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Abstract

Why do firms hold cash? This is an arguing question. Previous schoolers analyzed
various determinants of firms’ cash holdings and developed trade-off theory and
pecking order theory to explain firms’ cash holdings. Selecting the A-shared listed
companies in China from 2005 to 2015 as a research sample, this essay empirically
studies the dynamic characteristics of cash holdings and its driving factors. We find that
the dynamics of cash holdings is mainly driven by two factors: the first is firms’
behaviors of actively adjusting their cash holdings to target levels, the second is firms’
financial deficits. The empirical results suggest that the speed of adjustment of cash
holdings has the property of asymmetry and nonlinearity and firms’ propensity to
decrease their cash holdings when facing financial deficit is significantly larger than
firms’ propensity to increase their cash holdings when facing financial surplus. The test
of trade-off theory against pecking order theory also suggests that both dynamic trade-
off theory and pecking order theory can partially explain the dynamics of firms’ cash
holdings but the former has larger explanative power than the latter . Furthermore, we
also find that the mechanics behind dynamic trade-off theory and pecking order theory,
to some extent, interactively act on firms’ cash holdings. The empirical results also
suggest that the speed of adjustment of firms having above-target cash holdings with a
financial deficit is larger than that of firms having above-target cash holdings with a
financial surplus and the speed of adjustment of firms having below-target cash
holdings with a financial surplus is larger than that of firms having below-target cash
holdings with a financial deficit; that the propensity to increase cash holdings of firms
facing financial surplus with below-target cash holdings is larger than that of firms
facing financial surplus with above-target cash holdings and the propensity to decrease
cash holdings of firms facing financial deficit with above-target cash holdings is larger
than that of firms facing financial deficit with below-target cash holdings. By
elaborately examining the dynamics of cash holdings, we think that dynamic trade-off
theory and pecking order theory should be put into the unified theory of cash policy and
the deviations from target cash levels and financial deficits jointly influence the

dynamics of cash holdings in some interactive mechanism.

Key Words: Cash Holdings; Speed of Adjustments; Financial Deficit
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[ 13%, JEFISEE 4 GDP ) 10% (Dittmar & Mahrt-Smith, 2007). M 1980 4
2 2006 FHAME], SEE A F R EFFAK-FEREER K 0.46%, M 1980 52
AL 10.5%I8 3] 2006 4 5 2\ S F=IA 23.2% (Bates, Kahle, & Stulz,
2009). TMAHE, WAWRFEFIEREGT, HAFAEARRFANSE 2.1 1L, S
FJE GDP =ik 44%, 5 IE T A FHRFA LG 0.44 7310, AR GDP ik 34%

(The Economist, September 271, 2014). BN KRG FTE A w4 A & 5 L 8%
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R B AT A 561, MEBUR S VA8 5% (Graham & Leary, 2015)

(X E ARG MM BHEBA — Bt —. Ak aT DR DL Al it
G BE | AR ST AR B B B ORI 34T R 25 5 1 LA R R RS E TR K
MEFRAISE: = MRS E, T2 RE IS
ARG, BRI S AR 2 A, 8N & HF A 2 5
A AE ;s BOIREFEE 12 BB AN E . (BB P BAT Im JE i
RORMACREE 3, T BEEIAEE R B TR SRR A, FREIES A
Wits. BAMHIA TS (MKRTE LR, BN A (5 B FRiE
FSGF 0% i) 6 96 R AR 5 ) A A5 15 A7 B < AT BARS 3E Ak {6 ( Gamba & Triantis, 2008);
BEAL, B IR T LA AT AR RS R R4 AL 22, A TAE Al
FEAT — 0 SEVTIARL, AT M IR (Cossin & Hricko, 2004).
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W BRI S L. X DURI SN A, 2 I S ARG ARG, KR
H R R SR R AL ISR AT A« BUET B YN AR — N R I 4
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FEARBGZIN A A5 5 T AU 28 B o () R BN PR B P ML 22 BAS « 1A B BN
LU B 2B (Managerial Entrenchment) JfF 5| SURACHE A G2
RIEHIRIZ O S FFABEMIGIRE TLUFPI A 5B, A BiyE
SRR G WAL 5 A BAN TR EE i G R B 7 RS A g s 38—, kAl BUAE
T i 75 240 PR 5 14 &1 0 it 8 RO AR I A8 FH B <ok SR L2 8 R 55 3. LA B
PR 28 18 2 5 24 AT IR R A2 G SR T B L (Keynes, 1934). L7/l %
B 5P e T, WE N, A RIS R KT, BT
T [r) R B A R B AS, ARl S 2 B S AR S A AR R A% 4 (Myers &
Majluf, 1984); EIZFIRHELL T, BB REA A XV B o ok B EE 1
LA T SR Aol A S IR B UABR YO0 A A0 428 it % 5 SR A Bh 45 SR« D0 i B 2 11
ORI, AT AFAF BT 2 [ 45 B AN FRAS R AT N TG0 s B A, M
MAEAL Al Bt (Bfi 5 Rt se) At i it, B R e v T N RRE T . X
PR R 5 PR A 2 75 SRS A b A 3t P9 S0 A R R AN 10 45 i % 5 SRR AR B b e AT
M. Besbh, B ARE R AR BT AL (R Al 2 AR5 1 (AL EE ),
WA — BB G R P T A e s LRSI B AR 45 0 DA f it (R 47 5t
) JRRI, AR SR A T S, A B AR S I S AT N
SR KA 22 iR A A B R AR G54 o AR IR FBOGEE HE 5 R AR Z ]
WARER IS, REA PLE I AR 5 U R 70 HE R AR 2 AP R 22 575 TR BRI
HEHL, IR R T B BRI B 2 KB4, BUNEZ <6
FEAT T RAG D A b XSS 885 0 7 B 2 1) R 3 A o X B < ) s e {845 38 = 5
INE EI SR BT SIAL, W0 T2 REa 0, JFH A B BBl Em BT B 4
Bt (Jensen, 1986). fREHELIG 5007 fil 5t FLIS [F RS2 2 T8 BAXS IR, A EA
FNBE AT A5 B AR (0 198 171 126 4% BROAS T A2 3 B0 R B 1R e 1) S BT mT DK AR R
FR NN Rl %t B2 (Frank & Goyal, 2003).
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