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Abstract

This paper investigates the empirical determinants of liquidity (cash and near cash assets) for
a sample of industrial Jordanian firms over the period 2001-2010. The study focus on the
importance of cash flow, business risk, liquid assets substitutes, leverage, ability to access capital
markets, dividend's payment policy, investment (growth) opportunities. Our results show that both
trade-off and pecking order theories play an important role in explaining the determinants of cash
liquidity of Jordanian firms. The results of this study generally support the trade-off theory of cash
holdings. Precautionary and transaction motives play important roles in explaining the
determinants of investments in cash and near cash assets for Jordanian firms. Growth
opportunities, cash flows, liquid assets substitutes, and leverage are the important determinants of
corporate short-term investments in liquid assets in Jordan.

Keywords: liquidity, trade-off theory, pecking order theory, cash flow, leverage, net working
capital, firm size, firm market value, industrial firm, Amman Stock Exchange
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Min. Max. Mean Median Std.Dev.
CASH -0.392946 1.971990 0.097649 0.031286 0.199029
CF -0.592137 1.765014 0.130596 0.088571 0.245597
VOLT 0.016085 0.415327 0.099420 0.063542 0.087410
NWC -1.199466 1.206346 0.212573 0.063542 0.245004
LVRG 0.016764 1.794765 0.305365 0.269485 0.202272
SIZE 13.42679 20.75127 16.40241 16.24761 1.3267
DIVY 0.00 0.353846 0.028597 0.00500 0.042363
TOBINQ 0.385549 8.070894 1.452223 1.189960 0.944692
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Cash Holdings as a percentage of Net Assets
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variables CASH CF VOLT NWC LVRG SIZE DIVY TOBINQ

CASH 1.0000
CF 0.307105% 1.0000
VOLT 0.128544* | 0.111713%* 1.0000
NWC 0.179629* | 0.096876%* | -0.093919+= 1.0000
LVRG | -0.392604% | -0.219774% 0.028406 | -0.517028* 1.0000
SIZE 0.063048 0.182978% | -0.140911% | -0.220401% | 0.277414% 1.0000
DIVY 0.258418* | 0.432408* | -0.103507** | 0.203053* | -0.181694* | 0.188193* 1.0000
TOBINGQ | 0.272032% | 0331215 | 0.125301%* | 0.125301* | -0.10161** | 0.018736 | 0.062658 | 1.0000

* Significant at 1% level ** Significant at 5% level
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Variable Coefficient Std. Error t-Statistic Prob.
C 0.053934 0.023005 2.344471 0.0195
CF 0.045958 0.011429 4.021039 0.0001
VOLT -0.089839 0.072531 -1.238637 0.2162
NWC -0.081283 0.033620 -2.417679 0.0161
LVRG -0.092327 0.046077 -2.003734 0.0458
SIZE -0.018329 0.013898 -1.318826 0.1880
DIVY 0.095503 0.123153 0.775482 0.4385
TOBINQ 0.013625 0.007781 1.751166 0.0807
CASH(-1) 0.774736 0.078459 9.874400 0.0000
R-squared 0.659637 Mean dependent variable (cash ratio) 0.093566
Adjusted R- .

0.646224 Durbin-Watson stat 1717171

squared
F-statistic 49.17775 Prob(F-statistic) 0.000000
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