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Abstract

Recently, the phenomenon that the ratio of cash reserves in lis-
ted companies in China is much higher than that in other countries
has widely been discussed by the scholars. But, is that true? What are
the fundamental characteristics of cash holdings in listed companies?
What are the determinants of cash holdings? And can holding large
cash reserves improve or hinder performance? I am interested in these
issues very much and will study them elaborately.

After relative literature review at home and abroad, we find many
researchers focus on the determinants of cash holdings in listed com-
panies in China, and only a few study on the relationship of cash
holdings and firm value, but compared to foreign research, we are in
initial stage. So we have no general and systemic understanding of pol-
icies of cash holdings in listed companies, and prior researchers also
draw different conclusions due to their adopting different methods and

selecting different samples. Thus, this book makes a full analysis of
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cash holdings in listed companies, including four topics and seven
sections. Four topics are general information of cash holdings in listed
companies, the determinants of cash reserves, the relation between
persistent large cash reserves and operating performance, the relation
between high cash reserves and stock acquisition. Seven sections in-
clude introduction, theoretical analysis and literature interview, gen-
eral information of cash holdings in listed companies, the determi-
nants of cash reserves, the relation between persistent large cash
holdings and operating performance, the relation between high cash
reserves and stock acquisition, conclusion and suggestions. They are
organized as follows. .

Chapter 1 is an introduction which expatiates the background and
the purpose of the research, the theoretical and practical significance
of this study and introduces the content, structure and research meth-
ods of this book.

Chapter 2 introduces elaborately several different theories about
cash holdings and provides the theoretical basis for the following chap-
ters. Then it makes a full literature review and establishes a basis for
future research through generalizing some existing problems in their
studies, based on the learning and absorbing the predecessors’ re-
search achievements.

Chapter 3 describes the general information of cash holdings in
listed companies.

Chapter 4 investigates the determinants of cash reserves in two
respects of firm — specific characteristics and corporation governance
mechanism.

Chapter 5 analysizes the influence of persistent large cash re-

serves on operating performance, and identifies possible causes
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through analyzing cash outflows.

Chapter 6 examines the relation of large cash reserves and stock
acquisition from a new angle of view of cash holdings, and then con-
tinues to investigate the influences of high cash holdings on the motive
and performance of stock acquisition.

Chapter 7 concludes the book, points out the contribution and
some defects, and then gives some suggestions for future research.

Based on the analysis stated above, we draw some meaningful
conclusions. They go as follows.

Listed companies have target cash levels, and the historical data
say that cash holdings revert to the mean. There is an unbalanced dis-
tribution of cash reserves in different regions and different indus-
tries. Both high cash reserves and low cash reserves are not tempora-
ry, but persistent.

The influence of firm - specific characteristics on cash holdings
is a very important determinant, the size of firm, leverage, cash sub-
stitutions, bank debt, maturity of debt and age of firms have a direct
effect on cash reserves. But corporation governance mechanism has an
indirect effect on them through the policies of investment, financing
and dividénd payment.

The fact has been proved that persistent high cash reserves can
destroy operating performance of firms. One explanation lies on the
fact that operating activities use more cash in firms with high cash re-
serves than in those with low cash reserves, but their growth of operat-
ing income is lower. In other words, funds are wasted because of poor
management efficiency in firms with high cash reserves, that is to
say, free cash flow can probably be wasted by managers in these firms
just as free cash flow proposition says.

The impact of corporation cash holdings on stock acquisition has
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been tested. The increase of cash reserves can induce firms to engage
in stock acquisition, but both market performance and operating per-
formance drops after acquisition, sharper and faster in firms with high
cash levels than in those with low cash levels, which supports the fact
that the managers can possibly abuse free cash flow in these firms.

Compared with the existing research, our first innovation is tes-
ting whether listed companies have target cash level or not for the first
time. The answer is yes after a study on cash reserves is carried out in
regression method, based on the historical data.

Investigating the relative importance of many determinants of
cash balances for the first time is the second innovation of this
book. The existing research only examines the determinants of cash
balances, but never involves the relative importance of them. We find
that capital expenditures, leverage and cash substitutions are the most
important ones among all the factors, which have the most impact on
cash balances of firms.

The third innovation is examining the relation between persistent
high cash reserves and operating performance for the first time. The
topic is never involved in the existing study, which only investigate
the relation between cash reserves and operating performance, but not
from the angle of persistence of high cash levels.

Another innovation is analyzing the stock acquisition by listed
companies in terms of their different cash levels for the first time. We
investigate the impact of different cash levels on motive of the stock
acquisition in Logistic regression method and examine the effect of
cash levels on the performance after the acquisition in both event
study and accounting study methods, which is never involved in any

article or books until now.
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