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Cash holdings and earnings quality:

evidence from the Main and Alternative UK markets
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5. Conclusions

The study of how earnings quality and firm-level characteristics
affect cash balances for both AIM and Main UK markets has been ig-
nored in the literature. The understanding of earnings quality for both
markets is important due to the different regulatory environments and
distinct listing requirements. Using panel data analysis, we examine a
sample of 9673 non-financial firm-year observations in the UK for the
period 1998 to 2015.

This paper set out to address four main research questions: does
earnings quality matter when firms determine their levels of cash
holdings? Second, are the cash holdings determinants different for firms
in markets with different levels of financial disclosure and information
asymmetries (AIM and Main Market)? Third, is the impact of earnings
quality different for profit versus loss-making firms — does profit status
matter? Finally, do firm's growth and R&D expenses matter for cash
reserves and in particular for the impact of earnings quality on cash
levels? Our results support the following findings. First, in line with
expectations, we conclude that earnings quality is an important de-
terminant of cash holdings, a result consistent with the argument that
companies with lower levels of earnings informativeness have greater
difficulty in obtaining external finance and thus accumulate larger cash
reserves as a buffer for future financing needs.
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