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Abstract 
The level of corporate cash holding is mainly affected by micro factors. In the 
past 20 years, the relationship between the level of cash holding and macroe-
conomic environmental factors has attracted more and more attention. This 
paper first briefly discusses three traditional theories of the level of cash hold-
ing, and proposes the leading role of trade-off theory and pecking order theory 
in this topic. Then, it sorts the relevant literature on macroeconomic fluctua-
tions and macroeconomic policies. 
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1. Introduction 

Because of its strong liquidity, cash, the “blood” of enterprises, is one of the im-
portant indicators of modern enterprise financial management. Since Keynes 
proposed the theory of money demand in 1936, the level of cash holding has 
been the focus of academic and industrial field. The research on the level of en-
terprises’ cash holding is mainly carried out from two aspects: influencing fac-
tors and economic consequences, while the research on influencing factors mainly 
focuses on the internal aspect, such as enterprise life cycle (Faff et al., 2016), 
corporate governance environment (Dittmar and Mahrt-Smith, 2007), equity struc- 
ture (Huang & Ma, 2018). In fact, it should not only include the micro influen-
cing factors inside the enterprise, but also include the macroeconomic factors 
since enterprise is located in the macro environment. Macroeconomic environ-
ment will have a general impact on a wide range of enterprises, while micro fac-
tors only consider the heterogeneity of enterprises. Therefore, macroeconomic 
environment will be an important factor which cannot be ignored in studying 
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the level of enterprises’ cash holding. 
By studying the relevant literature on the macroeconomic environment and 

the level of cash holding, it can be found that scholars’ researches on the factors 
of the macroeconomic environment mainly involves macroeconomic fluctuations 
(Gu et al., 2010; Anand et al., 2018) and macroeconomic policies (Baum et al., 
2004; Deng & Chen, 2015). This paper first briefly introduces the relevant theo-
ries on the level of corporate cash holdings, and then sorts the researches’ results 
based on the macroeconomic fluctuations and macroeconomic policies. 

2. Theory of the Level of Cash Holding 

Since the 1970s, many scholars have mainly discussed the influencing factors on 
the level of cash holding from three traditional aspects: trade-off theory, pecking 
order theory and agency theory. 

2.1. Trade-Off Theory 

Trade-off theory holds the opinion that firms hold cash for transactional and pre-
ventive purposes. If the companies hold more cash, there will be more opportu-
nity cost but less transaction cost; if the companies hold less cash, the opportu-
nity cost is lower while the transaction cost is higher. Therefore, the companies 
need to trade off the transaction cost and opportunity cost, and the balance fi-
nally determines the optimal the level of cash holding of the enterprise. Opler et 
al. (1999) and Harford (1999) demonstrated the existence of the most optimal 
the level of cash holding for enterprises through empirical studies. 

2.2. Pecking Order Theory 

Myers & Majlu (1984) put forward the pecking order theory in 1984, believing 
that in the case of transaction costs and information asymmetry, the financing 
order of enterprises is: internal financing, debt financing and equity financing. 
External investors ask for a higher risk premium due to information asymmetry. 
If the company has a surplus of retained earnings, it will pay down debt and ac-
cumulate cash. If the retained earnings are negative, the company will consume 
cash firstly and external financing will be consumed secondly. As a result, re-
tained earnings are a major source of cash, which acts as a buffer for internal and 
external financing. In order to maximize the companies’ value, enterprises tend 
to hold a large amount of cash with low financing cost to avoid external financ-
ing as much as possible. Based on this theory, it can know that there is no op-
timal level of cash holding. 

2.3. Agency Theory 

Jensen & Meckling (1976) proposed agency theory, believing that there are agency 
costs between managers and shareholders. Shareholders tend to be risk-neutral 
group due to their diversified investments, while managers are risk avoiders. In 
order to avoid hostile takeovers, have more opportunities to invest, and consoli-
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date the power of managers, managers tend to hold more cash. On this basis, Jen-
sen (1986) proposed the cash flow hypothesis, believing that based on their own 
situations, managers will hold more cash than enterprises actually need. Akhtar 
et al. (2018) believed that strong corporate governance would be conducive to 
reducing the agency cost of high the level of cash holding. 

It can be found that there are two aspects to explain the cash holding behavior 
of an enterprise (Opler et al., 1999). Firstly, the level of cash holding in an enter-
prise is to smooth various frictions in economic operation. Secondly, there is a 
discussion with the level of cash holding from the perspective of corporate go-
vernance. Obviously, the trade-off theory and pecking order theory belong to the 
former, while the agency theory belongs to the latter. However, this paper main-
ly discusses the relationship between the macroeconomic environment and the 
level of corporate cash holdings. Enterprises hold a certain amount of corporate 
cash in order to smooth various frictions in economic operation situation. The 
agency cost theory proposed from the perspective of corporate governance is far 
from the influencing factors of the macroeconomic environment. 

3. The Influence of Macroeconomic Fluctuation on the Level 
of Cash Holding 

The research of macroeconomic fluctuation is divided into two parts: macroe-
conomic cycle and macroeconomic uncertainty. 

3.1. Macroeconomic Cycle 

Mitchell & Gay (1927) divided the economic cycle into four stages: boom, de-
pression, crisis and recovery. Existing studies generally divide a macroeconomic 
cycle into boom period and contraction period. That is, the crisis can be re-
garded as a turning point from prosperity to depression, while the recovery can 
be regarded as a turning point from depression to prosperity (Yang, 2010). Fluc-
tuations in the economic cycle cause changes in the external environment of en-
terprises, and enterprises make corresponding adjustments in the level of cash 
holding to fit such changes (Anand et al., 2018). 

Scholars at home and abroad have conducted more studies on this issue in re-
cent years, and there is a consensus that enterprises hold less cash holding in eco-
nomic boom period and more cash holding in economic recession period (Gu et 
al., 2010; Jiang & Liu, 2011). 

When it comes to the impact of macroeconomic environment, trade-off theory 
has been widely supported and recognized. 

In the macroeconomic boom period, companies generally have good operat-
ing conditions, healthy balance sheets, low defaults, and low external financing 
costs. Enterprises generally hold a certain amount of cash based on transaction 
motivation, and the level is close to the “optimal holdings”. In macroeconomic 
recession period, the enterprise operating performance deteriorate and default 
risks go up generally. Enterprises can be expected that the financing channels 
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may be thwarted and external financing costs will rise in this situation. Based on 
the precautionary motive, the companies often hold a certain amount of cash, 
which tends to be larger than “optimal holdings”. Thus, the dominant motiva-
tion for companies to hold cash varies at different stages of the economic cycle. 
It could be explained by the financial accelerator, which is because enterprise 
mortgage assets are pro-cyclical and agency costs are counter-cyclical (Bernanke 
et al., 1999). Enterprise’s external financing cost and financing constraints also 
are counter-cyclical, which leads enterprise choose corresponding cash holdings 
through balancing the costs and benefits. As a result, the level of cash holding 
also has the counter-cyclical characteristics. 

Especially in the period of financial crisis, the cost of adjusting cash holdings 
of enterprises increases significantly (Zhang & Li, 2011), thus the behavior of 
holding cash with preventive motivation is more obvious (Pereira & Morais, 
2018). 

3.2. Macroeconomic Uncertainty 

Enterprises, however, are always adjust the corresponding cash holdings through 
the perception of macroeconomic uncertainty instead of the current of the eco-
nomic cycle. Many scholars at home and abroad make the researches based on 
macroeconomic uncertainty (Baum et al., 2004; Baum et al., 2008; Gao et al., 
2017; Smietanka et al., 2018; Deng & Chen, 2015). 

The more stable macroeconomic environment is, managers’ prediction of the 
level of cash holding is more accurate. At the same time, the enterprises can 
show more uniqueness (Baum et al., 2004). When perceiving the uncertainty of 
the macro economy, the managers often increase the enterprises’ the level of 
cash holding based on preventive motivation in order to smooth the uncertainty 
(Baum et al., 2004; Gao et al., 2017; Liang et al., 2012; Deng & Chen, 2015). It 
could stabilize the step of the enterprises’ growth, and reduce the uncertainty of 
the environment caused by the large operation fluctuations. 

Due to the influence of macroeconomic cycle fluctuations, scholars broadened 
the perspective of research, such as industrial spatial clustering (Zheng & Cheng, 
2015), gender of senior executives (Zhou & Xiu, 2015), and financing constraints 
(Almeida et al., 2004; Denis & Sibilkov, 2009). Zheng & Cheng (2015) found that 
when the economy was in a downward trend, the value effect of cash holdings in 
low-agglomeration enterprises significantly increased, and it will significantly 
increase with the financing constraint degree from competitors going up. 

4. The Influence of Macroeconomic Policy on the Level of  
Cash Holding 

Macroeconomic policy is formulated by the government to promote the steady 
and healthy development of the economy. Thus, it has the counter-cyclical cha-
racteristics. The implementation of macroeconomic policies will also affect the 
level of cash holding of enterprises (Anand et al., 2018; Li, 2018). The influence 
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mechanism of macroeconomic policies includes two aspects: the specific imple-
mentation of macroeconomic regulatory policies (monetary policies and other 
macroeconomic policies) and macroeconomic policies uncertainty. 

4.1. Macroeconomic Regulatory Policies 

Many studies mainly focus on the impact of monetary policy on corporate cash 
holdings, and they agree that credit channel and interest rate channel play a ma-
jor role in transmission (Jiang & Yu, 2013). 

1) Interest rate channel. The traditional interest rate channel of monetary pol-
icy holds that central banks can regulate economic activity by influencing short- 
term nominal interest rates. This is due to price stickiness, and nominal interest 
rate can affect the real interest rate and thus the actual economic activity (Chris- 
tiano et al., 2005). According to the inventory management theory of Tobin 
(1956), the level of cash holding can be regarded as an inventory management 
problem. It shows that the opportunity cost of cash holding is the interest rate of 
buying other securities (such as bonds), so the interest rate can measure the cost 
of cash holdings. When monetary policy is tight, the money supply is low, lead-
ing interest rates rising. It means that the money price of funds goes up, reduc-
ing cash holdings. Silva & Adão (2018) used data from 1980 to 2013 in the United 
States finding that monetary policy can affect corporate cash holdings through 
interest rate channel, with nominal interest rate decreasing and corporate cash 
holdings increasing. 

2) Credit channel. Due to the incomplete capital market and single source of 
financing, China’s monetary policy is mainly transmitted through credit channel 
(Hu & Xie, 2009). Zhou & Jiang (2002) use the quarterly data from 1993 to 2001, 
finding that China’s monetary policy is dominated by credit channel. This is be-
cause that bank credit is susceptible to the monetary policy, thus changing the 
supply of loanable funds (Mishkin, 1995; Suo & Fan, 2007) and affecting the 
amount of external financing available. The tight monetary policy reduces the 
supply of credit, leading the external financing constraints strengthened, so the 
level of cash holding increases; in the period with loose monetary policy, the level 
of cash holding decreases (Zhu & Lu, 2009). 

No matter which transmission mechanism is based, monetary policy changes 
the scale and cost of financing, as well as the financing constraints of enterprises. 
Based on the precautionary motive, enterprises tend to hold a certain amount of 
cash in order to reduce the investment restrictions caused by financing con-
straints. 

4.2. Other Macroeconomic Regulatory Policies 

There are few researches on other macroeconomic regulatory policies. In terms 
of fiscal policy, Chen & Liu (2010) proposed a transmission mechanism of fiscal 
policy to corporate cash flow: fiscal policy—macroeconomic overall level—micro 
enterprise—corporate cash flow. The implementation of the proactive fiscal pol-
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icy has caused excessive enthusiasm for public investment in the credit market 
and capital market, neglecting the financing needs of small and medium-sized 
state-owned, as well as private economies, which has a negative impact on the 
enterprises with strong financing constraints (Zhang, 2014). 

In terms of industrial policies, with empirical research, Cheng (2016) found 
that the level of enterprises’ cash holding would increase with the development 
of the market in the positive industrial policies. At the same time, enterprises 
with a higher the level of cash holding with the influence of industrial policies, 
would also have a higher value. 

4.3. Economic Policy Uncertainty 

Economic policy uncertainty refers to the perception that economic subjects 
cannot make accurate judgments on whether, when and how the government 
will make economic policies in the future. Scholars generally hold that as policy 
uncertainty increases, enterprises hold more cash (Li & Shi, 2016; Cheng et al., 
2018; Phan et al., 2019). Based on the trade-off theory and pecking order theory, 
the greater uncertainty of economic policies, the more information asymmetry 
strengthens the preventive motivation of enterprises, and the more difficulty of 
external financing. The role of information asymmetry on increasing the cash 
holdings of enterprises is enhanced (Zhu & Sun, 2018). In the period of increas-
ing uncertainty of economic policies, the cash holding speed of enterprises is al-
so accelerated (Zhang et al., 2017). 

In addition, scholars further add some variables of corporate governance to 
discuss the impact of macroeconomic environment on the level of cash holding, 
such as property right nature (Zhang et al., 2013; Zhang et al., 2017), enterprise 
group (Cai et al., 2015), internal control (Xu et al., 2015), and manager risk pre-
ference (Chen, 2018). 

5. Conclusion 

Many scholars have discussed this issue based on macro perspective in recent 
years. The traditional trade-off theory and pecking order theory have a strong ex-
planatory power to explain the impact of macroeconomic environment on the 
level of cash holding of enterprises. Many scholars have discussed the aspects 
from macroeconomic fluctuations and macroeconomic policies: enterprises hold 
less cash during macroeconomic prosperity period, but more cash during eco-
nomic recession period; the aspect of macroeconomic policy mainly shows that 
the monetary policy influences the financing constraints of enterprises through 
interest rate channel and credit channel, and the level of cash holding will be af-
fected. Recently, considering the uncertainty of macro economy and macroeco-
nomic policy, it is believed that enterprises will also increase the level of cash 
holding based on the precautionary motive. 

In the future, as the capital market gradually being perfect and the financing 
channels gradually being rich, we need to focus on the interest rate channel of 
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monetary policy. At the same time, the scholars can further combine micro and 
meso factors with macroeconomic factors, considering the connected effect among 
them. In this way, it can further enrich researches about the macroeconomic en-
vironment’s influence on the level of corporate cash holding. 
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