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Cor porate Cash Reserves and Cor porate Governance Mechanism :
The Empirical Sudy of the Chinese Publicly Traded Cor porations
JIN Xuejun, WAN G Li-gang
(Department of Finance, Zhejiang University, Hangzhou 310027, China)

Absgtract : This paper, by presenting a sample of 254 firms from seven industries, tests the
relation between corporate cash reserves and governance mechanism based on the cross section
data of publicly traded corporations in China. Findings show that the factors which afect the
corporate cash reserves in developed countries also work on the onesin China. Whereas, these
factors have opposite efects on the Chinese corporate cash reserves . On the base of the analyss
of this phenomenon, we suggest that the different effects of variables are attributed to the
difference of the composing of the cost and lucre of corporate cash reserves. In the perfect market
economy , the motives of the precaution and the entrenchment effect of corporate cash reserves are
more important to the agents than that to the onesin un-perfect market economy. The corporate
managers in China care more about the current on-thejob consumption and prettifying
performances through spending the cash reserves as quickly as posshle. To sum up, the
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difference in the use of cash reservesis the major reason for the diverse effects of the agency
problem. Furthermore, we show that Dittmar et al (2003)' s conclusioniswrong. The reason for
why the corporate cash reserves is higher in poor-sharehol der-protection countries than that in
better- sharehol der-protection countries is that the optimal cash balance under the condition of
maxi mum sharehol der s wealth is much lower in better-investor-protection countries. Contrarily,
the agency problem diminishes the difference of corporate cash reserves level between the perfect
and un-perfect market economy.

Key words: cash reserves; governance mechanism; empirical study
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