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Abstract 
A company’s cash holdings are closely related to its performance and market 
capitalization, as well as the decision preference and management mode of 
managers. Among the factors affecting cash holdings, the social relationship 
between the most two important executives of a company, CEO and CFO, 
plays an important role. Accordingly, this paper studies the influence of fel-
low villagers’ relationship and alumni’s relationship on cash holdings of listed 
companies, which not only enriches the literature about the impact factors of 
CEO-CFO social relationship, but also provides practical guidance for cash 
holding adjustments of listed companies. 
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1. Introduction 

Cash holding policy is the basis of financial policies, so how to optimize the al-
location of the company’s cash assets is a common concern of academia and en-
terprises. According to the agency theory, CEOs of listed companies hope to in-
vest more cash, build a stronger business empire to increase their social reputa-
tion and income, and so hold less cash. But as the CFO of the company, his main 
duty is how to allocate cash assets more reasonably and prevent the company 
from financial distress in the future, and ensure the orderly progress of the 
company’s investment, so need to retain more cash holdings. Therefore, the pol-
icy objectives of CEO and CFO are different, which leads to the conflict of cash 
holding policy. 

This paper examines the impact of the social relationship between CEO and 
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CFO on the cash holdings of Chinese listed companies. As complex “Guanxi” 
existing in China, the influence of social relations is very extensive, especially the 
relationship between fellow countrymen and alumni. If two people have the re-
lationship of fellow countrymen or alumni, the psychological distance between 
them will be narrowed and the communication will be more convenient. Consi-
dering their duties, CFOs not only provide professional support to the compa-
nies’ finances, but also have the responsibility to supervise CEOs. Being pru-
dence, the CFO is more willing to increase cash holdings to reduce the risk of 
capital flow, while the CEO may sacrifice some capital flows for the earning 
growth, seeking profit maximization of the company. However, when the CEO 
and the CFO have a close social relationship, the CFO will be more likely to 
agree with the CEO’s decisions and assist CEO strategically with professional 
knowledge. When CEO and CFO have conflict in cash holding policy objectives, 
due to the social relationship between them, CEO and CFO can better cooperate 
to reduce the agency cost of CEO, and add the cash holding level of the listed 
company, so as to prevent the company from falling into financial distress in the 
future. Hence, the similar social background of CEO and CFO will challenge 
their mutual supervision to each other. Therefore, it is necessary to study the so-
cial relations between CEO and CFO.  

The existing literature focuses on how the characteristics, professional back-
ground, graduate schools and other indicators of CEO and CFO influence cash 
holdings and usage, while there are few researches on the CEO-CFO relation-
ship, the alumni relationship, and even less researches on other social relation-
ships such as the ownership relationship. 

Cash holding is the basic indicators of a company. As one of the necessary 
conditions for a company’s production and operation, it has a great impact on 
the company’s efficiency. The amount of cash holdings plays a decisive role in 
the company’s scale, risk tolerance and financing ability. Cash holdings and li-
quidity issues have a great impact on the company’s finances. In the case of 
management’s large cash holdings, the return on funds will have a certain nega-
tive impact. While enhancing the ability to resist risk, the probability of income 
is also reduced. At the same time, according to the trade-off theory and pecking 
order theory, cash holdings will affect the value of enterprises. The study on the 
influencing factors of cash holdings is of great significance to the study of enter-
prise value. Therefore, this paper studies the influence of social relationship be-
tween CEO and CFO on cash holdings. In this paper, taking cash holdings as the 
dependent variable, social relations between CEO and CFO as the independent 
variable, and controlling other irrelevant variables such as industry type, a ma-
thematical model is established to study whether the social relations between 
CEO and CFO will have a significant impact on cash holdings. 

The data selected in this paper come from various databases (including 
RESSET, CSMAR and other databases), which are used to screen and sort out 
most listed companies that have published the social relationship between CEO 
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and CFO, expanding the research field of previous literature, and providing em-
pirical support for the perspective and influence of social relationship of execu-
tives on enterprise value. At the same time, in a practical sense, it provides a ref-
erence for the company in terms of improving the company’s value and perfor-
mance, and has an incentive effect on better disclosing the information of the 
company’s senior management team. 

This paper proceeds as follows. Section 2 reviews the related literature and 
proposes research hypotheses. Section 3 presents research design. Section 4 
shows the empirical results. Section 5 concludes. 

2. Literature Review and Research Assumptions 
2.1. Literature Review of Social Relations 

Social relationship usually refers to the relationship between people formed in 
the process of production and living together. “Guanxi” always takes an impor-
tant position in Chinese society, and various human relationships have impacts 
on social and economic development. Upper echelon theory suggests that man-
agers’ personal characteristics such as cognition, preference to a large extent de-
termines the performance of the company. Compared with individual managers, 
the interaction between members of the senior management team is even more 
crucial to impact the company (Hambrick et al., 1996), and the social relation-
ship between executives will also affect the company’s business decisions. 

In the existing literature, researches on the social relations among senior ex-
ecutives focus on their political relations, colleague relations and family rela-
tions, while only a few papers pay attention to the hometown- and alum-
ni-relations. 

In recent studies on alumni relationship, Xie and Li (2017) conclude that the 
similar school experience, growing memory and cultural gene from the same 
Alma mater emotionally link the alumni together with mutual identity and trust. 
Cohen and Frazzini (2008) believe that private information can be passed be-
tween fund managers and company executives through alumni relationship, thus 
affecting the allocation and investment returns of institutional investors. Lu and 
Hu (2014) confirm that the fellow relationship among the CEO and the board of 
directors increases the operational risk of enterprises. Yu et al. (2018) proves 
that the stronger the regional relationship between chairman and CEO is, the 
worse the internal control quality of listed companies will be. Zhang and Yuan 
(2020) argue that in mergers and acquisitions, although the CEO alumni rela-
tions is conducive to reduce the information asymmetry by getting more useful 
decision information, but it may promote the collusion of CEOs from both sides, 
leading to principal-agency problem. CEOs from both sides have plenty of mo-
tivation to maximize personal benefits against cooperate value. In details, the 
CEOs of acquirers seek to retain themselves or their team, and the CEOs of ac-
quires seek compensation raise. Hu (2020) believes that the township does play a 
important role in the inefficient investment practice of enterprises, which is in 
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the form of over-investment. It has passed a variety of robustness tests that the 
enterprise with the general manager and the chairman from the same town has 
lower investment efficiency. 

2.2. Literature Review of Cash Holding Policies 

This paper studies the impact of CEO-CFO social relationships on cash holdings 
of listed companies, which is an important financial index of enterprises. So the 
impact factors of enterprise cash holdings is also the object of this paper, in or-
der to explain how the social relationship between CEO and CFO influences 
cash holdings of listed companies. The current empirical researches of cash 
holding impact factors mainly focus on those at the company level. Opler et al. 
(1999) empirically prove that the cash holdings have significantly positive rela-
tionship with cash flows, while negatively related with financial leverage, the dif-
ficulties in financing, dividend payments and etc. Martínez-Sola et al. (2018) ex-
plore that there exists positive correlation between cash holdings and short-term 
debt ratios, but negatively related with long-term debt rates. Hu and Jiang (2005) 
study listed companies in China from 1998 to 2002, and empirically conclude 
that the company size is positively related to cash holdings, and the liabilities, 
cash substitutes and the company age are negatively related to cash holdings. 
Yang and Sun (2007) find that cash holdings of enterprises is negatively related 
to financial leverage and net working capital, and is positively related to invest-
ment opportunities. 

The level of cash holdings of listed companies will also be affected by corpo-
rate governance factors. Studies such as Yang (2008) claim that companies with 
greater management power have higher levels of cash holdings, but the lower 
value of cash holdings. Liao and Xiao (2009) show that corporate governance 
plays an important role in the company’s cash holdings.  

The personal characteristics of company executives can also impact the com-
pany’s cash holdings. Xu et al. (2018) points out that the CFOs’ abilities are re-
lated to cash holdings, that is, due to their moderate self-confidence, the CFOs 
with strong abilities believe that a major crisis is unlikely to happen, thereby it 
seems natural to reduce the preventive motivation a well as the cash holdings of 
companies. Shen (2018) lists that the education of executives is positively related 
to the company’s cash holdings, while the age of senior executives is negatively 
related to cash holdings. In addition, the relationship between company execu-
tives also has an impact on the level of cash holdings of listed companies. Re-
search by Chen Huangyue and Yu Huanmin (2018) shows that when the CEO 
and CFO have an alumni relationship, the value of the company’s cash holdings 
increases significantly, hence increasing the company’s cash holdings.  

2.3. Research Hypothesis 

According to current literature on the impact factors of listed companies’ cash 
holdings, there are many complicated factors affecting the cash holdings of listed 
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companies, including corporate governance, individual executives’ background 
and experience, the macro- and enterprise-economic environment, the company 
capital structure and etc. It can be concluded that the personal characteristics of 
the company’s executives impact the company’s cash holding level in many 
ways, among which the social relationship between the CEO and the CFO is a 
widespread impact factor. 

CEOs and CFOs play an important role in the operation and performance of 
listed companies. The CEO with the full name as the chief executive officer of 
the company is responsible for business decision-making and the daily affairs of 
the company, which is directly affecting the company’s business development. 
As an important resource and value manager of the company, the CFO with the 
full name as the chief financial officer of the company, is mainly responsible for 
the company’s financial management, project valuation, risk management, 
product development, strategic planning and other financial related affairs. As 
the core members of the executive team, the relationship of the CEO and the 
CFO tends to get closer. Their decision-making is important to the enterprise 
business development, and they are jointly responsible for the company’s cash 
holding decisions. As the most basic and important financial index of the com-
pany, the realization of the value effect largely depends on the company’s cash 
holding strategy chosen by the company managers and the cash using efficiency. 

China is a relationship-based country, where social relationships much influ-
ence the economic life. Therefore, considering Chinese cultural and economic 
environment, as well as the important role of the CEO and the CFO in listed 
companies, it is necessary to study the social relationship between CEO and CFO 
of listed companies. Furthermore, to explain the impact of CEO-CFO social re-
lationship on cash holdings of listed companies is of great significance to the 
operation and performance of the company. 

However, the existing research on the cash holding value of listed companies 
focuses on product market competition, financing constraints, corporate gover-
nance mechanism and other internal and external environmental factors. Some 
papers involve the impact of the personal characteristics of company executives 
on cash holdings, but the CEO and CFO, as the two important executives of the 
company, are rarely discussed, not to mention their social relationship and its 
impact on cash holdings. But the social relationship between the CEO and the 
CFO can affect the cash holding level of listed companies in various ways, for 
example, the social relationship between the CEO and the CFO affects the com-
pany’s cash dividends, besides, whether the CFO enters the board of directors 
has impact on the cash holding decision of listed companies, which is jointly de-
cided with the CEO. 

Therefore, we intend to analyze the impact of the social relationship between 
the CEO and the CFO on the company cash holding value. Accordingly, the re-
search hypothesis is proposed as below. 

Hypothesis 1: The CEO-CFO social relationship increases the cash holding 
level of listed companies. 
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3. Research Design 
3.1. Data Selection and Model Setting 

In order to study the influence of CEO-CFO social relationship on corporate 
cash holdings, this paper takes the searchable relationship of senior executives in 
listed companies as the research objective. To reduce data gaps and make the 
annual review of the data, we choose the data from January, 2002 to December, 
2019. The data mainly comes from CSMAR and RESSET which contain the 
Chinese listed firms’ finance and accounting data, and the missing data of the 
CEO-CFO relationship is hand-collected from the senior executive information 
on the website of Sohu finance. After comparative analysis, we eliminate the 
invalid and missing data, and obtain 33,740 financial information about the rela-
tionship of CEOs, CFOs and their companies. Based on our research hypothesis, 
this paper puts forward the following empirical model: 

, 1 , 2 , 3 ,

4 , 5 , 6 , 7 ,

8 , ,

i t i t i t i t

i t i t i t i t

i t i t

Cash relationship cf Lev
Size Nwc Capex Growth

DummyDiv Industry Year

= α +β ∗ +β ∗ +β ∗

+β ∗ +β ∗ +β ∗ +β ∗

+β ∗ + + + ε∑ ∑
 

We use cash holdings as the dependent variable to measure the market value 
and performance of listed companies. There are three reasons. Firstly, accor-
dingly to the static trade-off theory, the company has the optimal debt financing, 
and the cash holdings of the company is related to the external financing costs. 
Second reason is the asymmetric information theory. The asymmetric informa-
tion not only makes external financing very difficult, but also increases the cost 
of external financing. Hence, higher cash holdings increase the internal financ-
ing, which is conducive to reducing costs. Thirdly, the agency theory and free 
cash flow hypothesis hold that the interests of shareholders and agents are in-
consistent, so some agents will maximize their own interests to abuse free cash 
by putting free cash into the projects with negative net present value easily. In 
this paper, cash holdings are divided into two components, one is cash 1, which 
is the ratio of cash value to total assets, and the other is cash 2, which is the sum 
of cash and short-term investments divided by total assets. 

The independent variable Relationship is the relationship between the CEO 
and the CFO, which is marked as 1 when they share coeducation relationship or 
countryman relationship, and 0 otherwise. This variable mainly indicates 
whether there is social relationship between the two: countryman relationship or 
alumni relationship. The control variables are the operating cash flow (Cf), as-
set-liability ratio Lev, company Size size, net working capital Nwc, capital ex-
penditure Capex, operating income Growth rate, dividend policy DummyDiv. 
These seven indicators further explore whether social relations between CEO 
and CFO have different effects on cash holdings when operating cash flow, as-
set-liability ratio, company size, net working capital, capital expenditure, growth 
rate of operating income and dividend policy are different. Table 1 presents the 
detail definition of variables.  
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Table 1. Definition variables. 

Variable  
type 

Variable  
symbol 

Variable name Variable definition 

dependent 
variable 

Cash1 Cash holdings cash/total assets 

Cash2 Cash holdings 
holdings (cash + short − term investments) 

/total assets 

independent 
variable 

Relationship 
CEO-CFO  

social relations 

When the CEO and CFO graduate school or 
place of birth are the same, Relationship = 1, 

otherwise Relationship = 0 

Control 
variable 

Cf Operating cash flows Operating cash flows/total assets 

Lev Gearing ratio Total liabilities/total assets 

Size Company size ln(Total assets) 

Nwc Net working capital 
(current assets-current liabilities-cash) 

/total assets 

Capex 
Capital  

expenditure 

[Year t (fixed assets + intangible assets + other 
non-current assets) − Year t − 1 (fixed assets + 
intangible assets + other non-current assets)] 

Growth 
Revenue  

growth rate 
(revenue for Year T-revenue for Year t − 1) 

/revenue for Year t − 1 

 dummydiv Dividends paid 
when cash dividends are paid, dummdiv = 1; 

otherwise, dummdiv = 0. 

3.2. Statistical Description of the Data 

Table 2 presents the descriptive statistical result for each variable. During the 
studied period, the cash holding proportion in the first cash holdings of Chinese 
listed companies is 18.73% of total assets, and the second cash holding propor-
tion is 19.09%. These two close numbers indicate that cash holdings of Chinese 
listed companies are mainly in cash form with small amount in short-term in-
vestment. The proportion of alumni relationship or fellow relationship between 
CEO and CFO from Chinese listed companies is 22.79%, indicating the impor-
tance of the social relationship between CEO and CFO in listed companies in 
studying cash holding. The cash dividend payment rate of 67.09%, which shows 
that most Chinese listed companies pay cash dividends, the proportion of oper-
ating cash flow to total assets is relatively small as 4.26%, and the ratio of assets 
to liabilities is 51.31%, indicating that the ratio of assets to liabilities of listed 
companies in China is high. 

4. Empirical Results 

Table 3(b) is the regression result of how CEO-CFO alumni relationship and 
hometown relationship influence the enterprise cash holdings. In the first re-
gression with the dependent variable not including the cash holdings of short-term 
investment, the CEO-CFO’s alumni- and hometown-relationship have positive 
impact on the cash holdings of the business at 1% significance level with the 
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coefficient as 0.0118. It shows that the cash holding value of the companies with 
CEO-CFO alumni or hometown relationship is 1.18% higher than the compa-
nies without such social relationship, which fits with our expectations. When 
there is a social relationship between the CEO and CFO, the communication 
between the two is more smooth, the decision-making is more effective, which 
has positive impact on the company’s cash holdings. 
 
Table 2. Statistical description of variables. 

stats cash1 cash2 relationship size 

mean 0.1873 0.1909 0.2279 21.8469 

p25 0.0871 0.0889 0 20.9097 

p50 0.1455 0.1484 0 21.6844 

p75 0.2439 0.2482 0 22.5901 

sd 0.1460 0.1483 0.4195 1.3444 

N 33,740 33,740 33,740 33,740 

stats growth dummydiv cf leverage 

mean 38.1516 0.6709 0.0426 0.5131 

p25 −1.5252 0 0.0033 0.2816 

p50 12.1055 1 0.0434 0.4480 

p75 28.6152 1 0.0874 0.6115 

sd 1310.2150 0.4699 0.1747 5.6340 

N 33,740 33,740 33,740 33,740 

 
Table 3. The regress results. 

 
(a) Cash2 (b) Cash1 

Coefficient t Coefficient t 

relationship 0.012*** 6.43 0.0118*** 6.60 

size −0.020*** −30.28 −0.020*** −30.77 

nwc 0.034** 1.98 0.034** 1.98 

growth 0.000 0.21 0.000 0.04 

dummydiv 0.062*** 33.08 0.062*** 33.26 

cf 0.046 1.59 0.047 1.59 

leverage 0.031 6.43 0.030 1.93 

capexpdm 0.000 −30.28 0.000 1.69 

Year fixed effect yes yes 

Industry fixed effect yes yes 

F 105.40 103.07 

P > F 0.000 0.0000 

R2 0.231 0.225 

obs 33,740 33,740 

*, **, and, *** indicate statistical significance at 10%, 5%, and 1% levels, respectively.  
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For the control variables in the regression, we take the company size and es-
tablished years into account, because companies with different established years 
and sizes may have different cash holding policies. Meanwhile, we consider the 
company’s net working capital, operating cash flow and capital expenditure, 
which have positive impacts on the company’s cash holdings based on the re-
gression results. Dividend distribution factors of the company also worth our 
considerations. Companies that pay dividends every year may tend to hold more 
cash. For the company’s debt-to-asset ratio, companies with higher debt-to-asset 
ratio will have more pressure to repay loans and may need more cash reserves. 

Table 3(a) shows the regression results of cash holdings only including cash. 
The regression results of cash1 and cash2 are similar. In the regression of cash2, 
the R squared value is larger, suggesting increasing explanation power of the 
CEO and CFO relationship for cash holdings level. The coefficients imply the 
similar impact power on cash holdings, so both cases statistically prove that the 
CEO-CFO social relationship has significantly positive impact on the company’s 
cash holdings. 

5. Conclusion 

This paper mainly studies the impact of the alumni and hometown relationship 
between CEO and CFO on cash holdings of listed companies, which is one of the 
most important financial indicators of listed companies. In previous studies on 
the impact factors of cash holding level, there is little research on individual 
characteristics, such as social relationship. Based on the social relationship be-
tween CEO and CFO, this paper selects sample data from 2002 to 2019 to test 
the influence of social relationship on cash holdings. We empirically find that 
the social relationship between CEO and CFO has significant positive impact on 
the cash holding level of listed companies. Theoretically, when there exists the 
CEO-CFO social relationship, their decisions on the company’s cash holding 
level are influenced to a certain extent. Specifically, when the CEO or chairman 
of the board of directors in a listed company is from the same hometown or 
same school with the CFO, the company’s cash holdings increase, thus having 
higher abilities to resist risks. 

Based on the perspective of social relations, this paper takes the social rela-
tions of CEO-CFO as the breakthrough point to explore the influence of alumni 
relations and fellow countrymen relations on cash holdings of listed companies. 
It enriches the research in relevant fields and puts forward the following two 
policy references for listed companies. 

Firstly, the listed companies should implant the management of CEO-CFO 
social relations into the scope of business management. This paper studies the 
impact of social relationship between CEO and CFO on cash holdings of listed 
companies, which provides a reference for companies to improve their cash 
holdings from the perspective of managing social relationship between CEO and 
CFO. Through empirical research, we find that the social relationship between 
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CEO and CFO can effectively promote their communication, so that enterprises 
can form correct cash holding decisions, which improves the corporate cash 
holding level. Therefore, based on the research of this topic, it is suggested that 
listed companies should appropriately implant the management of the relation-
ship between CEO and CFO into the operation and management of the enter-
prise, so as to have a positive impact on the cash holdings of the enterprise. 

Secondly, the listed companies should disclose more complete information 
about the senior management team. This paper analyzes the background cha-
racteristics of the two top executives, the CEO and the CFO of listed companies, 
to motivate companies to disclose more perfect information of the senior man-
agement team. At present, the annual reports of listed companies disclose little 
about the background of the senior management team (such as position, age, 
educational background, graduate school, overseas experience, etc.), resulting in 
the increased possibility of making wrong decisions about listed companies due 
to the absence of the relevant background of their senior management team. The 
relevant data used in this research contains detailed personal information of se-
nior management team, which provides a good demonstration for other compa-
nies in information disclosure. 

Thirdly, although the social relationship between CEO and CFO is conducive 
to increasing the cash holding level of listed companies and reducing the com-
pany’s operational risk, it should also prevent collusion between them and dam-
age the company’s interests. Therefore, when hiring CFO, the board of directors 
should consider the possible social relationship between CEO and CFO, streng-
then the incentive and supervision of CFO, clarify the company goal of CFO, 
and ensure that the common goal between CEO and CFO is to maximize the 
company value. 

Limited by the data sources, this paper only discusses the relationship between 
fellow countrymen and alumni, but the more extensive relationship, such as col-
leagues or joining the same social organization (some clubs), and these relation-
ships are more intimate than those between fellow countrymen and alumni. 
Therefore, future research can use the big data platform to dig out more exten-
sive social relations between CEO and CFO, and make more accurate empirical 
analysis according to these extensive social relations, so as to enhance the ro-
bustness of the research results. 
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