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An Empirical Study on the Relationship between
Cash Holdings and Profitability

YANG Yuanxia
(Business School, Hunan University of International Economics, Changsha 410205, China)

Abstract: Cash holdings and profitability of company management are two important aspects. Cash is an asset, and
cash holdings will affect the management state and profitability of company. Studying on the relationship between cash
holdings and profitability not only enriches the theory of cash holdings and corporate governance theory, but also helps
the company to strengthen cash management, and helps investors make the best investment decisions. Selecting a
sample of 1155 A-share companies listed from 2005 to 2010, through establishing of the linear regression model, this
paper empirically examines the relationship between cash holdings and profitability, using the proportion of cash assets
and monetary fund as the explained variables and return on total assets, return on net assets, net profit rate of the main
business and net profit as the explanatory variables. The results shown that there is positive correlation between cash
holdings and profitability, and cash holdings has a significant positive correlation with net profit. There is a significant
positive correlation between the proportion of cash assets and t return on net assets, but it is a faint positive correlation
with return on total assets, net profit rate of the main business.
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