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Impact of Economic Policy Uncertainty on Firm’s
Liquidity Management

ZHANG Wenjun

Abstract: As the promulgation of macroeconomic policy, the micro—foundation of
transmission mechanism attracts more and more attention since Chinese economic growth
goes into the “new normal”. The implementation effect is expected to be estimated as
well. Empirical study finds out: Based on precautionary motive, the financing constraints
firms would reserve more cash when uncertainty is high. The relationship between
uncertainty and non —financing constraints firms’ cash —holding is more complex. Their
speculation motive appears only during the boom. Therefore, one hand, stable macro—
economic policy should be implemented to reduce firms’ uncertainty expectations by
government; on the other hand, positive liquidity management measures should be taken
to deal with the economic uncertainty by firms.

Key words: Economic policy uncertainty ; Liquidity management; Cash-holding ;

Financing constraints
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