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ABSTRACT  

 

The majority of studies have used three theories to emphasize that the cash is costly for the firms, there 

are: trade-off theory, the financing hierarchy theory, and the agency theory. The trade-off theory and the 

financing hierarchy theory presented the testable hypotheses in order to show the correlation between 

cash ratio and explanatory variables, such as: firm size, market to book, cash flow ratio, networking 

capital, capital expenditure, acquisition activity, leverage and dividend dummy. Additionally, three 

motives explain why firms should have excess cash following the trade-off model: the transaction cost 

motive, the precautionary motive, and the agency motive.  
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1 GENERAL  

 

The aim of this paper is to test determinants of firm cash holdings. To measure the cash holding, cash 

ratio is taken as a dependent variable. Cash ratio is measured as cash to total assets as in the paper of 

Bates et al. [1]. Here we concentrate on testing the hypotheses developed before. To examine whether the 

variables have a negative or positive relation with cash holdings, several regression tests were conducted 

which are suggested by Opler et al. [3, 4], Ferreira and Vilela [2], and Bates et al. [1]. The regression 

models used in the paper are OLS regression, regression with changes, Fama-MacBeth regression and 

fixed effect regression.  

 

2 CONCLUSION 

 

This paper tests the determinants of cash holding for public US firms over the period of 2004 to 2011. 

Overall, all obtained results are consistent with Bates et al. [1] study. In addition, the years of financial 

crisis, 2008-2010, were examined. Mostly the findings show great support for trade-off theory in 

explaining the cash holdings of the firm. In our study, we present results in support of two motives to 

hold cash the transaction motive and the precautionary motive, which state that firms hold cash to 

decrease probability of incurring future transaction costs and as a protection against any risk. 
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