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Table 3 Correlation Coefficients between Variables
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Internal Control and the Level of Corporate Cash Holdings

2t H 254t Cas
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Table 5 Regression Results for Managers’ Overconfidence and the Level of Corporate Cash Holdings ;
Effect of Enterprise Characteristics
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A
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A e Fe kil il = =i ¥kl ikl
B ATl 32 il il e el el il £
FUSLETET 2292 2292 2 292 2292 3903 2973
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Table 6 Regression Results for Managers’ Overconfidence and the Ways to Use Excess Cash
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- 0. 002" 0.226"* 0. 088 0. 090 0. 064 -0.152
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Table 7 Regression Results for Managers’
Overconfidence and the Value of Cash Holdings
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Table 8 Regression Results for Managers’ Over-
confidence and Dynamic Adjustment for Cash Holdings
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Table 9 Robust Test: Regression Results for PSM

HAER: Cas
Ayt
LA Hic=0 Hic=1
0.285"* 0.314**" 0.135 0.462**"
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Table 10 Robust Test:
Regression Results for Instrumental Variables
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Table 11 Robust Test: Regression Results for Changing the Method of Measuring Variables
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Managers’ Overconfidence, Internal Control and Corporate Cash Holdings

ZHENG Peipei, CHEN Shachua
School of Management, Xiamen University, Xiamen 361005, China

Abstract : The phenomenon of high cash holdings in listed companies is always the focus of scholars. However, Previous studies
on corporate cash holding are based on the traditional assumption of rational economic man. This assumption ignores the irrational
characteristics of managers, which is not in line with the reality.

In this context, based on the theory of behavioral finance, and from the perspective of managers’ irrationality, we systemati-
cally analyze and examine the inner mechanism between managers’ overconfidence and the level of corporate cash holdings and
the moderating effect of internal control, further explore the context effect of enterprise characteristics and how overconfident man-
agers use excess cash, We also test the relationship between managers’ overconfidence and the value of cash holdings, and the
dynamic adjustment of cash holdings. Using a sample of non-financial firms listed in the A-share market of Shenzhen Stock Ex-
change and Shanghai Stock Exchange between 2010 and 2016, we use the voluntary purchase of stocks by the managers as a
proxy for their overconfidence, and exploit STATA software and multiple regression method to test the hypotheses.

Our results show that, after controlling for other factors that can affect a company's cash holdings, managers’ overconfidence
is positively associated with their companies’ cash holdings. Quality of internal control negatively moderates this relationship. We
also find that the impact of managers’ overconfidence on the cash holdings is more significant in companies with higher financial
constraints, higher growth, and non-state ownership. Overconfident managers use most of the excess cash for future research and
development. The investors give higher evaluation of the cash holdings for the companies with overconfident managers, and this
effect is more obvious in companies with high quality of internal control. Overconfident managers adjust up the cash holdings fas-
ter than adjusting down the cash holdings.

This study combines behavior finance with traditional corporate finance in a cross-disciplinary integration. Our findings make
significant contributions to the theory by extending the literature on the economic consequence of managers’ overconfidence and
the determinants of cash holdings. The conclusions from our study can help mangers further understand the effects of their irra-
tional characteristics on corporate decisions. And our findings also have important significance for managers to improve the effec-
tiveness of the decision on cash holdings in practice.
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