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[ WSS TWE, GHH]

Environmental Penalty and Corporate Cash Holding: Evidence from

Listed Firms in China
REN Ting', XIAO Youzhi’

(1. HSBC Business School, Peking University, Shenzhen 518055, China;2. State Information Center, Beijing 100087, China)
Abstract: As one of the most liquid assets, cash is an important part of firm liquidity management and financial decisions. Recently, the
environmental regulations have been continuously strengthened in China, which increases the likelihood of firms being penalized by environ-
mental protection authorities. As a specific form of environmental regulation, environmental penalties impact directly on firms’ cash holding
decision, due to the fact that firms need to respond timely to ensure business operations. From the perspective of environmental regulation,
as well as the theory of firm cash holding motivation, we test whether firms would like to increase their cash holding when they have been pe-
nalized by the environmental protection authorities, using the samples from A-share listed companies in mainland China from 2010—2019
and the publicly disclosed information of firms” environmental penalty. The results show that firms significantly increase their cash holding
when receiving penalties from the environmental protection authorities. The analysis of plausible channels shows that the increase of uncer-
tainty, as well as the prevention motivations, including reputation, risk-aversion and resource-seeking motivation are the main drivers to the
increase of cash holding.

Key Words: environmental penalty; cash holding; prevention motivation ; risk-aversion motivation ; reputation motivation ; resource-seeking

motivation
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