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The� recent� ¿nancial� crisis� is� known� as�
liquidity� crisis� which� inÀuence� widely� the�
¿nancial� market� as� well� as� each� company.�
7KLV� FULVLV� OHG� WR� WKH� ZRUOG� VWRFN� PDUNHWV�

fallen,� large� ¿nancial� institutions� collapsed,�
the� international� ¿nancial� markets� became�
G\VIXQFWLRQDO�DQG�FUHGLW�FRQGLWLRQV�WLJKWHQHG�

signi¿cantly.� This� situation� has� renewed�
LQWHUHVW� LQ� FRUSRUDWH� OLTXLGLW\� PDQDJHPHQW��

since�¿rms’�access� to�external�¿nancing�was�
a� major� factor� of� ¿rms’� survival� during� this�
SHULRG�

Under� the� light� of� trade� off� theory,�
DJHQF\� WKHRU\� DQG� SHFNLQJ� RUGHU� WKHRU\�� D�

wide� range� of� ¿rm-level� determinants� of�
FRUSRUDWH� OLTXLGLW\� KDYH� EHHQ� LQYHVWLJDWHG�

ERWK� WKHRUHWLFDOO\� DQG� HPSLULFDOO\�� 7KLV�

SDSHU�SURYLGHV�D�UHYLHZ�RI�H[LVWLQJ�OLWHUDWXUH�

UHODWHG� WR� WKH� GHWHUPLQDQWV� RI� FDVK� KROGLQJ�

so� as� to� ¿nd� directions� for� further� research�
in�this�topic�in�context�of�the�global�¿nancial�

crisis.� Literature� summary� will� ¿rstly� cover�
WKH� FRUSRUDWH� OLTXLGLW\� RULJLQDO� WKHRU\� DQG�

WKHQ� GLJ� GHHSHU� LQWR� LWV� GHWHUPLQDQWV� ZKLFK�

inÀuence�corporate�liquidity�and�¿nally�shed�
OLJKW�RQ�WKH�FRUSRUDWH�OLTXLGLW\�EHKDYLRXU��

���7KHRU\�RI�FRUSRUDWH�OLTXLGLW\

,Q� WKH� ZRUOG� RI� SHUIHFW� FDSLWDO� PDUNHWV��

WKH� OHYHO�RI�FDVK�KROGLQJV� LV� LUUHOHYDQW��7KDW�

means� the� level� of� cash� held� by� a� ¿rm� has�
no� impact� on� the� value� of� that� ¿rm.� If� cash�
Àow�is�unexpectedly�low,�such�that�a�¿rm�has�
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The�2008-9�¿nancial�crisis�has�renewed�interest�in�the�way�in�which�¿rms�manage�liquidity,�
because�¿rms’�access�to�external�¿nancing�was�a�major�determinant�of�¿rms’�survival�during�
this�period.�Yet,�research�on�determinants�of�corporate�liquidity�is�an�old�topic�and�has�been�
discussed�at�least�since�Keynes’�(1936)�General�Theory.�This�paper�aims�to�provide�the�critical�
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for�further�research�in�this�topic.
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WR�UDLVH� IXQG� WR�PDLQWDLQ�RSHUDWLQJ�DFWLYLWLHV�

DQG�WR�LQYHVW�ZLWK�]HUR�FRVW��6LQFH�WKHUH�LV�QR�

OLTXLGLW\�SUHPLXP�LQ�SHUIHFW�FDSLWDO�PDUNHWV��

FDVK� KROGLQJV� KDYH� QR� RSSRUWXQLW\� FRVW��

7KHUHIRUH�� VKDUHKROGHUV�ZHDOWK� LV�XQFKDQJHG�

if� a� ¿rm� borrows� money� and� invests� it� in�
OLTXLG� DVVHWV��:KHQ� ZH� UHOD[� LPSHUIHFWLRQV��

WKHUH�DUH�WKUHH�WKHRULHV�ZKLFK�FDQ�EHVW�H[SODLQ�

FRUSRUDWH� OLTXLGLW\�� WKH� WUDGH� RII� WKHRU\�� WKH�

DJHQF\�WKHRU\�DQG�WKH�SHUNLQJ�RUGHU�WKHRU\�

7UDGH�RII�WKHRU\�RI�FRUSRUDWH�OLTXLGLW\

7KH� WUDGH� RII� WKHRU\�IRFXVHV� RQ� WKH� FRVWV�

and�bene¿ts�of�holding�cash.�As�for�the�costs�
RI� KROGLQJ� FDVK� DQG� FDVK� HTXLYDOHQW�� LI� ZH�

DVVXPH� WKDW�PD[LPLVLQJ� VKDUHKROGHUV�ZHDOWK�

is�manager’s� target,� then� the�cost� of�holding�
FDVK�LV�WKH�ORZHU�UHWXUQ�HDUQHG�RQ�LW��UHODWLYH�

WR�RWKHU�LQYHVWPHQW�RI�WKH�VDPH�ULVN��7KLV�FRVW�

is�known�as�the�cost�of�carry�that�reduces�¿rm�
YDOXH��7KH�FRVW�RI�FDUU\�LV�GHWHUPLQHG�E\�WKH�

GLIIHUHQFH� EHWZHHQ� WKH� UHWXUQ� RQ� FDVK� DQG�

the� interest�that� the�¿rms�would�have�to�pay�
WR� UDLVH� DQ�DGGLWLRQDO� DPRXQW�RI� FDVK�� ,I�ZH�

UHOD[� WKH� DVVXPSWLRQ� RI� VKDUHKROGHUV� ZHDOWK�

PD[LPLVDWLRQ�� WKH� FRVWV� RI� KROGLQJ� FDVK�

LQFUHDVH� EHFDXVH�PDQDJHUV�KDYH� RSSRUWXQLW\�

WR� HQJDJH� LQ� ZDVWHIXO� FDSLWDO� VSHQGLQJ�

�.H\QHV��������

The� bene¿ts� of� holding� cash� balances�
GHULYH� IURP� WZR� PRWLYHV�� WKH� WUDQVDFWLRQ�

FRVWV� PRWLYH� DQG� WKH� SUHFDXWLRQDU\� PRWLYH��

$FFRUGLQJ� WR� WKH� WUDQVDFWLRQ� FRVWV� PRWLYH��

.H\QHV� ������� KLJKOLJKWV� WKDW� WUDQVDFWLRQ�

PRWLYH�IRU�FDVK�KROGLQJ�DULVHV�IURP�WKH�FRVW�RI�

converting� cash� substitutes� into� cash.�Under�
LPSHUIHFWLRQ� FDSLWDO�PDUNHWV�� WKHUH� DUH� FRVWV�

to� buying� or� and� selling� ¿nancial� and� real�
assets.� It� is� a� fact� that� a�¿rm� short�of� liquid�
DVVHWV� KDV� WR� UDLVH� IXQGV� LQ� FDSLWDO� PDUNHW��

OLTXLGDWH� H[LVWLQJ� DVVHWV�� GHFUHDVH� GLYLGHQGV�

DQG�LQYHVWPHQW�RU�VRPH�FRPELQDWLRQ�RI�WKHVH�

actions.� Unless� the� ¿rm� has� assets� that� can�

EH�OLTXLGDWHG�DW�ORZ�FRVW��LW�SUHIHUV�WR�XVH�WKH�

FDSLWDO�PDUNHWV��+RZHYHU��LW�LV�FRVWO\�WR�UDLVH�

funds� whether� the� ¿rm� does� so� by� selling�
assets�or�using�the�capital�markets.�The�¿xed�
costs� of� accessing� the� external� ¿nancing�
induce� the� ¿rm� to� raise� funds� infrequently,�
DQG�WR�XVH�FDVK�DQG�OLTXLG�DVVHW�KROGLQJV�DV�D�

EXIIHU��$V�D�UHVXOW��IRU�D�JLYHQ�DPRXQW�RI�GHEW�

¿nancing,�there�is�an�optimal�amount�of�cash,�
DQG�FDVK�LV�QRW�VLPSO\�QHJDWLYH�GHEW��

5HFHQWO\��D�QXPEHU�RI�SDSHUV�KDYH�VWXGLHG�

WKH�WUDQVDFWLRQV�PRWLYH�IRU�FRUSRUDWH�OLTXLGLW\��

7KHVH� LQFOXGH� .LP� HW� DO�� �������� 2SOHU� HW�

DO�� ��������$OPHLGD� HW� DO�� ������� DQG� %R\OH�

DQG�*XWKULH� ��������7KHVH� SDSHUV� VKRZ� WKDW�

¿nancially� constrained� ¿rms� tend� to� hold�
OLTXLGLW\� GHWHUPLQHG� E\� WKH� UHODWLYH� YDOXHV�

RI� FXUUHQW�DQG�SURVSHFWLYH� IXWXUH� LQYHVWPHQW�

RSSRUWXQLWLHV�� )LUPV� ZLWK� EHWWHU� LQYHVWPHQW�

RSSRUWXQLWLHV�DUH�H[SHFWHG�WR�KROG�PRUH�FDVK�

EHFDXVH�WKH�RSSRUWXQLW\�FRVW�RI�ORVW�LQYHVWPHQW�

LV� ODUJHU� IRU� WKHVH� FRPSDQLHV�� VLPLODUO\�� ZH�

expect�¿rms�with�more�volatile�cash�Àows�to�
KROG�PRUH�FDVK� WR�SURWHFW� DJDLQVW� WKH�KLJKHU�

OLNHOLKRRG� RI� FDVK� VKRUWIDOOV�� 7KH� OHYHO� RI�

FDSLWDO� VSHQGLQJ� VKRXOG� DOVR� EH� SRVLWLYHO\�

UHODWHG�ZLWK� OHYHOV� RI� OLTXLGLW\� LI� LW� FDSWXUHV�

investment�needs.��When�cash�Àows�are�higher,�
on�the�other�hand,�¿rms�need�to�hold�less�cash�
to�meet�future�investment�needs.�Finally,�¿rms�
WKDW�SD\�GLYLGHQGV�FDQ�DOZD\V�FXW�WKHP�WR�UDLVH�

PRUH�IXQGV��DQG�WKH\�DUH�WKHUHIRUH�H[SHFWHG�WR�

KROG�IHZHU�OLTXLG�DVVHWV��7KH\�DOVR�DUJXH�WKDW�

RSWLPDO� OLTXLGLW\� LV�GHFUHDVLQJ� LQ� WKH� UDWH� RI�

UHWXUQ�RQ�FXUUHQW�LQYHVWPHQW�RSSRUWXQLWLHV�

7KH� SUHFDXWLRQDU\� PRWLYH� IRU� KROGLQJ�

FDVK� LV� EDVHG� RQ� WKH� LPSDFW� RI� DV\PPHWULF�

LQIRUPDWLRQ�RQ� WKH�DELOLW\�WR� UDLVH� IXQGV�DQG�

DJHQF\� FRVW� RI� GHEW�� � )LUVW�� WKH� H[LVWHQFH� RI�

asymmetric� information� between� ¿rms� and�
investors� make� external� ¿nancing� costly.�
In� order� to� raise�necessary� funds,�¿rms�may�
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KDYH� DFFHVV� WR� WKH�FDSLWDO�PDUNHWV��KRZHYHU��

DW� D� SDUWLFXODU� SRLQW� LQ� WLPH� WKH\�PLJKW� QRW�

FKRRVH� WKLV� ZD\� EHFDXVH� WKH� VHFXULWLHV� WKH\�

DUH�SODQQLQJ�WR�LVVXH�DUH�XQGHUYDOXH�ZKHUHDV�

LQYHVWRUV�ZDQW�WR�PDNH�VXUH�WKDW�WKH�VHFXULWLHV�

WKH\�SXUFKDVH�DUH�QRW�RYHUSULFHG�DQG�GLVFRXQW�

WKHP�� 0\HUV� DQG� 0DMOXI� ������� DUJXH� WKDW�

¿rms�can�overcome�this�problem�by�building�
up� ¿nancial� slack,� which� they� de¿ne� as�
cash,� cash� equivalents,� and� unused� risk-free�
ERUURZLQJ�FDSDFLW\��$QWXQRYLFK��������IXUWKHU�

argues� that� “¿rms� with� higher� information�
DV\PPHWULHV� ZLOO� KDYH� D� JUHDWHU� GLVSHUVLRQ�

of�slack”,�because�it�is�dif¿cult�for�these�¿rm�
WR�DFFHVV� FDSLWDO�PDUNHWV��:KHQ� LQIRUPDWLRQ�

asymmetries� are� important,� a� cash� Àow�
shortfall� forces� ¿rms� to� reduce� investment,�
DQG�KHQFH�LQYROYHV�JUHDWHU�FRVWV��$FFRUGLQJ�WR�

Opler�and�Titman�(1994),�the�cost�of�¿nancial�
distress� is� lager� for�¿rms�with�high� research�
and�development�(R&D)�expenses.�Since�¿rms�
ZLWK� KLJK� 5	'� H[SHQVHV� DUH� PRUH� XQFOHDU��

WKH�OHYHO�RI�5	'�WR�VDOHV�LV�D�JRRG�SUR[\�IRU�

asymmetric� information.�Consequently,�¿rms�
ZLWK� KLJKHU� 5	'� H[SHQVHV� DUH� H[SHFWHG� WR�

KROG�PRUH�OLTXLG�DVVHW�

0\HUV�DQG�0DMOXI��������DOVR�DUJXH�WKDW�LQ�

the�presence�of�asymmetric�information�¿rms�
tend�to�follow�a�pecking�order�in�their�¿nancing�
SROLFLHV� LQ� WKH�VHQVH� WKDW� WKH\�SUHIHU� LQWHUQDO�

over�sensitive�external�¿nance.�The�asymmetric�
LQIRUPDWLRQ� SUREOHP� LV� PRUH� LPSRUWDQW� IRU�

¿rms�whose�values�are�determined�by�growth�
options.�If�a�¿rm�has�investment�opportunities�
that�would�increase�its�value,�however�it�¿nds�
LWVHOI�EHLQJ�VKRUW�RI�FDVK��LW�PD\�KDYH�WR�JLYH�

XS�VRPH�RI�WKHVH�LQYHVWPHQWV��+HQFH��LW�LV�OHVV�

likely�that�¿rms�will�have�to�pass�up�valuable�
investment�opportunities�if�¿rms�hold�greater�
DPRXQW� RI� FDVK�� 0RUHRYHU�� :LOOLDPVRQ�

������� DQG� +DUULV� DQG� 5DYLY� ������� QRWLFH�

that� ¿rms� with� greater� growth� opportunities�

DUH�H[SHFWHG�WR�LQFXU�KLJKHU�EDQNUXSWF\�FRVWV�

VLQFH� JURZWK� RSSRUWXQLWLHV� LV� LQWDQJLEOH� DQG�

their� value� falls� rapidly� in� ¿nancial� distress�
and�bankruptcy.�Therefore,�¿rms�with�greater�
JURZWK�RSSRUWXQLWLHV�KDYH�PRUH�LQFHQWLYHV�WR�

avoid�¿nancial�distress�and�bankruptcy,�in�turn�
KROG�PRUH�FDVK�DQG�PDUNHWDEOH�VHFXULWLHV�

7R� VXP� XS�� DFFRUGLQJ� WR� WUDGH� RII� WKHRU\�

¿rms� set� their� optimal� level� of� cash� holding�
E\�ZHLJKWLQJ�WKH�PDUJLQDO�FRVWV�DQG�PDUJLQDO�

bene¿ts� of� holding� cash.� The� main� bene¿ts�
RI� KROGLQJ� FDVK� DUH� PLQLPLVLQJ� WKH� FRVW� RI�

UDLVLQJ� H[WHUQDO� IXQGV�� SXUVXLQJ� WKH� RSWLPDO�

investment� policy� even� in� the� ¿nancial�
FRQVWUDLQWV� VLWXDWLRQ��:KLOH�PDUJLQDO� FRVW� RI�

KROGLQJ�FDVK�LV�DVVRFLDWHG�ZLWK�WKH�RSSRUWXQLW\�

FRVW�RI�WKH�FDSLWDO�RZLQJ�WR�WKH�ORZ�UHWXUQ�RQ�

OLTXLG�DVVHWV�

$JHQF\�WKHRU\�RI�FRUSRUDWH�OLTXLGLW\

:KHQ� LW� FRPHV� WR� DJHQF\� FRVWV� RI� GHEW��

these�costs�increase�when�there�are�conÀicts�of�
LQWHUHVW�EHWZHHQ�VKDUHKROGHUV�DQG�GHEWKROGHUV��

DQG� SRVVLEO\� EHWZHHQ� YDULRXV� FODVVHV� RI�

GHEWKROGHUV� WKHPVHOYHV�� %HFDXVH� RI� WKHVH�

costs,� highly� leveraged� ¿rms� ¿nd� it� dif¿cult�
DQG� H[SHQVLYH� WR� UDLVH� DGGLWLRQDO� IXQGV� LQ�

FDSLWDO� PDUNHWV�� 6RPHWLPHV� LW� LV� LPSRVVLEOH�

for� these� ¿rms� to� renegociate� existing� debt�
DJUHHPHQW�WR�SUHYHQW�GHIDXOW�DQG�EDQNUXSWF\��

-HQVHQ� DQG� 0HFNOLQJ� ������� KLJKOLJKW� WKDW�

KLJK�OHYHUDJH�FRPSDQLHV�KDYH�KLJK�LQFHQWLYHV�

WR� HQJDJH� LQ� DVVHW� VXEVWLWXWLRQ�� VR� WKDW� GHEW�

ZLOO�EH�H[SHQVLYH�ERWK�LQ�WHUP�RI�WKH�UHTXLUHG�

SURPLVH� \LHOG� DQG� LQ� WHUP� RI� WKH� FRYHQDQWV�

DWWDFKHG� WR� WKH� GHEW�� 6XFK� FRPSDQLHV� DOVR�

SRVVLEO\� IDFH� WKH� XQGHULQYHVWPHQW� SUREOHP��

,Q� SDUWLFXODU�� UDLVLQJ� IXQGV� WR� LQYHVW� PD\�

bene¿t� debtholders� but� not� shareholders,� so�
WKDW�VKDUHKROGHUV�GR�QRW�SUHIHU�WR�LQYHVW�HYHQ�

though�the�¿rm�has�valuable�projects.�
$V� D� UHVXOW�� ZKHQ� WKH� DJHQF\� FRVWV� RI�
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debt�are� so�high,�¿rms�cannot� raise� funds� to�
¿nance�their�activities�and�invest�in�valuable�
projects.�Obviously,�¿rms�want�to�avoid�these�
VLWXDWLRQV�DQG�FKRRVLQJ�D�ORZ�OHYHO�RI�OHYHUDJH�

is� considered� as� one�option.�However,�¿rms�
KDYH�LQYHVWPHQW�RSSRUWXQLWLHV�ZKLFK�WKH�FRVW�

RI�UDLVLQJ�IXQGV�LV�KLJK�VKRXOG�KROG�PRUH�OLTXLG�

DVVHWV��EHFDXVH�WKH�FRVW�RI�EHLQJ�VKRUW�RI�IXQGV�

LV�KLJKHU��,Q�DGGLWLRQ��6PLWK�DQG�:DWWV��������

and�Jung�et�al.�(1996)�argue�that�the�market-
to-book�ratio�is�used�as�a�proxy�for�investment�
RSSRUWXQLWLHV�� *LYHQ� WKH� FRQVWDQW� GHJUHH� RI�

LQIRUPDWLRQ� DV\PPHWU\� EHWZHHQ� PDQDJHUV�

and�investors,�¿rms�with�high�market-to-book�
UDWLR� DUH� H[SHFWHG� WR� KROG� PRUH� FDVK�� VLQFH�

when� the� ¿nancial� condition� worsens� the�
FRVWV� WKH\� LQFXU� DUH� KLJKHU�� )XUWKHUPRUH�� LI�

¿rms�invest�a�lot�and�investment�expenditures�
occur�discretely,�one�would�expect�such�¿rms�
WR�KROG�PRUH�FDVK�VR�DV�WR�SD\�IRU�LQYHVWPHQW�

H[SHQGLWXUHV�� 7KHUHIRUH�� OLTXLG� DVVHWV� DUH�

expected�to�increase�with�the�market-to-book�
UDWLR�DQG�FRQWURO�LQYHVWPHQW�H[SHQGLWXUHV�

3HFNLQJ�RUGHU�WKHRU\�RI�FRUSRUDWH�OLTXLGLW\

7KH� SHFNLQJ� RUGHU� WKHRU\� GHYHORSHG� E\�

0\HUV��������LV�DQ�DOWHUQDWLYH�FDSLWDO�VWUXFWXUH�

WKHRU\��$FFRUGLQJ�WR�WKH�SHFNLQJ�RUGHU�WKHRU\��

a�¿rm’s�capital�structure�is�driven�by�the�¿rm’s�
preference� to� ¿nance.� Internal� ¿nancing� is�
preferred�over�external�¿nancing�to�fund�new�
investments.� Thus,� ¿rms� ¿nance� investment�
¿rstly�with� retained� earnings,� then�with� safe�
debt�and�risky�debt,�and�¿nally�with�equity.�

$FFRUGLQJ� WR� WKH� SHFNLQJ�RUGHU� WKHRU\�RI�

FRUSRUDWH�OLTXLGLW\��2SOHU�HW�DO���������VXJJHVW�

WKDW� WKHUH� LV� QR� RSWLPDO� OHYHO� RI� FRUSRUDWH�

OLTXLGLW\�� VLQFH� FRPSDQLHV� GR� QRW� PDNH�

OLTXLGLW\� GHFLVLRQ�� 7KH� OHYHO� RI� FDVK� LV� WKH�

outcome�of�investment�and�¿nancing�decision�
made� by� ¿rm� corresponding� to� pecking�
order� theory� of� ¿nancing.� Under� this� view,�
¿rms�decide� to� build�up�or� draw�down� cash�

balances�depending�on�its�level�of�pro¿tability,�
LWV� GLYLGHQG� SROLF\� DQG� LQYHVWPHQW� QHHGV��

7KHUHIRUH��FDVK�EDODQFHV�DUH�D�UHVXOW�RI�RWKHU�

GHFLVLRQV�� QRW� DQ� LQGHSHQGHQW� GHFLVLRQ� DQG�

¿nancing�choices�are�a�response�to�all�of�these�
IDFWRUV�

If� ¿rms�have�high�cash�Àow,�one�expects�
¿rms� to� pay� dividends,� repay� debt� and�
accumulate� liquid� assets.� Otherwise,� ¿rms�
with�low�cash�Àow�would�issue�debt�to�¿nance�
investment,�they� limit�using�equity�¿nancing�
XQGHU� QRUPDO� FLUFXPVWDQFH� EHFDXVH� HTXLW\�

LV� WRR� FRVWO\�� 7KHUHIRUH�� UDLVLQJ� DQG� IDOOLQJ�

RI�OLTXLG�DVVHWV�GHSHQG�RQ�WKH�IRUWXQHV�RI�WKH�

¿rms.�Thus,�if�holding�cash�has�no�costs� for�
WKH�VKDUHKROGHUV��WKHUH�LV�FOHDUO\�QR�UHDVRQ�IRU�

them�to�reject�if�the�¿rm�has�the�high�level�of�
FDVK�KROGLQJ�DW�WLPHV�

7KH�GLVWLQFWLRQ�EHWZHHQ�WUDGH�RII�WKHRU\�DQG�

SHFNLQJ�RUGHU�WKHRU\�RI�FRUSRUDWH�OLTXLGLW\�LV�

not�clear.�In�the�¿nancing�perking�order�view,�
¿rms� with� high� cash� Àow� will� have� more�
cash.�As�argued�by�Shyam-Sunder�and�Myers�
(1999),�it�is�often�the�case�that�¿rms�with�high�
cash� Àow� also� have� a� high� market-to-book�
ratio� because� these�¿rms�can�be�expected� to�
be�pro¿table�in�the�future.�Hence,�¿rms�with�
a�high�market-to-book�ratio�have�more�cash;�
WKDW� LV� QRW� LQFRQVLVWHQW� ZLWK� WKH� WUDGH� RII�

WKHRU\��

7KH�PDMRU�GLIIHUHQFH�EHWZHHQ�WZR�WKHRULHV�

is� that� the� trade-off� theory�claims� a� positive�
UHODWLRQVKLS� EHWZHHQ� LQYHVWPHQW� �LQ� FDSLWDO�

H[SHQGLWXUH� DQG� 5	'�� DQG� OHYHO� RI� FDVK�

KROGLQJ�� ZKLOH� WKH� SHFNLQJ� RUGHU� WKHRU\�

FODLPV�D�QHJDWLYH�VLJQ��:LWK�WKH�SHFNLQJ�RUGHU�

theory,� a� ¿rm� that� invest� more� should� have�
IHZHU�LQWHUQDO�UHVRXUFHV��WKXV�DFFXPXODWH�OHVV�

FDVK�� ,Q� FRQWUDVW�� ZLWK� WKH� WUDGH� RII� WKHRU\��

¿rm� with� more� capital� expenditures� and�
5	'� LQYHVWPHQWV� KDYH� PRUH� OLTXLG� DVVHWV��

0RUHRYHU�� WKH� SHFNLQJ� RUGHU� YLHZ� FRQVLGHUV�
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GHEW�DQG�FDVK�VLPSO\�DV�RSSRVLWH�VLGHV�RI�WKH�

VDPH�FRLQ�

���(PSLULFDO�VWXGLHV�RI�FRUSRUDWH�OLTXLGLW\

&RQWHPSRUDU\� FRUSRUDWH� OLTXLGLW\�

OLWHUDWXUH� KDV� ORQJ� EHHQ� LQWHUHVWHG� LQ� WHVWLQJ�

WKH�DFFXUDF\�RI�FODVVLF�WKHRU\� LQ�WKH�PRGHUQ�

EXVLQHVV��HYDOXDWLQJ�KRZ�PXFK�WKH�GHWHUPLQHG�

factors�inÀuence�corporate�cash�holding,�and�
GHYHORSLQJ� WKH� FRUSRUDWH� OLTXLGLW\� WKHRU\�

deeply� in� the� speci¿c� ¿nancial� situation.�
$� SDUWLDO� OLVW� RI� SDSHUV� LQFOXGHV� .LP� HW� DO��

��������)D]]DUL��+XEEDUG�DQG�3HWHUVHQ���������

2SOHU�HW�DO����������3LQNRZLW]�DQG�:LOOLDPVRQ�

�������� 'LWWPDU� HW� DO�� �������� 2]NDQ� DQG�

2]NDQ���������$OPHLGD�HW�DO����������)HUUHLUD�

DQG�9LOHOD���������*XQH\�HW�DO����������%DXP�

HW�DO����������)UHVDUG��������SURYLGH�DQ�XVHIXO�

UHYLHZ�RI�WKLV�EUDQFK�RI�OLWHUDWXUH�

:KHQ� LW� FRPHV� WR� WKH� GHWHUPLQDQWV� RI�

FRUSRUDWH� OLTXLGLW\�� .LP� HW� DO�� ������� VKHG�

WKH� OLJKW�RQ�GHWHUPLQLQJ� WKH�RSWLPDO�DPRXQW�

of� liquidity.�They�test�on�US�industrial�¿rms�
with� a� large� panel.� Their� ¿ndings� support�
WUDGH�RII�WKHRU\�WKDW�WKH�RSWLPDO�FDVK�KROGLQJ�

LV�GHWHUPLQHG�E\�D�WUDGH�RII�EHWZHHQ�WKH�ORZ�

return�earned�on�liquid�assets�and�the�bene¿t�
of�reducing�the�external�¿nancing�needs.�The�
PRGHO�VKRZV�WKDW�WKH�RSWLPDO�FDVK�KROGLQJ�LV�

increasing� in� the� cost� of� external� ¿nancing,�
the�variance�of�future�cash�Àows�and�the�pro¿t�
RI�IXWXUH�LQYHVWPHQW�RSSRUWXQLWLHV��ZKLOH�LW�LV�

GHFUHDVLQJ� LQ� WKH� UHWXUQ� GLIIHUHQWLDO� EHWZHHQ�

the�¿rm’s�physical�assets�and�liquid�assets.
2SOHU�HW�DO���������H[DPLQH�WKH�GHWHUPLQDQWV�

DQG� LPSOLFDWLRQV� RI� KROGLQJ� FDVK� DQG� FDVK�

equivalents� by� US� ¿rms� in� the� 1971-1994�
SHULRG��,Q�WLPH�VHULHV�DQG�FURVV�VHFWLRQ�PRGHOV��

WKH�HYLGHQFH�SURYLGHV�VXSSRUW�IRU�D�VWDWLF�WUDGH�

RII�PRGHO�RI�FDVK�KROGLQJ��7KHLU�UHVXOWV�VKRZ�

WKDW� FDVK� KROGLQJ� DUH� QHJDWLYHO\� UHODWHG� WR�

VL]H�� QHW� ZRUNLQJ� FDSLWDO�� OHYHUDJH�� GLYLGHQG�

SD\PHQW�DQG�JRYHUQPHQW�UHJXODWLRQ�ZKLOH�WKH\�

are�positively�related�to�the�cash�Àow-to-assets�
ratio,� the� capital� expenditures-to-assets� ratio,�
industry�volatility�and�the�R&D-to-sales�ratio.�
They� conclude� that� ¿rms�with� better� growth�
opportunities,�¿rms�with�riskier�activities,�and�
small� ¿rms� hold�more� cash� than� other� ¿rms�
whereas�larger�¿rms�that�have�better�access�to�
FDSLWDO�PDUNHW�KROG�OHVV�FDVK�

For� the� sample� of� UK� ¿rms,� Ozkan� and�
2]NDQ��������FRQGXFW�WKH�UHVHDUFK�UHODWHG�WR�

WKH�HPSLULFDO�GHWHUPLQDQWV�RI�FRUSRUDWH�FDVK�

KROGLQJ�LQ�WKH�SHULRG�IURP������WR�������7KH\�

determine� that� ¿rms’� growth� opportunities,�
cash� Àows,� liquid� assets,� leverage� and� bank�
GHEW� DUH� LPSRUWDQW� IDFWRUV� IRU� GHWHUPLQLQJ�

FDVK� KROGLQJV�� 7KHLU� UHVXOW� VXJJHVWV� WKDW�

¿rms’�ownership�structure�plays�a�vital�role�in�
determining� cash�holding�of�UK� companies.�
Thus,� their� ¿ndings� reveal� the� relationship�
EHWZHHQ� PDQDJHULDO� RZQHUVKLS� DQG� FDVK�

KROGLQJ��0RUHRYHU�� E\� XVLQJ� G\QDPLF� SDQHO�

GDWD� HVWLPDWLRQV�� WKH\SURYLGH� HYLGHQFH� WKDW�

cash� Àow� and� ¿rm’s� growth� opportunities�
KDYH�SRVLWLYH�LPSDFWV�RQ�FDVK�KROGLQJ��ZKLOH�

OHYHUDJH�DQG�EDQN�GHEW�KDYH�QHJDWLYH�LPSDFWV�

)HUUHLUD� DQG�9LOHOD� ������� LQYHVWLJDWH� WKH�

GHWHUPLQDQWV�RI�FRUSRUDWH�FDVK�KROGLQJV�XVLQJ�

a� sample� of� 400� ¿rms� in� 12� Economic� and�
Money�Union�of�the�European�Union�(EMU)�
FRXQWULHV�LQFOXGLQJ�*HUPDQ\��$XVWULD��)UDQFH��

Greece,�Italy,�Netherlands,��Portugal,� �Spain,��
%HOJLXP���,UHODQG���)LQODQG��DQG��/X[HPEXUJ��

for� � the� period� � 1987-2000.� � They� ¿nd� that��
cash� � holdings� � are� � positively� � inÀuenced��
by�investment��opportunities��and��¿rm��cash��
Àows.� �Whereas,� � assets� liquidity,� � leverage,��
¿rm�size��and��bank��debt��negatively��affect��
the� � cash� � holdings.� In� addition,� ¿rms� in�
FRXQWULHV�ZLWK�KLJKHU�LQYHVWRU�SURWHFWLRQ�DQG�

FRQFHQWUDWHG�RZQHUVKLS�KROG� WKH� ORZHU� OHYHO�

RI�FDVK�KROGLQJV�



5(6($5&+ 21�(&2120,&�$1'�,17(*5$7,21

��(;7(51$/�(&2120,&6�5(9,(:1r������������

'LWWPDU� HW� DO�� ������� H[DPLQH� WKH� UROH� RI�

FRUSRUDWH� JRYHUQDQFH� LQ� GHWHUPLQLQJ� WKH�

FRUSRUDWH�FDVK�KROGLQJV��7KH�GDWD�RI�PRUH�WKDQ�

11,000� ¿rms�collected� from�45�countries� for�
WKH�\HDU������DUH��XVHG�WR�UXQ�WKH�UHJUHVVLRQ�

PRGHO�� 7KH� HYLGHQFH� LQGLFDWHV� WKDW� DJHQF\�

SUREOHPV�DUH�WKH�SULPDU\�IDFWRU�LQ�GHWHUPLQLQJ�

FDVK�KROGLQJV��7KLV�UHVHDUFK�VXSSRUWV�DJHQF\�

FRVW� K\SRWKHVLV�� 7KXV�� LQ� WKH� FRXQWULHV�

where� shareholders� are�well� protected,� ¿rms�
WHQG� WR� SD\� DWWHQWLRQ� WR� WKH� WUDQVDFWLRQ� FRVW�

PRWLYH� ZKHUHDV� LQ� WKH� FRXQWULHV� ZKHUH� WKH\�

are� not� protected,� ¿rms� tend� to� hold� more�
FDVK� UHVHUYH�� ,Q� WKH� FDVH� RI� ORZ� VKDUHKROGHU�

SURWHFWLRQ�� WKH� IDFWRUV� GHWHUPLQLQJ� FRUSRUDWH�

FDVK�KROGLQJ��VXFK�DV�LQYHVWPHQW�RSSRUWXQLWLHV�

DQG� DV\PPHWULF� LQIRUPDWLRQ�� EHFRPH� OHVV�

LPSRUWDQW�

,Q� ������ )UHVDUG� FRQWULEXWHV� WR� WKH�

FRQWHPSRUDU\�HPSLULFDO�VWXGLHV�E\�WKH�UHVHDUFK�

UHODWHG� WR� WKH� HIIHFWV� RI� FDVK� KROGLQJ� RQ� WKH�

product� market� outcomes.� Based� on� ¿rm-
level� data� from� a� panel� of� 105� well-de¿ned�
SURGXFW�PDUNHWV�� YDULDEOHV� HVWLPDWHV� SURYLGH�

strong� evidence� that� a� ¿rms’� cash� reserve� is�
DVVRFLDWHG�ZLWK�IXWXUH�PDUNHW�VKDUH�H[SDQVLRQ�

at�the�expense�of�industry�rivals.�The�¿ndings�
¿rstly� show� that� a� company� with� higher�
JURZWK�RSSRUWXQLWLHV�PLJKW�KROG�PXFK�ODUJHU�

FDVK�EDODQFHV�WKDQ�FRPSHWLWRUV��6HFRQGO\��WKH�

current� cash� reserve� appears� to� signi¿cantly�
OLPLW� WKH� HQWU\� RI� SRWHQWLDO� FRPSHWLWRUV�� DQG�

distort� rivals’� investment� and� acquisition�
GHFLVLRQV�� 7KH� KLJKHU� OHYHO� RI� FDVK� KROGLQJ�

before�the�2008�crisis�might�well�bene¿t�from�
the� ¿nancial� distress� by� gaining� a� leading�
SRVLWLRQ�LQ� WKHLU�SURGXFW�PDUNHW��7KLUGO\�� WKH�

¿nancial� strength� contributes� positively� to�
¿rm�value�and�operating�performance.�Hence,�
WKH� UHVXOW� VXSSRUWV� WKH� LGHD� WKDW� WKH� PDUNHW�

SULFHV� DQG� WKH� H[SHFWHG� PDUNHW� VKDUH� JDLQV�

DVVRFLDWHG�ZLWK�FDVK�KROGLQJ��

,Q�WHUPV�RI�¿rms’�cash�holding�behaviour��
DV� LQLWLDOO\� SURSRVHG� E\� .H\QHV� �������� WKH�

PDLQ� DGYDQWDJH� RI� D� OLTXLG� DVVHWV� LV� WKDW� LW�

allows�¿rms�to�undertake�valuable�investment�
RSSRUWXQLWLHV�� .H\QHV� DOVR� DUJXHV� WKDW� WKH�

LPSRUWDQFH� RI� EDODQFH� VKHHW� OLTXLGLW\� LV�

DIIHFWHG�E\�WKH�DYDLODELOLW\�WR�DFFHVV�H[WHUQDO�

capital�markets.�When�¿rms�have�unrestricted�
RU� XQFRQVWUDLQW� DFFHVV� WR� FDSLWDO� PDUNHWV��

FRUSRUDWH� OLTXLGLW\� EHFRPH� LUUHOHYDQW� VLQFH�

WKHUH� LV� QR� QHHG� WR� SURWHFW� DJDLQVW� IXWXUH�

investment�needs.�In�contrast,�when�¿rms�face�
¿nancial� constraints,� liquidity� management�
EHFRPH� D� NH\� LVVXH� IRU� FRUSRUDWH� OLTXLGLW\��

7KH� VWXG\� RI� )D]]DUL��+XEEDUG� DQG� 3HWHUVHQ�

(1996)�shows�that�when�¿rms�have�¿nancially�
FRQVWUDLQWV� LQ� DFFHVVLQJ� WR� H[WHUQDO� FDSLWDO�

PDUNHWV�� LQYHVWPHQW� H[SHQGLWXUH� ZLOO� YDU\�

ZLWK� WKH�DYDLODELOLW\�RI� LQWHUQDO� IXQGV�� UDWKHU�

WKDQ� ZLWK� WKH� DYDLODELOLW\� RI� SRVLWLYH� QHW�

SUHVHQW� YDOXH� SURMHFWV�� 7KDW� OHDGV� WR� HDVLO\�

LJQRUH�YDOXDEOH�LQYHVWPHQW�RSSRUWXQLWLHV��

,Q� ������ 3LQNRZLW]� DQG� :LOOLDPVRQ�

LQYHVWLJDWH� WKH� HIIHFW�RI�EDQN�SRZHU�RQ�FDVK�

KROGLQJ�� 7KH� WHVW� LV� VHW� IRU� WKH� VDPSOH� RI�

different�industrial�¿rms�from�three�countries:�
Japan�for�the�period�1974-1995,�Germany�for�
1984-1994� and� the� United� States� for� 1971-
1994.� The� cross-country� analysis� indicates�
that�Japanese�¿rms�tend�to�hold�more�cash�than�
WKHLU� $PHULFDQ� RU� *HUPDQ� FRXQWHUSDUWV� GR��

:KLOH� FDVK� KROGLQJ� OHYHO�ZDV� VLPLODU� DFURVV�

German� and� US� ¿rms,� the� ordinary� least�
VTXDUH�HVWLPDWRUV�DQDO\VLV�UHYHDO�WKDW�-DSDQHVH�

cash� balances�are� signi¿cantly� inÀuenced�by�
WKH� PRQRSRO\� SRZHU� RI� WKH� EDQNV�� 7KLV� LV�

QRW� LQFRQVLVWHQW�ZLWK� WKH� IDFW� WKDW� KLJK� FDVK�

KROGLQJV� PHDQ� KLJKHU� UHQWV� ZLWKGUDZQ� E\�

WKH�EDQNV�GXULQJ�WKH�SHULRGV�ZKHQ�WKH\�KDYH�

FHUWDLQ�SRZHU�LQ�WKH�FRUSRUDWH�OHQGLQJ�V\VWHP��

5HFHQWO\��$OPHLGD�HW�DO���������LQYHVWLJDWH�

the� link� between� ¿nancial� constraints� and� a�
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¿rm’s� demand� for� liquidity.� They� use� cash-
cash� Àow� sensitivities� test� by� using� the�
sample� of�non-¿nancial� publicly� listed�¿rms�
in� the� period� 1971-2000.� Their� ¿ndings�
indicate� that� “¿nancially� constraints� ¿rms�
VKRXOG�LQFUHDVH�WKHLU�SURSHQVLW\�WR�UHWDLQ�FDVK�

IROORZLQJ� QHJDWLYH� PDFURHFRQRPLF� VKRFNV��

while� unconstraint� ¿rms� should� not”.� They�
also�highlight�that�the�cash�Àow�sensitivity�of�
FDVK�LV�D�XVHIXO�YDULDEOH��LW�LV�FRUUHODWHG�WR�WKH�

DYDLODELOLW\�RI�H[WHUQDO�IXQGV�

*XQH\�HW�DO���������FDUU\�RXW�DQ�LQYHVWLJDWLRQ�

into�¿rms’�cash�holding�behaviour�of�different�
FRXQWULHV�� 7KH� GDWD� LV� FROOHFWHG� IRU� �����

companies�of�¿ve�countries,�namely,�France,�
Germany,� Japan,� the� United� Kingdom� and�
the� United� States� during� the� period� 1996-
2006.� They� ¿nd� out� that� the� link� between�
JHDULQJ� DQG�FDVK�KROGLQJV� LV�QHJDWLYH� WR� WKH�

extent�that�¿rms’�leverage�acts�as�a�proxy�for�
their� ability� to� issue� debt.�However,� if� ¿rms�
increase�their�leverage,�¿rms�may�accumulate�
ODUJHU�FDVK�UHVHUYHV�LQ�RUGHU�WR�PLQLPLVH�WKH�

risk�of�¿nancial�distress�and�bankruptcy�cost.�
$V�D� UHVXOW�� D�SRVLWLYH�UHODWLRQ�EHWZHHQ�FDVK�

KROGLQJ� DQG� OHYHUDJH� H[LVWV� DW� KLJK� OHYHO� RI�

gearing.�Their�result�shows�a�signi¿cant�non-
OLQHDU� UHODWLRQVKLS�EHWZHHQ�FDVK�KROGLQJ�DQG�

OHYHO�RI�JHDULQJ��0RUHRYHU�� WKH\�VXJJHVW�WKDW�

WKH�VWUHQJWK�RI�WKH�LPSDFW�RI�OHYHUDJH�RQ�FDVK�

holdings� depends� on� some� speci¿c� factors�
VXFK� DV� FUHGLWRU� SURWHFWLRQ�� VKDUHKROGHU�

SURWHFWLRQ�DQG�RZQHUVKLS�FRQFHQWUDWLRQ�

%DXP� HW� DO�� ������� LQYHVWLJDWH� WKH�

UHODWLRQVKLS� EHWZHHQ� WKH� RSWLPDO� OHYHO�

of� non-¿nancial� ¿rms’� liquid� assets� and�
XQFHUWDLQW\�GHWHUPLQDQW�RI�FRUSRUDWH�OLTXLGLW\��

They� use� a� panel� of� non-¿nancial� US� ¿rms�
FRYHULQJ�WKH�SHULRG������±������WR�WHVW�WKHLU�

K\SRWKHVLV�� 7KHLU� UHVXOW� SURYLGHV� HYLGHQFH�

VXSSRUWLQJ� IRU� WKH� SUHFDXWLRQDU\� PRWLYH� RI�

holding� liquid� assets.� They� ¿nd� that� there�

DUH� SRVLWLYH� HIIHFWV� RI� ERWK� PDFURHFRQRPLF�

and�special�uncertainty�determinant�on�¿rms’�
cash�holding�behaviour.�Thus,�¿rms� increase�
WKHLU� OLTXLGLW\� UDWLR� LQ�PRUH� XQFHUWDLQ� WLPHV��

:KHQ� WKH� PDFURHFRQRPLF� HQYLURQPHQW� LV�

OHVV� SUHGLFWDEOH�� FRPSDQLHV� EHFRPH� PRUH�

FDXWLRXV� DQG� LQFUHDVH� WKHLU� OLTXLGLW\� UDWLR��

They� conclude� that� “during� recessionary�
periods� ¿rms� generally� are� more� sensitive�
WR� DV\PPHWULF� LQIRUPDWLRQ� SUREOHPV�� FDVK�

KRDUGLQJ�ZLOO�H[DFHUEDWH�WKHVH�SUREOHPV�DQG�

delay�an�economic�recovery.”

���&RQFOXVLRQ�

7KH� OLWHUDWXUH� UHYLHZV� SURYLGH� WKHRUHWLFDO�

DQG� HPSLULFDO� EDFNJURXQGV� RI� FRUSRUDWH�

liquidity.�According�to� trade�off�theory�¿rms�
VHW� WKHLU� RSWLPDO� OHYHO� RI� FDVK� KROGLQJ� E\�

ZHLJKWLQJ� WKH� PDUJLQDO� FRVWV� DQG� PDUJLQDO�

bene¿ts� of� holding� cash.� The� main� bene¿ts�
RI� KROGLQJ� FDVK� DUH� PLQLPLVLQJ� WKH� FRVW� RI�

UDLVLQJ� H[WHUQDO� IXQGV�� SXUVXLQJ� WKH� RSWLPDO�

investment� policy� even� in� the� ¿nancial�
FRQVWUDLQWV� VLWXDWLRQ��:KLOH�PDUJLQDO�FRVW� RI�

KROGLQJ�FDVK�LV�DVVRFLDWHG�ZLWK�WKH�RSSRUWXQLW\�

FRVW�RI�WKH�FDSLWDO�RZLQJ�WR�WKH�ORZ�UHWXUQ�RQ�

OLTXLG�DVVHWV��:KLOH�WKH�DJHQF\�WKHRU\�VKRZV�

WKDW�JLYHQ�WKH�FRQVWDQW�GHJUHH�RI�LQIRUPDWLRQ�

DV\PPHWU\�EHWZHHQ�PDQDJHUV�DQG� LQYHVWRUV��

¿rms�with�high� investment�opportunities�are�
H[SHFWHG� WR� KROG�PRUH�FDVK�� VLQFH�ZKHQ� WKH�

¿nancial� condition� worsens� the� costs� they�
LQFXU� DUH� KLJKHU��:KHUHDV� WKH� SHFNLQJ� RUGHU�

WKHRU\� RI� FRUSRUDWH� OLTXLGLW\� LQGLFDWHV� WKDW�

WKHUH�LV�QR�RSWLPDO�OHYHO�RI�FRUSRUDWH�OLTXLGLW\��

VLQFH� FRPSDQLHV� GR� QRW� PDNH� OLTXLGLW\�

GHFLVLRQ��7KH�OHYHO�RI�FDVK�LV�WKH�RXWFRPH�RI�

investment� and� ¿nancing� decision� made� by�
¿rm�corresponding�to�pecking�order�theory�of�
¿nancing.� Firms� decide� to� build� up� or� draw�
GRZQ�FDVK�EDODQFHV�GHSHQGLQJ�RQ�LWV�OHYHO�RI�

pro¿tability,�its�dividend�policy�and�investment�
QHHGV��7KHUHIRUH��FDVK�EDODQFHV�DUH�D�UHVXOW�RI�
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RWKHU� GHFLVLRQV��QRW�DQ� LQGHSHQGHQW� GHFLVLRQ�

and�¿nancing�choices�are�a�response�to�all�of�
WKHVH�IDFWRUV�

'HYHORSLQJ�IURP�WKHVH�WKUHH�WKHRULHV��VXFK�

HPSLULFDO�VWXGLHV�IRFXV�RQ�WKH�GHWHUPLQDQW�RI�

FRUSRUDWH� FDVK�KROGLQJ�DQG� WKH�FDVK� KROGLQJ�

EHKDYLRXU��$V�IRU�WKH�GHWHUPLQDQW�RI�FRUSRUDWH�

OLTXLGLW\��.LP�HW�DO����������2SOHU�HW�DO����������

2]NDQ� DQG� 2]NDQ� ������� DQG� )HUUHLUD� DQG�

9LOHOD� �������FRQFOXGH� WKDW�FDVK�KROGLQJ�DUH�

QHJDWLYHO\�UHODWHG�WR�VL]H��QHW�ZRUNLQJ�FDSLWDO��

OHYHUDJH�� GLYLGHQG� SD\PHQW� DQG� JRYHUQPHQW�

UHJXODWLRQ�ZKLOH�WKH\�DUH�SRVLWLYHO\�UHODWHG�WR�

the�cash�Àow�and�¿rm’s�growth�opportunities.�
'LWWPDU� HW� DO�� ������� DOVR� VKHG� WKH� OLJKW� RQ�

WKH� UROH� WKH� UROH� RI� FRUSRUDWH� JRYHUQDQFH� LQ�

GHWHUPLQLQJ� WKH� FRUSRUDWH� FDVK� KROGLQJV��

7KH�HYLGHQFH�LQGLFDWHV�WKDW�DJHQF\�SUREOHPV�

DUH� WKH� SULPDU\� IDFWRU� LQ� GHWHUPLQLQJ�

FDVK� KROGLQJV�� ,Q� DGGLWLRQ�� )UHVDUG� �������

FRQWULEXWHV� WR� WKH� FRQWHPSRUDU\� HPSLULFDO�

VWXGLHV�E\�WKH�UHVHDUFK�UHODWHG�WR�WKH�HIIHFWV�RI�

FDVK�KROGLQJ�RQ�WKH�SURGXFW�PDUNHW�RXWFRPHV��

7KH� UHVXOWV� VKRZ� WKDW� WKH�PDUNHW� SULFHV� DQG�

WKH� H[SHFWHG� PDUNHW� VKDUH� JDLQV� DVVRFLDWHG�

ZLWK�FDVK�KROGLQJ��

:LWK�UHJDUG�WR�FRUSRUDWH�OLTXLGLW\�EHKDYLRXU��

VXFK�VWXGLHV�RI�)D]]DUL��+XEEDUG�DQG�3HWHUVHQ�

�������� 3LQNRZLW]� DQG� :LOOLDPVRQ� ��������

$OPHLGD�HW�DO����������*XQH\�HW�DO����������DQG�

%DXP�HW�DO���������LQYHVWLJDWH�WKH�.H\QHV�WKHRU\��

They�conclude�that�¿nancially�constraints�¿rms�
VKRXOG� LQFUHDVH� WKHLU�SURSHQVLW\� WR�UHWDLQ�FDVK�

IROORZLQJ� QHJDWLYH� PDFURHFRQRPLF� VKRFNV��

while�unconstraint�¿rms�should�not.�In�addition,�
WKH\�VXJJHVW�WKDW�WKH�VWUHQJWK�RI�WKH�LPSDFW�RI�

OHYHUDJH� RQ� FDVK� KROGLQJV� GHSHQGV� RQ� VRPH�

speci¿c� factors� such� as� creditor� protection,�
VKDUHKROGHU� SURWHFWLRQ� DQG� RZQHUVKLS�

FRQFHQWUDWLRQ��*XQH\�HW�DO���������

Such� ¿nancial� economists� have� devoted�
FRQVLGHUDEOH� DWWHQWLRQ� WR� WKH� IDFWRUV� ZKLFK�

inÀuence� corporate� liquidity,� to� the� relation�
between� the� ¿nancial� choice� and�subsequent�
UHWXUQV��DQG� WR�GHWHUPLQLQJ� WKH�OHYHO�RI�FDVK�

holding�of�each�¿rm,�not�much�is�known�about�
HYDOXDWLQJ�WKH�HIIHFW�RI�FRUSRUDWH�OLTXLGLW\�RQ�

VKDUH� SHUIRUPDQFH�� +HQFH�� IXUWKHU� UHVHDUFK�

FDQ� EH� SXUVXHG� LQ� H[DPLQLQJ� KRZ� FRUSRUDWH�

liquidity� affects� ¿rm� performance� and� the�
H[WHQW�WR�ZKLFK�WKH�FKDQJH�LQ�OLTXLGLW\�SROLF\�

inÀuences� stock� return� during� the� recent�
¿nancial�crisis.q
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