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PREFACE

The behavior of large amount of cash held by enterprises has caused intense
discussion on the cash holdings by the academic academic circles in recent
years. Many theories have been developed to explain cash holdings, such as the
transaction costs theory, principal-agent theory, Information asymmetries theo-
ry, trade-off theory, etc. However, previous studies can’t analyze the nature
relations of cash holdings and cash value because the limitation of the cash value
computation method previous studies, and the enterprise in which the life cycle
stage also be overlooked, which likely to made the conclusions of cash holdings
and cash value arise bias. In order to overcoming the shortcomings, select firm
life cycle as the research aspect for relations between cash holdings and cash
value has important theoretical and practical value. Under such circumstances,
this works focuses on “Research on the relations between cash holdings and cash
value based on the firm life cycle” research topic. Based on a synthetic review
of related literatures which includes cash holdings, cash value and firm life cycle
literature, this works builds a theoretical research model of firm life cycle, cash
holdings and cash value by analysis and summary. This dissertation uses the lis-
ted firms from 2004 —2009 in China to analyze and test the relations among firm
life cycle, cash holdings and cash value in the research model. The main contri-

butions of this study are as follows:

First, this works builds a relational model betweencash holdings and cash
value in the firm life cycle aspects by theoretical analysis. Cash holdings and
cash value research is always an important issue in theoretical research area,
however, previous studies limited to concern about corporate governance or fi-
nancial constraints, and others one aspect, ignored the effects of cash holdings
itself and firm life cycle stages. Through this model, we not only analyze the re-
lationship between cash holdings and cash value, but also reveal in detail about
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the impact of life cycle stages on their relationship. To certain extent, this study
makes up for the deficiencies of previous studies, changes the situation of sepa-
rately study of cash holdings and firm life cycle stages, expands the content and

ways of cash holdings and cash value research.

Second, this works tests the impact of firm life cycle on cash holdings of
listed companies. Existing research often focus on macro-economic cycle, indus-
try competition and some of firm characteristics analyze cash holdings. This
study compares cash holdings levels in different firm life cycle stages, and finds
that firm in the different stages of life cycle may have different cash holdings lev-
els. Our findings not only provide a new content for cash holdings effect factors,

but also can serve firm cash holdings decisions.

Third , this works proposes and tests the law of cash value diminishing. Ex-
isting research often calculate one cash value, which can’t report the relation-
ship between cash holdings and cash value. This study using the baseline cash
holdings model divided sample into three groups which are excess cash holdings,
normal cash holdings and cash holdings shortage. We verified the law of cash
value diminishing which is more typical in growth stage firms by tested in growth

firms and mature firms.

Fourth , this works finds and proves cash value change characteristics in dif-
ferent firm life cycle stages. We have known that firm life cycle affect cash hold-
ings, and also have an effect on cash value by cash holdings by theoretical anal-
ysis. The empirical research results demonstrate the order of cash value is ma-
ture stage, shake-out stage, growth stage, introduction stage, and decline stage
firms. Moreover, the differences are significantly among growth stage, mature

stage, and shake-out stage firms.

Fifth, this works analyzes and tests cash value change not significant in dif-
ferent firm life cycle stages in excess holdings and holdings shortage status.
These means that excess holdings firms inevitable waste cash resources and hold-
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ings shortage firms bear the loss of opportunity regardless of the firm belong to
any life cycle stage. This conclusion reflects the existence of the law of cash val-
ue diminishing and the importance of corporate cash holdings decision. Our find
means that firms should hold appropriate cash without reference to belong to any-

one life cycle stage.
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