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Abstract

Cash is the "blood" to guarantee the enterprise’s normal production and business
operation. Companies need to follow the changes of internal and external financing
environment to maintain cash holdings at a reasonable level. This can also affect the
important financial decisions of enterprise’s survival and development. Many
literatures at home and abroad have proved that the exchange rate fluctuation has
significant contagion effect on the price of import and export commodities, which can
affect the cost and income of import and export enterprises, then it can take advantage
of the related transmission mechanism to affect the price of domestic goods and assets
generated, ultimately affect other not foreign-related enterprises. The central bank use
the exchange rate policy as the tool to control and adjust macroeconomic, the
exchange rate fluctuations will inevitably affect the enterprise's external financing
environment, which will then influence the corporate cash holdings. At the same time,
due to the exchange rate fluctuations have asymmetric effect on the micro enterprises,
which will lead to heterogeneity influence on cash holdings of corporates of different
financing constraints and different growth.

The starting point of this study is based on the macro exchange rate policy, the
sample data choose from 2003-2015 in China A-share non-financial listed company's
quarterly financial statements. The measurement of the fluctuation of RMB exchange
rate is mainly through using Kreinin’s (1977) definition of exchange rate transmission,
setting the standard as the daily RMB exchange rate against the dollar published by
the State Administration of Foreign Exchange, and calculating the appreciation of 52
quarter ratio. According to the quarter ratio is whether greater than 1%, we can
measure the degree of tightness of the exchange rate policy.

The results of this study found that: when the RMB exchange rate slowly

appreciates or depreciates, the cash holdings will significantly decline for enterprises



with foreign exchange trading and enterprises with no foreign exchange trading; when
the RMB exchange rate slowly appreciates or depreciates, the cash holdings will
significantly decline for high financing constraint enterprises, while the cash holdings
do not decline for low financing constraint enterprises; when the RMB exchange rate
slowly appreciates or depreciates, the cash holdings will significantly decline for high
growth enterprises. The conclusions of this study not only provide corporate
management appropriate management advice to make reasonable financial decisions
in time according to the fluctuation of RMB exchange rate, but also give the relevant

state departments policy recommendations to control micro enterprises.

Key words: RMB exchange rate fluctuation; Financing constraints; Cash

holdings
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