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ABSTRACT

The determinants of the cash holdings of the firms hold important consideration for
management and the investors of the company. In order to strike a balance between
the cost and the benefits the tradeoff theory suggest different important variables
which can significantly influence the level of the cash holdings in the firms such as
the leverage, investment opportunities, debt structure, ease of financing, substitute
assets, dividend payout and the size of the firm as important determinants in setting
the level of the cash holdings in the companies. The investment opportunities, Trade
credit, leverage, debt structure, liquid assets and the ease with which the companies
can obtain debt from the markets along with the size of the company as the key

determinants of the cash holdings of the firms.

The current study analyzed the determinants for the cash holdings of the companies
listed at the Karachi stock exchange. Data was collected for a sample of 100 top
Capitalization companies and then the variables are calculated for a period of six
years from 2006 to 2012, these results in 600 observations for a sample of 100 cross
sectional units for a period of six years. The data is then analyzed using the panel
data analysis techniques, both the fixed effect and the random effect model however

based on the results of the Test the Random effect model with robust standard error.

The results of the study propose that the cash holdings of the firms have an inverse
association with the size, leverage and the liquidity of the firm. The dividend payout
of the company is found to have a direct link with the cash holdings of the firms. The
profitability of the company however is found insignificant and no relationship is

found between cash holding a return on asset of the company.



ACKNOWLEDGEMENT

I humbly express gratitude to the mercifulness ofAllah Almightywho enabled me to
complete this thesis partial fulfillment of the requirement for the degree of Master of

Business Administration. | would like to express my very great appreciation to my

thesis Supervisor Sir QaziSubhan for his valuable and constructive suggestions

during the planning and development of this research work. His willingness to give

his time so generously has been very much appreciated.

| also have had the support of my family throughout the entire pursuit of a terminal

degree. Without their support, and pure willpower to succeed, | may have not made it

to this point.



DEDICATION

I would like to dedicate this work to my family and teachers whose sacrifices have

made this path of education work and throughout my continuing life worthwhile. |

also want to say special Thanks to my teacher Ma’am Sarosh Imranwho has

helps me and encouraged me a lot to complete my research work. I also dedicate this

research work to my friends especially Mehreen Kamal, Amber

AfshaandHaider Khan




Table of Contents

AABSTRACT ...ttt ettt ettt et et et et sttt e bt et eas et ete s ete s et ensebessebeseetets ebenteteasetens ii
DEDICATION. ...ttt et s e bbb s st s st et snsntee iv
CHAPTER 1 INTRODUCTION ....coiiiiiiirieiririieieisiisie sttt ssssssssesssssssssssssssssssssnnns 1
1.1 Background of the RESEArch .........cccooveiiiiciiicce e 1
1.2 Problem STatemeNt ..........oooiiiiiiiee s 3
1.3 Research Rational and IMpPOrtanCe...........cccoviieieieeieccce e 3
1.4 Objectives of the RESEAICN.........ccccciiiiiiccce s 4
1.5 Scope Of the FESEAICH.......cc.ccviice e 4
1.6 Layout Of the STUAY ........c.coiiiicicc e 5
CHAPTER 2 LITERATURE REVIEW ...ttt sse s 6
2.1 Trade Off TREOTMY ...ocueiieiie e 7
2.3 PecKing order TNEOIY .......coviiiiiciece st 12
2.3 EMPIFICal FINAINGS ...oovveiiieieiiiee e e 14
CHAPTER 3 METHODOLOGY OF THE RESEARCH .......coooooiircerieee et 19
3.1 ReSearch APPrOACH .......ccviiiiiiiee e 19
3.2 RESEAICH SrAtBOY....c.viivieiiiiiieie ettt 19
R 01 0] oL USSP P PSP 19
3.4 TIME HOFIZONS ...ttt nre s 20
3.5 Data Collection and ANAIYSIS.......cocueiiiiiriiieieseee e 20
3.6 RESEAICH DESIGN ....ocuviiiiiieiiecie ettt 20
3.6.1: ReSearch QUESLIONS ........cccuiiiuiiiee ettt ettt re e e ae e sree 20
3.6.2: Hypothesis of the reSearch...........ccccceveiiiicie i 21
3.7 RESEArCH SAMPIE ..o 21
3.7.1 Sample and sampling TEChNIQUE.........ccccviiiiiiic e 21
BT7.2VANTADIES ...t 22
3.8 Analytical MOEIS..........coveieiiceee e 25
3.8.1: Panel Data Analytical MOdElS...........ccccoviiiiiiieieccce e 25
3.9 Ethical CONSIAEIALION .......eivieieciieieceee e 27
310 LIMITALIONS ...ttt 27
CHAPTER 4 ANALYSIS AND FINDINGS......c.cotrerireiriieieisiseeisiseesie s essssssssssesnenes 28
0 R Y oo [Uod o] o TSSOSO USSP 28
4. 2 Pool OLS Regression MOdel...........cccoviiiiiiiciiiicsc e 28



4.3Fixed and Random Effect Model without Robust Standard Error...................... 30

4.3.1  Fixed EffeCt MOGEI ......ccooveiiieceee e 30
432 Random Effect Model..........cccoiiiiiiiie e 31
4.4 Test Of HEeteroSCedaStiCIty .......cccureririririeiierie e 32
4.5 Pool Regression with robust standard error ............cccooeveieieieieisiieeeee 33
4.5.1 Fixed EffeCt MOGEL........ccvoiieeiee e 33
4.5.2 Random Effect Model ..o 34
4.6 Haussmann SPecifiCation tEST...........ccererirerieiieieree e 36
4.7 FINdings Of the rESEAICH .......c.oiiiieicecee s 36
CHAPTER 5 CONCLUSION AND RECOMMENDATIONS ......cccooiiirireeeieeieeienes
5.1 CONCIUSION.....coitieiiiciiee ettt e re e e eneeteaneenaeeneennas 38
5.2 RECOMMENUALION. ......ciiiiieieeiiee ettt e st steanaesreeneennas 39
RETEIENCES ...ttt bbb bbbt a e snsnsens

vi



