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Abstract 
As an important external governance mechanism, product market competi-
tion has considerable impact on the marginal value of a company’s cash hold-
ings in various aspects. This paper examines the impact of predatory risk on 
the marginal value of cash holdings in product market by sampling Chinese 
A-share listed companies from 2000 to 2013. It shows that the predation risk 
in the product market increases the marginal value of cash holdings by 0.2 
Yuan. 
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1. Introduction 

It has been widely recognized that the product market competition has a far- 
reaching impact on important financial policies of a company. Various scholars 
have achieved fruitful results from different research aspects via endlessly strives. 
Many of their research focus on the interaction between the product market 
competition and capital structure. In recent years, with a rising in corporate cash 
holdings, scholars have gradually shifted their research perspectives. Neverthe-
less, Cash holdings play as one of the central role in the research of corporate 
finance. After the global financial crisis in 2008, the issue of cash holdings reap-
peared to be a hotspot of academic research. Cash holdings can help a company 
to cope with the shocks of unfavorable exogenous events, as well as to seize the 
favorable investment opportunities. 

At present, most scholars study the issue of cash holdings from the company’s 
characteristics, corporate governance and so on. And there is a small number of 
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scholars do research by considering the external business environment, such as 
product market competition. However, in our first understanding, there is no 
existing study on the impact of the product market competition on the marginal 
value of a company’s cash holdings. Different from the previous literatures that 
study the marginal value of cash holdings from the microcosmic perspective of 
the internal characteristics of the company or the macro-level of the state insti-
tutions, the paper is based on the company’s meso-level environment, and ex-
plores how the product market threat affect a company’s marginal value of cash 
holdings, and further to expand the research depth and breadth. 

The rest of the article is arranged as follows: Section 2 provides a brief litera-
ture review and theoretical analysis. Section 3 introduces a structure of empirical 
study, and Section 4 provides empirical analysis. The last section concludes and 
provides two directions for future research. 

2. Literature Review 

Bates et al. (2017) find that the value of cash holdings by U.S. non-financial 
firms has increased significantly over the past three decades. Meanwhile, more 
and more academic research focus on the relation between product market 
competition and cash holdings. We summarize the previous research from two 
aspects. 

2.1. Product Market Competition, Agency Confliction and Cash 
Utilization Efficiency 

As a kind of external governance mechanism, the product market has the dual 
function of information mechanism and restraint mechanism. On the one hand, 
the product market competition can provide the performance comparison stan-
dard for the external investors. Since the enterprises are influenced by the mar-
ket fluctuation simultaneously, if there are many enterprises on the market, the 
performance between the enterprises is comparatively comparable. Therefore 
the investors can easily identify the personal ability and effort lever of different 
managers, thus reducing the information asymmetry and supervision costs, and 
thus to some extent inhibit the management of the company’s free cash flow, 
improve the efficiency of the use of cash. On the other hand, competition in the 
product market increases the probability of corporate losses and bankruptcy li-
quidation, which puts greater internal pressure on insiders to force it to make 
greater efforts to improve operational efficiency (Hart, 1983; Schmidt, 1997). If 
the managers’ investment is inefficient of negative net present value, then the 
enterprise will eventually be out of the competitiveness of being expelled from 
the market, and the managers will be tragically eliminated, lost their jobs. The 
threat of bankruptcy liquidation allows managers to use cash more effectively. In 
the competitive product market, insiders who attempt to invade the sharehold-
ers’ wealth for their own use, will inevitably lead to the hardship of the business 
(Fama, 1980). 

Chhaochharia et al. (2017) study the relationship between market competition 
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and internal governance mechanisms. The results show that product market 
competition can be used as an alternative to internal governance. After the 
adoption of the SOX bill, companies in concentrated industries are making 
greater improvements in operating efficiency than those in non-centralized in-
dustries. It shows product market competition as an effective corporate gover-
nance mechanism can ease the issue of principal-agent, and motivate managers 
to work hard. Moreover, it can inhibit managers to squander cash flow and help 
to improve the efficiency of the use of funds, as well as to improve business per-
formance and increase corporate value. Therefore, from the agency point of 
view, in other conditions remain unchanged, the more intense product market 
competition, the higher the marginal value of the company’s cash holdings. 

2.2. Product Market Competition, Predatory Threat and Value of 
Cash Holdings 

Tesler (1966), Bolton & Scharfstein (1990) show that firms with strong finance 
will increase production and lower product prices to grab market share. Such 
predatory competition will force companies facing financing constraints into fi-
nancial distress and eventually withdraw from the market. The limitations of ex-
ternal funds hinder the competitiveness of companies lacking of cash in the 
product market, in turn, to promote the company with great financial strength 
to implement the predatory behavior. Chevalier & Scharfstein (1996) have 
shown that companies with insufficient cash holdings are less likely to invest in 
establishing market standings. In their model, the company directly decreases 
the price to obtain long-term market share, rather than taking the short-term 
profit maximization as a goal. 

However, generally, cash holdings are often used for strategic investments ra-
ther than predatory pricing, such as capital expenditure, R&D investment, net-
work placement, plant location, advertising, staff recruitment and mergers of 
important suppliers or business partners and so on. All in all, these studies show 
that cash-rich companies will use these resources to support competitive strate-
gies to improve their long-term performance in the product market. The indirect 
effect of cash is mainly on the impact of other competitors’ behavior. For in-
stance, the cash reserve can be seen as a weapon that can distort the competitor’s 
strategy. 

Fresard’s (2010) shows that a large amount of cash reserves will increase the 
company’s future product market share. It mainly because the company can use 
these reserves to provide support for strategic deployment, then the company 
can rely on its strong level of assets and liabilities, to use of pricing strategy to 
challenge the bottom card of the opponent. In addition, the company can also 
use cash reserves to do some competitive options such as choosing location for 
store or factory, efficient distribution network construction, advertising cam-
paigns and even hiring efficient employee. By cash accumulation to competitors 
to demonstrate the possibility of radical behavior, thus distorting competitors’ 
actions in the product market, cash holdings can be used as a pre-emptive strat-
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egy to influence competitors’ entry and production capacity expansion decisions 
(Benoit, 1984). 

In the imperfect capital market, external financing costs are higher than in-
ternal financing costs due to the existence of information asymmetry and agency 
problems. Hence the external and internal funds cannot be completely substi-
tuted (Fazzari et al., 1988). Enterprises do not always have access to funds at 
time in need, and have to give up valuable investment projects due to a lack of 
internal funds, resulting in insufficient investment, which eventually leads to the 
risk of predatory arising from the loss of investment opportunities and the mar-
ket share taking by competitors. By increase cash holdings, enterprises can not 
only compete with competitors in the price and production, but also have stra-
tegic investment in various aspects. Therefore, from a strategic point of view, in 
other conditions remain unchanged, the higher the risk of predatory in the 
product market, the greater the marginal value of the company to increase. 
Haushalter et al. (2007) find inter- and intra-industry evidence that the extent of 
the interdependence of a firm’s investment opportunities with rivals is positively 
associated with the size of its cash holdings. Alimov (2013) provide that the 
trade liberalization leads to a significant increase in the value of cash holdings 
for firms experiencing a larger shock to their competitive environment. Chi and 
Su (2016) find that the value of cash is significantly higher for firms facing high-
er predatory threats. 

In our research, we check the relation between predatory risk and the finance 
behavior of corporations based on the empirical data of China. Moreover, com-
pared to the effective markets in developed countries, China has an ineffective 
market and a special institutional environment, which may exert influence on 
the underlying relation. 

3. Design of Empirical Model 
3.1. Data Sources 

We select China A-share listed companies from 2000 to 2013 as the sample space 
for empirical analysis. Sample should be 1) non-financial companies and 2) 
companies with negative operating income, but three sorts of companies are ex-
cluded. That is 3) companies of negative net assets (total assets minus cash 
holdings) and of negative book shareholders’ equity, 4) companies with missing 
accounting indicators, and 5) excluding companies that have less than 12-month 
yield in a year. 

In order to exclude the effect of extreme values on the conclusions, this paper 
deals with all the values of the variables with 99% winsorization, i.e., all data be-
low the 1th percentile set to the 1th percentile, and data above the 99th percen-
tile set to the 99th percentile. 

The required financial data are from two Chinese databases, the China Stock 
Market & Accounting Research (CSMAR) and Wind Information (Wind Info.). 
Furthermore, CSMAR Database offers data on the China stock markets and the 
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financial statements of China’s listed companies, and Wind Information is the 
market leader in China’s financial data services industry, providing accurate and 
real-time fundamental data, exchange data, earnings estimate data, market data, 
and sophisticated communication platforms for financial professionals. 

3.2. Description and Measurement of Variables 
3.2.1. Measurement of Predatory Risk of Product Market 
By applying the approach of Haushalter (2007), we use the Beta of industry to 
measure the interdependence of investment opportunities between the firm and 
its competitors. Since the company’s stock price reflects the present value of fu-
ture cash flows, the company’s stock price is more sensitive to its competitors if 
the company shares a greater percentage of growth opportunities with its com-
petitors. Industry Beta reflects this sensitivity, that is, if the industry beta is 
greater, the greater the interdependence between the company and its competi-
tors, the higher the risk of predatory, and the more intense competition. We 
have 

, , 0 1 industry, 2 , , .i t i t t m t i tr R r rβ β β ε− = + ⋅ + ⋅ +                 (1) 

where ,i tr  is the monthly yield rate of sampled company with consideration of 
dividend reinvestment, industry,tr  is the average monthly yield rate of different 
industries, while the classification criteria is based on the Listed Companies In-
dustry Classification Guidelines issued by China Securities Regulatory Commis-
sion in 2012. The variable ,m tr  is the weighted average of the A-share monthly 
yield rate with the total market capitalization. The estimate samples of the coef-
ficients of regression model are using 36 to 60 months rolling data. The esti-
mated coefficient 1β  used to measure the sensitivity of the yield of individual 
stocks to the yield of the industry. A higher 1β  value implicate a stronger in-
terdependence of the company and the competitor, and a greater predatory risk 
and the more intense the product market competition. 

To make the estimation results better explained, this paper divides 1β  into 
two groups according to the value of estimated 1β . We set the group with larger 
value of 1β  to be 1, which implies a high risk of predatory, and set the group 
with smaller value of 1β  to be 0, which indicates a lower risk of predatory. 

3.2.2. Measurement of Marginal Value of Cash Holdings 
We add the variables of product market competition into the model of Faul-
kender & Wang (2006). The calculation process is as follows: According to the 
three-factor model of Fama & French (1993), we estimate that the monthly cu-
mulative excess return rate, then sum up to get the annual cumulative abnormal 
return (CAR). Fama & French (1993) divide the company size and book-to- 
market ratio (B/M) into 5 groups respectively, and construct 25 size-and-B/M 
investment portfolio. We choose the data of size of the company at June 30 of 
each year, and take the B/M ratio at December 31 of each year. 

To be specific, on the one hand, the size of the company is also known as the 
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market value of company’s equity, calculated by the closed stock price on the last 
work day of June times the total amount stock shares. All companies in sample 
are divided into five groups according to their size. On the other hand, rank the 
book-to-market ration from high to low and divide all companies in sample 
space into 5 groups. Then, by combing the two pairs of groups mutually, we 
have 25 benchmark portfolios, and each company finds its own benchmark 
portfolio. Furthermore, take the relative market value of a single stock (the ra-
tion of the market value of a stock and the total value of all stock in a group) for 
the weight, to find the weight average of monthly return of a stock from the July 
of t-th year to June of t + 1-th year, then to obtain monthly benchmark portfolio 
returns.  Finally, calculate the annual rate of return of each company relative to 
the benchmark portfolio with the return rate of the company’s stock and the 
monthly return rate of benchmark portfolio, and then distract the benchmark 
portfolio return rate from the annual return rate for each company, to get the 
cumulative annual excess rate of return for each stock. 
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        (2) 

Here, ,i tr  is the company’s stock return rate, ,i tR  is the company’s bench-
mark portfolio return, , ,i t i tr R−  is the company’s annual cumulative stock 
excess return rate, ,i tX∆  indicates the change of variable X of company i from 
the time t − 1 to time t. More specific, C is the sum of the monetary and transac-
tional financial assets; E is the earnings before interest and tax plus depreciation 
and the amortization (EBITDA); NA is the non-cash asset, i.e., the total assets 
minus the monetary funds and trading financial assets; RD is the research and 
development expenditure, if the data is missing, the value is 0; I is the interest 
expense; D is the total amount of cash dividends; L is the market value leverage 
level, calculated by dividing liabilities with interests with the sum of liabilities 
with interests and equity value; NF is the annual net financing, which is equal to 
the newly issued shares and bonds plus the new borrower minus the repayment; 
and M is the market value of equity. All notations are summarized in Table 1. 

Then we have 

, 1
1 2 3 ,

, 1

ˆ ˆ ˆˆ .i t
i t

i t

C
MVC L

M
λ λ λ−

−

= + +                    (3) 

Here, ˆMVC  is the marginal value of cash holdings, and îλ , 1,2,3i =  are 
coefficients. 

Based on (2), we add the product market competition, and the cross item of 
product market competition and cash increment, we have 
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Table 1. Notations. 

Notations Name of variable Definitions 

, ,i t i tr R−  Stock excess return Stock return minus benchmark portfolio return 

C Cash holdings Cash and short-term investments 

Beta Risk of predation 
The coefficient on industry returns in a model that 
regresses firm monthly stock return on market 
return and industry return. 

MV Market value of equity 
Market value of equity, equal year-end number of 
common shares outstanding times stock price 

E EBITDA 
Earnings before interest & tax plus depreciation 
and the amortization 

R&D Research & development Research and development expense 

NA Net asset Total assets minus cash and short-term investments 

L Leverage 
The sum of interest-bearing short-term debt 
and long-term debt 

NF Net Financing 
equity issuance plus debt issuance minus debt 
redemption 

I Interest Interest expense 

D Divided Dividend payment 
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Then, we apply regression analysis to the sample data using the Equation (4). 
After estimating the result, the marginal value of cash holdings becomes 

, 1
1 2 3 , 13 ,

, 1

ˆ ˆ ˆˆ .i t
i t i t

i t

C
MVC L PMC

M
β β β β−

−

= + + +               (5) 

The impact of predatory risk on the marginal value of cash holdings is re-
flected in the term 13PMCβ . Since PMC is a 0 - 1 variable, specifically, if the 
risk of predatory is high, the product market threat is large, then set the PMC to 
be 1; otherwise, take PMC to be 0. The impact of the risk of predatory on the 
marginal value of cash holdings is reflected in the significance level and size of 
the estimated parameter 3β̂ . If 3

ˆ 0β > , then a threaten risk in product market 
increase the marginal value of cash holdings. If 3

ˆ 0β < , then a threaten risk in 
product market decrease the marginal value of cash holdings. 
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4. Results and Analysis 
4.1. Descriptive Statistics 

We use Stata 12 to collect the sample description statistics in Table 2, the aver-
age excess return of sample listed companies is −0.011 and the standard devia-
tion is 0.429, which indicates that there is a great difference in the excess return 
rate of listed companies in China. The average of the industry Beta is 0.966 and 
the standard deviation is 0.579, which indicates that there are large differences in 
the risk of predatory in China. 

Moreover, the average cash holdings are 0.15; the average market leverage is 
0.219; the average cash holdings change is 0.014; the average EBIT change is 
0.011; the average net asset change is 0.113; the average market value is 0.113; 
the change in R & D expenditure is 0.001 for the lagged market value. The aver-
age cash dividend payout is 0.001% of the lagged market value. The average in-
terest payment is 0.002, and the average annual net financing is 0.055. 

4.2. Results 
4.2.1. Excess Returns Based on the Fama-French Benchmark Portfolio 
To ensure the conclusions are more robust and reliable, this paper uses the 
mixed ordinary least square (OLS) regression, the OLS regression with industry 
and year controlled, and fixed effect (FE) method of panel data to estimate equa-
tion (4). The results are shown in Table 3. 

From the results shown in Table 3, the coefficient of the cross-term of the 
lagged cash and the cash change is not significant; but the coefficient of the 
cross-term of the financial leverage and cash changes are significantly negative at 
the 1% level, indicating that in other variables remain unchanged, the value 
adding of a company by increasing in cash holdings largely fall into the hands of 
creditors. As the financial leverage increases, the marginal value of the compa-
ny’s cash holdings decreases. 

 
Table 2. Descriptive statistics. 

 Mean SD 5%th Median 75%th Observations 

ri,t − Ri,t −0.011 0.429 −0.204 −0.059 0.117 14860 

ΔCi,t 0.0138 0.087 −0.024 0.003 0.0372 14860 

Beta 0.966 0.579 0.671 0.960 1.225 14860 

ΔEi,t 0.011 0.058 −0.007 0.006 0.023 14860 

ΔNAi,t 0.113 0.217 0.005 0.059 0.158 14860 

ΔRDi,t 0.001 0.005 0.000 0.000 0.000 14860 

ΔIi,t 0.002 0.009 −0.001 0.000 0.004 14860 

ΔDi,t 0.001 0.009 −0.001 0.000 0.002 14860 

Ci,t−1 0.150 0.138 0.056 0.108 0.199 14860 

Li,t 0.219 0.180 0.072 0.176 0.334 14860 

NFi,t 0.055 0.131 −0.005 0.015 0.082 14860 
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Table 3. Product market competition and marginal value of cash holdings: Fama-French 
Benchmark Portfolio. 

 Pool OLS Pool OLS FE FE Panel FE Panel FE 

ΔCi,t 
0.732*** 

(9.19) 
0.617*** 

(6.55) 
0.970*** 
(12.04) 

0.848*** 
(8.59) 

1.109*** 
(12.82) 

0.969*** 
(9.57) 

Ci,t−1ΔCi,t 
0.228 
(1.11) 

0.253 
(1.23) 

0.021 
(0.10) 

0.048 
(0.24) 

−0.031 
(−0.14) 

0.011 
(0.05) 

Li,tΔCi,t 
−1.445*** 

(−7.20) 
−1.423*** 

(−7.09) 
−1.693*** 

(−8.47) 
−1.667*** 

(−8.34) 
−1.523*** 

(−7.14) 
−1.493*** 

(−7.00) 

ΔEi,t 
1.335*** 
(21.02) 

1.331*** 
(20.99) 

1.522*** 
(23.70) 

1.520*** 
(23.7) 

1.360*** 
(20.84) 

1.358*** 
(20.82) 

ΔNAi,t 
0.220*** 
(10.37) 

0.220*** 
(10.48) 

0.253*** 
(11.90) 

0.255*** 
(12.01) 

0.225*** 
(10.05) 

0.224*** 
(10.0) 

ΔRDi,t 
2.433*** 

(3.91) 
2.408*** 

(3.88) 
3.387*** 

(5.25) 
3.402*** 

(5.28) 
3.290*** 

(4.74) 
3.290*** 

(4.74) 

ΔIi,t 
0.235 
(0.55) 

0.227 
(0.54) 

−1.043** 
(−2.37) 

−1.057** 
(−2.41) 

−0.468 
(−1.03) 

−0.497 
(−1.1) 

ΔDi,t 
3.029*** 

(8.32) 
3.066*** 

(8.42) 
2.706*** 

(7.47) 
2.743*** 

(7.57) 
1.939*** 

(5.26) 
1.933*** 

(5.25) 

Ci,t−1 
0.238*** 

(9.00) 
0.244*** 

(9.22) 
0.440*** 
(15.16) 

0.447*** 
(15.43) 

0.896*** 
(21.78) 

0.895*** 
(21.77) 

Li,t 
−0.452*** 
(−21.29) 

−0.452*** 
(−21.31) 

−0.627*** 
(−25.95) 

−0.627*** 
(−25.99) 

−1.052*** 
(−29.18) 

−1.052*** 
(−29.21) 

NFi,t 
0.009 
(0.25) 

0.013 
(0.37) 

0.095** 
(2.59) 

0.100*** 
(2.73) 

0.085** 
(2.18) 

0.092** 
(2.37) 

PMCi,t  
0.029*** 

(4.33)  
0.031*** 

(4.65)  
0.037*** 

(4.29) 

PMCi,tΔCi,t  
0.213** 
(2.32)  

0.227** 
(2.50)  

0.248*** 
(2.57) 

Industry effect NO NO Yes Yes NO NO 

Year effect NO NO Yes Yes Yes Yes 

Observations 14860 14860 14381 14381 14860 14860 

R−square 12.17% 12.31% 16.52% 16.69% 18.15% 18.33% 

Note: Robust standard errors are reported in parentheses; ***, **, * indicate significant levels at 1%, 5%, and 
10%, respectively. 

 
In the absence of product market competition and the cross-term of product 

market competition and cash changes, we apply three different estimate ap-
proaches, the Pool OLS, the OLS with controlling industry and year effects, and 
panel data models with time and individual fixed effects, to obtain marginal val-
ue of cash holdings. Results are quite different, and the estimated results are 
0.416, 0.599 and 0.775, respectively. In such case, it shows that the cross-term is 
significantly positive at the 5% level, indicating that the product market compe-
tition improves the marginal value of the company’s cash holdings. Specifically, 
compared to companies that do not facing fierce competition in the product 
market, product market competition makes the company’s cash margin value 
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increased by 0.2 yuan. The marginal values of cash holdings obtained from three 
approaches are 0.518, 0.710 and 0.890, respectively. 

4.2.2. Excess Return Based on Integrated Market Returns 
The Fama-French benchmark portfolio return is based on the data of the devel-
oped countries, while China’s capital market is relative immature. The number 
of listed companies is relatively small, which to some extent affect the Fama- 
French combination method in China’s applicability. Therefore, in the calcula-
tion of excess return for each stock, in addition to use the Fama-French portfolio 
to adjust the stock return, we also use the integrated market returns to adjust the 
stock return. The regression results are shown in Table 4. 
 
Table 4. Product market competition and marginal value of cash holdings: Based on in-
tegrated market returns 

 Pool OLS Pool OLS FE FE Panel FE Panel FE 

ΔCi,t 
1.353*** 
(15.38) 

1.118*** 
(18.42) 

1.040*** 
(12.65) 

0.898*** 
(9.31) 

1.241*** 
(14.04) 

1.083*** 
(9.57) 

Ci,t−1ΔCi,t 
−0.287 
(−1.27) 

−0.252 
(−1.11) 

−0.243 
(−1.17) 

−0.214 
(−1.03) 

−0.298 
(−1.34) 

−0.251 
(−1.13) 

Li,tΔCi,t 
−2.148*** 

(−9.69) 
−2.114*** 

(−9.55) 
−1.546*** 

(−7.58) 
−1.514*** 

(−7.44) 
−1.457*** 

(−6.69) 
−1.421*** 

(−6.53) 

ΔEi,t 
1.553*** 
(22.13) 

1.547*** 
(22.09) 

1.520*** 
(23.35) 

1.527*** 
(23.36) 

1.356*** 
(20.34) 

1.353*** 
(20.32) 

ΔNAi,t 
0.233*** 

(9.69) 
0.236*** 
(10.13) 

0.220*** 
(10.18) 

0.224*** 
(10.38) 

0.207*** 
(9.07) 

0.207*** 
(9.04) 

ΔRDi,t 
2.433*** 

(3.91) 
3.932*** 

(5.74) 
3.396*** 

(5.16) 
3.342*** 

(5.22) 
3.623*** 

(5.10) 
3.628*** 

(5.12) 

ΔIi,t 
0.235 
(0.55) 

0.235 
(0.55) 

−0.572 
(−1.28) 

−0.585 
(−1.31) 

0.068 
(0.15) 

0.035 
( 0.08) 

ΔDi,t 
−4.377*** 

(9.35) 
−4.384*** 

(−9.38) 
2.900*** 

(7.85) 
2.956*** 

(8.01) 
2.354*** 

(6.25) 
2.343*** 

(6.23) 

Ci,t−1 
0.493*** 
(16.88) 

0.503*** 
(17.26) 

0.528*** 
(17.85) 

0.541*** 
(18.31) 

1.040*** 
(24.73) 

1.038*** 
(24.72) 

Li,t 
−0.835*** 
(−35.60) 

−0.835*** 
(−35.69) 

−0.732*** 
(−29.74) 

−0.733*** 
(−29.84) 

−1.234*** 
(−33.49) 

−1.235*** 
(−33.56) 

NFi,t 
0.256*** 

(6.37) 
0.264*** 

(6.57) 
0.124*** 

(3.33) 
0.133*** 

(3.56) 
0.125*** 

(3.13) 
0.134** 
(3.37) 

PMCi,t  
0.052*** 

(7.09)  
0.053*** 

(7.73)  
0.050*** 

(5.64) 

PMCi,tΔCi,t  
0.310*** 

(3.06)  
0.267*** 

(2.88)  
0.279*** 

(2.83) 

Industry effect NO NO Yes Yes NO NO 

Year effect NO NO Yes Yes Yes Yes 

Observations 14860 14860 14381 14381 14860 14860 

R−square 20.05% 20.40% 35.42% 35.75% 38.08% 38.29% 

Note: Robust standard errors are reported in parentheses; ***, **, * indicate significant levels at 1%, 5%, and 
10%, respectively. 
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From the Table 4, the correlation coefficient of the lagged cash and the 
change of cash holdings is not significant, but the correlation of the financial le-
verage and the change of cash holdings is significantly negative at the 1% level, 
indicating that in other cases remain the same, with the increase in financial le-
verage, the marginal value of the company’s cash holdings decreases. 

In the absence of product market competition and the cross-term of product 
market competition and cash changes, we apply three different estimate ap-
proaches, the Pool OLS, the LOS with controlling industry and year effects, and 
panel data models with time and individual fixed effects, to obtain marginal val-
ue of cash holdings. Results are quite different, the marginal value are 0.883, 
0.701 and 0.922, respectively. In such case, it shows that the cross-term is signif-
icantly positive at the 5% level, indicating that the product market competition 
improves the marginal value of the company’s cash holdings. Specifically, com-
pared to companies that do not facing fierce competition in the product market, 
product market competition makes the company’s cash margin value increased 
by 0.3 yuan. The marginal values of cash holdings obtained from three ap-
proaches are 0.965, 0.833 and 1.051, respectively. 

5. Conclusion 

In previous study of cash holdings theory, scholars usually focus on company’s 
characteristics, corporate governance and so on. As an important external go-
vernance mechanism, the product market competition can reduce the agency 
conflict and play a strategic role in the company development, and will inevita-
bly affect the marginal value of cash holdings. 

Instead of studying the marginal value of cash holdings from the internal cha-
racteristics of the company, we focus on the external mechanism from the prod-
uct market competition to explore the company’s cash holdings marginal value, 
and further expand the research content and scope of cash holdings issue. Based 
on the sample of A-share listed companies in China from 2000 to 2013, the re-
search shows that the risk of predatory in the product market increases the mar-
ginal value of cash holdings, and it increases the marginal value of cash holdings 
by about 0.2 Yuan. 

In addition, the study also finds that, in other cases remain unchanged, with 
the increase in financial leverage, the marginal value of the company’s cash 
holdings will reduce. And there is no evidence that the amount of cash holdings 
has an impact on the marginal value of the company’s cash holdings. 

Due to China’s special institutional background, state-owned enterprises may 
have soft budget constraints. For China’s credit market, the government has a 
decisive influence on the allocation of credit resources (Fang, 2007). In most 
cases, the government has the right to decide which companies to provide loans. 
Hence more credit funds are provided to state-owned enterprises or closely re-
lated companies (Li et al., 2009; Fang, 2007). Whether this relationship will 
weaken the relationship between the predation risk and the value of cash holding 
is worth for further study. In addition, we can draw on the methodology of Ho-
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berg & Maksimovic (2014) to analyze the financial report based on the computer 
linguistics method to construct the index of market liquidity, then to explore 
more accurately the relationship between the risk of predation and the value of 
cash holdings. 
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