the standard deviation of
these returns on a monthly basis to determine monthly volatility. Finally, the monthly
volatilities are averaged to derive the annual volatility figures for Bitcoin. As the most
widely traded cryptocurrency, Bitcoin’s price movements are highly influential in the digital
asset market. The VIX, also known as the “fear gauge”, measures the market’s expectation
of 30-day forward-looking volatility implied by S&P 500 index options. It is a widely
recognized indicator of market sentiment and investor anxiety. The KOSPI 200 Volatility
Index, VKOSPI, measures the market’s expectation of volatility in the KOSPI 200 index,
which is a benchmark for the South Korean stock market. Similar to the VIX, it reflects
investor sentiment and perceived risk in the Korean equity market. The study utilizes
historical data for Bitcoin prices, VIX, and VKOSPI from January 2012 to December 2022.
Annual volatility figures can be calculated based on the data for Bitcoin obtained from
CoinMarketCap, while VIX data are sourced from Yahoo Finance and VKOSPI data from
Investing.com (https://www.investing.com/indices/kospi-historical-data, accessed on
24 June 2024) or the Korea Exchange (KRX). Market volatility often has an immediate effect
on corporate liquidity as firms respond to current market conditions. Hence the contempo-
raneous volatility measure is used to capture the direct impact of volatility on liquidity. The
VolatilityEXi.t is an interaction term between Volatility and EX in year t. Control variables
including investment, size, operating cash flow, sales growth, and leverage are all included
in the model. Furthermore, as control factors, dummy variables related to the industry and
year are added.

Hypotheses 1 is examined through the Ordinary Least Squares (OLS) model. The
regression model is presented below.

CashRi,t = α + β1Cryptoi.t + β2CryptoEXi.t + ∑αjXj + ∑αkINDk + ∑αlYEARl + εi,t (2)

https://www.investing.com/indices/kospi-historical-data
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where CashRi,t stands for the cash ratio, a metric for a firm’s financial liquidity. Liquidity
ratio computations can be used by investors and lenders to assess the health of a company.
Lenders and investors will occasionally consider two types of liquidity ratios: the quick
ratio and the cash ratio. One commonly used statistic to evaluate a company’s financial
liquidity is the cash ratio. The cash ratio focuses even more closely; hence the cash ratio is
used in this study. The cash ratio is calculated by dividing cash and cash equivalents by
total assets.

If the business has cryptocurrencies, the dummy variable “crypto” is coded as 1, oth-
erwise it is coded as 0. The study additionally employs a regression model that integrates
lagged variables (Cryptoi.t-1, Cryptoi.t-2) to account for the delayed impacts of cryptocur-
rency investments on liquidity. Utilizing lagged independent variables (t-1, t-2) in addition
to a concurrent one (t) are chosen for establishing causality and chronological sequence
(Montgomery et al. 2008) and to mitigate simultaneity bias (Greene 2012). Financial deci-
sions and market reactions often have lagged effects (Box et al. 2015). Lagged variables
often provide a better fit for models where the independent variable’s effect is not imme-
diate, thereby improving the model’s predictive power. The CryptoEXi.t (CryptoEXi.t-1
CryptoEXi.t-2) is an interaction term between cryptocurrency holdings and EX. The vari-
able denoted as “EX” is considered a dummy variable, taking on a value of 1 when the
company operates as a cryptocurrency exchange, and 0 otherwise. Guidelines are cur-
rently being advocated to enhance the transparency of cryptocurrency accounting and
disclosure, aiming to incorporate cryptocurrency entrusted by investors into the finan-
cial statements of cryptocurrency exchanges; however, this implementation has not been
executed thus far. The cryptocurrency exchange assets examined in this research do not
comprise cryptocurrencies entrusted by clients. The model includes control variables that
have the potential to impact a company’s liquidity. Investment, size, operating cash flow,
sales growth, and leverage are some of these variables. Leverage is calculated by dividing
total liabilities by total assets. The natural log of all assets is used to calculate size while
accounting for the implications of size. It also includes growth, which is the change in
revenues ((Revenuet − Revenuet-1)/Assetst-1) and OCF, or operating cash flow divided by
assets. Investment is a control variable since it has the potential to impact a company’s per-
formance. In addition, dummy variables pertaining to the year and industry are included
as control variables.

4. Empirical Results
4.1. Descriptive Statistics and Correlations

The statistical summary of the primary variables is presented in Table 2. In relation to
the dependent variable CashR, the mean (median) stands at 0.2207 (−0.0097). For Crypto,
the mean (median) is recorded at 0.4361 (0). The mean (median) for CryptoEX is 0.1165 (0),
suggesting that approximately 12% of companies holding cryptocurrency are exchanges.
As for Volatility, VIX, and VKOSPI, the mean (median) values are 0.7730 (0.7860), 0.9770
(1.1152), and 2.0916 (0.7900), respectively. Lastly, the mean (median) figures for the control
variables LEV, SIZE, OCF, GROW, and INV are 0.4321 (0.4020), 17.5702 (14.0337), 0.0028
(0.0323), 0.4674 (0.0663), and 0.0663 (0.0255), respectively.

Table 2. Descriptive Statistics.

Variables Mean StdDev Median Q1 Q3

CashR 0.2207 0.1970 0.1548 0.0963 0.2704
Crypto 0.4361 0.4968 0 0 1

CryptoEX 0.1165 0.3215 0 0 0
Volatility 0.7730 0.1894 0.7860 0.6768 0.9572

VIX 0.9770 0.3964 1.1152 0.6246 1.3951
VKOSPI 2.0916 3.4887 0.7900 −0.5300 4.2900

LEV 0.4321 0.2514 0.4020 0.2008 0.6333
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Table 2. Cont.

Variables Mean StdDev Median Q1 Q3

SIZE 17.5702 6.5691 14.0337 11.8072 24.1268
OCF 0.0028 0.2953 0.0323 −0.0693 0.1053

GROW 0.4674 1.4833 0.0663 −0.1446 0.3439
INV 0.0663 0.0964 0.0255 0.0091 0.0776

Notes. CashR: cash and cash equivalents divided by assets. Crypto: Crypto is a dummy variable coded as 1 if the
company holds a cryptocurrencies in year t, otherwise, it is coded as 0. Volatility: Bitcoin Volatility Index. VIX:
Chicago Board Options Exchange (CBOE)’s Volatility Index. VKOSPI: KOSPI Volatility Index. LEV: total liabilities
divided by total assets. SIZE: natural logarithm of total assets. OCF: operating cash flow divided by total assets.
GROW: revenue growth. INV: plant, property, and equipment (except land and construction in progress) divided
by total assets.

Table 3 presents the pairwise associations, demonstrating a robust positive relation-
ship between the cash ratio and the variables Crypto, CryptoEX, and VolatilityEX. This
indicates the potential testability of the hypothesis based on the identified link between
the dependent variable and the primary explanatory variables. Additionally, the Variance
Inflation Factors (VIFs) for all variables are below 2, with most values around 1, indicating
no multicollinearity concerns.

Table 3. Correlations.

Variables Cash Crypto CryptoEX Volatility VolatilityEX LEV SIZE OCF GROW INV

Cash 1
Crypto 0.3013 * 1

CryptoEX 0.5244 * 0.4130 * 1
Volatility 0.0166 0.2818 * 0.0304 1

VolatilityEX 0.5608 * 0.3201 * 0.8970 * 0.1210 1
LEV 0.2326 * 0.2145 * 0.3045 * 0.0325 0.3273 * 1
SIZE 0.4918 * 0.5084 * 0.4040 * 0.1337 0.4512 * 0.1799 * 1
OCF 0.0608 −0.128 −0.1653 * −0.0028 −0.1065 −0.0272 −0.0676 1

GROW 0.2350 * 0.0913 0.1950 * −0.0262 0.2494 * 0.0635 0.3043 * 0.2753 * 1
INV −0.1096 −0.0249 −0.1685 * −0.0692 −0.1716 * 0.1339 0.0636 −0.0187 0.1139 1

Note. VolatilityEX: an interaction term between Volatility and EX. See Table 2 for other variable definitions.
* p < 0.05.

4.2. Regression Results and Discussion

Hypotheses 1 and 1.1 involve a comparative analysis of the impact of market volatility
on corporate liquidity between exchanges and other companies. While market volatility
generally may negatively affect corporate liquidity, cryptocurrency exchanges, due to
their distinctive capabilities such as robust liquidity provision, advanced technological
infrastructure, strict regulatory compliance, derivatives availability, hedging strategies, and
superior market intelligence, are likely to exhibit a positive correlation. This aligns with
the Efficient Market Hypothesis (EMH), which suggests that while markets are generally
efficient, specific entities like cryptocurrency exchanges can exploit market inefficiencies
to their advantage, as demonstrated by their ability to leverage volatility positively. As a
robust approach, market volatility includes indices such as Bitcoin Volatility, VIX (CBOE
Volatility Index), and VKOSPI (KOSPI 200 Volatility Index). Panel A in Table 4 shows that
Bitcoin Volatility and VIX have a negative but insignificant impact on corporate liquidity,
whereas VKOSPI has an insignificant positive correlation. However, for cryptocurrency
exchanges, all three volatility measures show a significant positive correlation with corpo-
rate liquidity. These findings resonate with previous empirical studies that highlight the
adaptive strategies of cryptocurrency exchanges (e.g., Deloitte 2021; Hansen et al. 2024)
and their unique position in managing volatility. This positive correlation, particularly
given the general expectation of volatility’s adverse effects, suggests that cryptocurrency
exchanges may possess unique risk management capabilities or benefit from specific market
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conditions that other firms do not. This warrants further investigation into the specific
strategies employed by these exchanges to leverage volatility, potentially offering new
insights into best practices for managing financial instability. Economically, these findings
suggest that cryptocurrency exchanges are uniquely positioned to turn market volatility
into a strategic asset, contributing to a broader understanding of how firms can navigate
volatile market conditions. The findings obtained would serve as the foundation for sub-
stantiating Hypothesis 2.1. This is a noteworthy finding, suggesting that, as hypothesized,
volatility may actually present strategic opportunities that positively impact the finances
of companies on cryptocurrency exchanges. It indicates that a deeper understanding of
cryptocurrencies and market movements can enable investors to turn the volatility of
cryptocurrencies and the market into opportunities rather than crises. The results might
be able to inform companies and investors about enhancing risk management practices
and making well-informed financial choices within a market environment characterized by
volatility. This underscores the need for investor strategies that capitalize on such insights.
These results are consistent with the previous literature that highlights the adaptive strate-
gies of cryptocurrency exchanges (e.g., Deloitte 2021; Hansen et al. 2024) and their ability
to turn potential risks into opportunities. This further validates the notion that, unlike
traditional firms, cryptocurrency exchanges may have evolved unique capabilities to thrive
in volatile market conditions. Economically, these findings suggest that cryptocurrency
exchanges are uniquely positioned to turn market volatility into a strategic asset. The
ability to maintain liquidity during periods of high volatility not only enhances financial
stability but also provides these exchanges with a competitive edge in the rapidly evolving
financial landscape. This indicates that for cryptocurrency exchanges, market volatility,
typically seen as a risk, can be transformed into an opportunity for financial growth and
stability. Control variables, SIZE, and OCF, show a significant positive correlation with
corporate liquidity across models with different independent variables. Panel B of Table 4
presents the outcomes from the robust regression analysis, which resemble the OLS out-
comes, except when using VKOSPI as the volatility variable. While the robust regression
analysis supports the consistency of the OLS results, further robustness checks, such as
alternative model specifications and subsample analyses, would be beneficial to ensure the
reliability of these findings across different contexts.

Table 4. Regression Results.

Panel A. OLS Regression Results

Variables
Dependent Variable: CashR

Model 1 Model 2 Model 3

Constant 0.0183 (0.19) −0.0246 (−0.34) −0.0395 (−0.61)
Volatility −0.0447 (−0.48) - -

VolEX 0.2691 *** (4.21) - -
VIX - −0.0135 (−0.33) -

VIXEX - 0.1740 *** (4.13) -
VKOSPI - - 0.0048 (0.42)

VKOSPIEX - - 0.0254 *** (3.09)
LEV −0.0251 (−0.45) −0.0033 (−0.07) 0.0135 (0.26)
SIZE 0.0137 *** (4.90) 0.0147 *** (5.58) 0.0170 *** (6.69)
OCF 0.1129 *** (2.65) 0.1127 *** (2.75) 0.1236 *** (2.92)

GROW −0.0066 (−0.72) −0.0007 (−0.08) 0.0007 (0.08)
INV 0.1678 (1.12) 0.1102 (0.80) 0.0957 (0.67)

Industry dummies Included
Year dummies Included

F value 9.47 *** 10.50 *** 9.68 ***
Adjusted R2 0.4630 0.4701 0.4478

N 168 183 183
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Table 4. Cont.

Panel B. Robust Regression Results

Variables
Dependent Variable: CashR

Model 1 Model 2 Model 3

Constant 0.0183 (0.39) −0.0246 (−0.48) −0.0395 (−0.87)
Volatility −0.0447 (−1.27) - -

VolEX 0.2691 *** (5.00) - -
VIX - −0.0135 (−0.62) -

VIXEX - 0.1740 *** (4.83) -
VKOSPI - - 0.0048 (0.73)

VKOSPIEX - - 0.0254 (1.68)
LEV −0.0251 (−0.43) −0.0033 (−0.06) 0.0135 (0.24)
SIZE 0.0137 *** (6.98) 0.0147 *** (6.73) 0.0170 *** (5.81)
OCF 0.1129 (1.03) 0.1127 (1.16) 0.1236 (1.49)

GROW −0.0066 (−0.41) −0.0007 (−0.04) 0.0007 (0.04)
INV 0.1678 * (2.72) 0.1102 (1.79) 0.0957 (1.62)

Industry dummies Included
Year dummies Included

Adjusted R2 0.5177 0.5196 0.4993
N 168 183 183

Note. VIXEX: an interaction term between VIX and EX. VKOSPIEX: an interaction term between VKOSPI and EX.
See Table 2 for other variable definitions. t-values are shown in parentheses. * p < 0.10, *** p < 0.01.

Panel A in Table 5 illustrates the results obtained from the Ordinary Least Squares
(OLS) analysis concerning the relationship between cryptocurrency holdings and the liquid-
ity of business finances. The analysis investigates the impact of cryptocurrencies held by
companies on their liquidity. If cryptocurrency holdings positively contribute to financial
stability through asset portfolio diversification, as proven in previous research, a positive
correlation between cryptocurrency holdings and corporate liquidity is expected. Particu-
larly for cryptocurrency exchanges, if their distinctive capabilities allow them to manage
cryptocurrency volatility more efficiently and strategically, an even stronger positive corre-
lation will be evident.

Table 5. Regression Results.

Panel A. OLS Regression Results

Variables
Dependent Variable: CashR

Model 1 Model 2 Model 3

Constant −0.0436 (−0.68) −0.0213 (−0.33) −0.0189 (−0.29)
Cryptot −0.0041 (−0.13) - -

CryptotEX 0.2401 *** (4.82) - -
lagCryptot-1 - 0.0528 * (1.71) -

lagCryptot-1EX - 0.1967 *** (3.79) -
lagCryptot-2 - - 0.0723 ** (2.49)

lagCryptot-2EX - - 0.1679 *** (3.11)
LEV −0.0198 (−0.39) −0.0280 (−0.54) −0.0301 (−0.59)
SIZE 0.0144 *** (5.49) 0.0136 *** (5.16) 0.0136 *** (5.22)
OCF 0.1043 *** (2.60) 0.0829 ** (2.04) 0.0930 ** (2.30)

GROW −0.0032 (−0.38) −0.0057 (−0.67) −0.0058 (−0.69)
INV 0.1397 (1.02) 0.1127 (0.81) 0.0912 (0.66)

Industry dummies Included
Year dummies Included

F value 11.25 *** 11.01 *** 11.15 ***
Adjusted R2 0.4920 0.4873 0.4923

N 181 180 179
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Table 5. Cont.

Panel B. Robust Regression Results

Variables
Dependent Variable: CashR

Model 1 Model 2 Model 3

Constant −0.0436 (−1.02) −0.0213 (−0.68) −0.0189 (−0.38)
Cryptot −0.0041 (−0.12) - -

CryptotEX 0.2401 *** (3.65) - -
lagCryptot-1 - 0.0528 ** (2.74) -

lagCryptot-1EX - 0.1968 *** (5.05) -
lagCryptot-2 - - 0.0723 ** (3.12)

lagCryptot-2EX - - 0.1679 ** (2.44)
LEV −0.0198 (−0.32) −0.0280 (−0.55) −0.0301 (−0.54)
SIZE 0.0144 *** (7.62) 0.0136 *** (7.54) 0.0136 *** (4.73)
OCF 0.1043 (1.24) 0.0829 (0.91) 0.0930 (1.00)

GROW −0.0032 (−0.21) −0.0057 (−0.40) −0.0058 (−0.38)
INV 0.1397 ** (2.24) 0.1127 * (1.86) 0.0912 * (1.85)

Industry dummies Included
Year dummies Included

Adjusted R2 0.5400 0.5360 0.5407
N 181 180 179

Note. lagCryptot-1: cryptocurrency holdings in t-1. lagCryptot-1EX: an interaction term between lagCryptot-1 and EX.
lagCryptot-2: cryptocurrency holdings in t-2. lagCryptot-2EX: an interaction term between lagCryptot-2 and EX. See
Table 2 for other variable definitions. t-values are shown in parentheses. * p < 0.10, ** p < 0.05, *** p < 0.01.

The analysis further incorporates lagged variables (Cryptoi,t, Cryptoi,t) to examine the
delayed impacts of cryptocurrency holdings on liquidity, considering causality, chronologi-
cal sequence, and mitigating simultaneity bias. The analysis results support Hypotheses 2
and 2.1. The results show that while concurrent year holdings negatively and insignificantly
impact liquidity, t-1 and t-2 holdings significantly and positively influence liquidity, with t-2
showing the strongest positive correlation. This aligns with Box et al. (2015) on the lagged
effects of financial decisions and market reactions. Intriguing findings for cryptocurrency
exchanges are that positive significant impacts are observed in concurrents year, t-1, and t-2,
indicating both immediate and delayed positive effects, likely attributable to the strategic
management of held cryptocurrencies. The control variables, SIZE and OCF, significantly
positively correlate with the financial liquidity of the company across models with different
independent variables. Panel B in Table 5 shows findings from robust regression analysis,
which are consistent with the OLS outcomes regarding explanatory factors.

5. Conclusions

Cryptocurrencies have garnered substantial attention following their establishment
in 2009 by Satoshi Nakamoto. The current landscape comprises over 21,000 distinct cryp-
tocurrencies, collectively valued at approximately $1 trillion (Anderson et al. 2022). Cryp-
tocurrency is commonly viewed as a high-risk investment instrument owing to its inherent
volatility; nevertheless, this volatility has the potential to yield substantial returns for
investors. With regards to the integration of cryptocurrencies, some individuals advocated
for their implementation while others expressed concerns about the financial instability
they may bring (Shehada and Shehada 2020). There might exist enhanced ambiguity asso-
ciated with substantial volatility in cryptocurrencies (Yermack 2015; Baek and Elbeck 2015;
Bradbury 2015; Borri 2019; Selmi et al. 2018; Charfeddine et al. 2020; Steinmetz et al. 2021).
The huge price swings in cryptocurrency markets are a result of both a heavy reliance on
speculative trading and a lack of intrinsic value (Gandal and Halaburda 2016). Conse-
quently, cryptocurrency may not be appropriate for investors with a low risk tolerance.
Nevertheless, individuals open to embracing risk and spreading their investments across
different asset categories might find potential prospects available (Kliber et al. 2019). The
rationale behind the portfolio diversification benefits of Bitcoin, in contrast to conventional
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financial assets, stems from its limited correlation with other classes of assets (Elwell et al.
2013; Baur et al. 2018). The volatility of cryptocurrencies can be effectively managed by
strategically employing diversification, utilizing derivatives, and implementing hedging
strategies. Liquidity is crucial to reducing the impact of market volatility. Cryptocurrency
exchanges are beneficial in that regard. With massive buy and sell orders, major exchanges
such as Binance and Coinbase Pro can handle big transactions without producing noticeable
price movements (Hansen et al. 2024). To manage liquidity by purchasing and selling as
needed, exchanges can strategically take advantage of the innate volatility of cryptocurren-
cies (Deloitte 2021). Cryptocurrency exchanges also maintain advanced systems that are
essential to preserving market liquidity and stability. In addition, a range of derivatives
instruments, including futures and options, are offered by cryptocurrency exchanges (Coin-
bureau 2024). Regulatory compliance is another important factor that supports the stability
of cryptocurrency exchanges.

In light of this, the study conducted a comparative analysis of the effects of mar-
ket volatility on liquidity between cryptocurrency exchanges and other businesses. The
study also examined whether holding cryptocurrencies has a positive impact on corporate
liquidity and whether cryptocurrency exchanges-which are useful for managing volatility-
improve liquidity more than other types of businesses.

First, when using cryptocurrency volatility, VIX, and VKOSPI as indicators of market
volatility, it was observed that while market volatility negatively impacts corporate liquidity,
this effect is not statistically significant. However, for cryptocurrency exchanges, there was
a positive correlation between market volatility and corporate liquidity. This implies that
cryptocurrency exchanges might have utilized market volatility as a strategic opportunity.
It also highlights the importance for all cryptocurrency investors of using investment
strategies that leverage knowledge about cryptocurrencies and market volatility to turn
fluctuations into opportunities.

Secondly, the analysis discovered that cryptocurrency holdings improved company
liquidity, and there was a stronger link between cryptocurrency holdings and liquidity on
cryptocurrency exchanges. Lagged variables were also employed in the analysis to account
for the delayed effects of bitcoin investments on liquidity and to mitigate simultaneity bias
(Greene 2012). Financial decisions and market reactions frequently have lag effects (Box et al.
2015). The outcomes validated delayed effects of cryptocurrency holdings. The findings
pertaining to cryptocurrency exchanges indicated both the immediate and delayed benefits
of cryptocurrency holdings, most likely as a result of strategic management. This study
contributes to the literature by providing a comparative analysis of the impact of market
volatility and cryptocurrency holdings on corporate liquidity, particularly highlighting
the unique position of cryptocurrency exchanges. The findings offer new insights into
how cryptocurrency exchanges can strategically leverage market volatility to enhance
liquidity, which has implications for both investors and policymakers. The implications
of these findings extend beyond academia to practical applications. For practitioners,
particularly those in financial management and investment strategy, the study underscores
the importance of understanding and managing market volatility and cryptocurrency
holdings. For theorists, the study provides a foundation for further exploration of the
dynamic relationship between market volatility and corporate liquidity, particularly in the
context of emerging financial technologies. While meaningful outcomes were achieved,
limitations in data disclosure and the relatively small sample size, as well as the short study
period, resulted in constraints on the quantity of data available, consequently impeding the
ability to perform more advanced analyses. These factors may limit the generalizability
of the findings, and caution should be exercised when applying these results to a broader
context. In future research, it would be beneficial to utilize a larger dataset and an extended
study period, which could provide more comprehensive insights and potentially more
robust conclusions. For future research, it would be beneficial to utilize more refined
and comprehensive datasets to further explore the potential impact of the COVID-19
pandemic on corporate liquidity in cryptocurrency markets. Such analyses could provide
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deeper insights and help confirm whether the observed trends hold true in different
market conditions.
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