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ABSTRACT 
This research focuses on the relationship between corporate governance and corporate 
cash holdings in Chinese listed private enterprises. The research uses three corporate 
governance characteristics including managerial ownership, board structure, and 
controller to measure the relationship.  With the Panel data and OLS regression model 
applied, the coefficient analysis reveals the impact of the managerial relationship on 
cash holdings will not be affected by board composition and the type of ultimate 
controller. The empirical results show all of these three characteristics have a 
significant influence on corporate cash holdings. Board independence and family 
controller are in a positive relationship with corporate cash holdings. Also, the non-
linear relationship between managerial ownership and cash holdings is further proved. 
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I. INTRODUCTION 

In accounting research, the determinants of cash holdings have been investigated by 

many researchers ever since Opler et al. (1999) published their results based on US firms. Why 

this topic can attract growing interest in the accounting field? Determinants of cash holdings 

explain the reasons that corporate wants to hold cash. There are various views according to the 

optimal amount of cash a company should hold. As for high cash holdings, a major benefit is 

that with internal funding, a company could lower the financing cost since the existing 

asymmetric information between companies and investors raise the financing cost in external 

capital market (Myers and Majluf 1984). Besides, sufficient cash allows a company to lower 

the transaction cost, compensate underinvestment, and adjust corporate cash flow (Opler et al. 

1999; Ferreira and Vilela 2004; Ozkan and Ozkan 2004; Bates, Kahle and Stulz 2009). 

Managers, who act as the administrator in the company, are responsible for better financial 

indices on the statement. Therefore, some managers will try to hold more cash to lower the cost 

due to the imperfect capital market. On the other hand, agency problems between shareholders 

result in different cash holding preferences towards free cash flow since shareholders expect a 

return on the company's investment. Shareholders trends to spend more cash on investment 

activity while managers are more precautious. Besides, high corporate cash holdings face the 

risk of missing the company's growing opportunity. Managers can maximize their interest as 

the sacrifice of shareholders' interests (Ozkan and Ozkan 2004). This problem reaches its peak 

when a company holds a large amount of cash (Jensen 1986). Hence, when we discuss the 

determinants of cash holdings, the impact of corporate governance served as a significant role. 

Currently, many pieces of research have investigated the relationship in different countries. 
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Previous researches have investigated the relationship between corporate cash holdings and 

corporate governance in the UK, US, Canada, Pakistan, etc. However, the empirical results of 

these researches are different. One prevalent explanation of the differed corporate cash 

holdings is the varied level of shareholder rights protection (Changa and Noorbakhsh 2009). 

This research focuses on the Chinese listed private enterprises, which is also called non-state-

own enterprises. For sate-own enterprises, companies are controlled and administrated by 

government officers or appointed professional managers. Compared to SOEs, one significant 

characteristic of private enterprises is the presence of large controlling shareholders (Jiang and 

Kim 2015). The existence of large controlling shareholders in Chinese listed private enterprises 

create the particularity of research between the corporate cash holdings and corporate 

governance. 

Before investigating the relationship between corporate cash holdings and corporate 

governance of Chinese listed private companies, the universality of the relationship between 

corporate cash holdings and corporate governance should be first discussed. Preciously, there 

are three hypotheses discussed the relationship: flexibility hypothesis, spending hypothesis, 

and shareholder power analysis. In the flexibility hypothesis, corporate cash holdings are in a 

positive relationship with corporate governance while spending hypothesis holds the opposite 

view. The flexibility hypothesis holds the view that enough cash in companies can help invest 

in good investment as well as avoid costly financing activities in the external market. On the 

contrary, spending hypothesis states shareholders are more risk-taking than top managers since 

they want more dividends and considerable investment returns. High cash holdings are treated 

as a waste of cash flow in a corporation. The external shareholder power hypothesis falls in 
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between these two, which emphasizes the relationship depends on the shareholders’ actual 

power in the company. Considering the actual situations in Chinese listed private companies, 

which usually controlled by large shareholders who also served as the top managers. Besides, 

these large shareholders in the companies usually have sufficient decision-making policy on 

corporate cash holdings. Therefore, this research assumes a positive relationship between 

corporate cash holdings and corporate governance in Chinese listed private companies. 

In the research, to measure corporate governance, three characteristics including 

ownership structure, board structure, controller types are chosen. Correspondingly, 

independent variables include managerial ownership, the duality of CEO and chairman, the 

ratio of independent directors, and family controllers are tested. Apart from independent 

variables, there also some control variables which were proved before to have a certain 

influence on corporate cash With panel data and OLS regression applied, the empirical results 

show the non-linear relationship consistent as previous research. Specifically, at the lower level, 

there is no significant but positive relationship between corporate cash holdings and corporate 

governance. At a higher level, the relationship becomes significant and negative. At an even 

higher level, the relationship becomes significant and positive. The changes in the relationship 

at different ownership levels reflect the director's attitude changes of cash holdings. As for 

board structure, two independent variables duality of CEO and chairman, the ratio of 

independent variables shows a positive and significant relationship with corporate cash 

holdings, which indicates the independence of board structure is negatively related to cash 

holdings. The more independent the board is, the less centralized the board will be. In this 

research, the family controller is chosen from varied types of controllers since the shares 
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structure of Chinese listed private enterprises are mostly family-based. The empirical result 

shows that family controllers are in a positive relationship with corporate cash holdings. In 

accordance with the previous results, the family controller prefers to hold high cash holdings 

to solidify their position in the company. 

Though there are plenty of research papers investigated the determinants of cash 

holdings and studies on the relationship between cash holdings and corporate governance, there 

are few papers discussed the relationship based on the Chinese listed private Enterprises. 

Previous research based on the US and UK reveals different empirical results, which indicates 

the cultural variance of the influence of corporate governance on cash holdings. The research 

based on Chinese companies has unique features since the Chinese capital and financing 

market varied from other countries particularly. The opening of Shanghai and Shenzhen 

Exchanges signs the transformation to market-oriented reformation and privatization in China. 

Corporate governance has been thoroughly changed since then. Thus, it is valuable to analyze 

the current impact of corporate governance on corporate cash holdings in China, especially for 

listed private enterprises. The contribution of this research mainly contains two points. First, it 

fulfills the blank research area on the relationship of corporate cash holdings and corporate 

governance of Chinese private enterprises. Second, the empirical results can be used as 

materials in comparison with the previous study based on different countries. The future 

research on the influence of corporate governance can get an overview based on Chinese listed 

private enterprises. 

The remainder of this research is as follows. The next section shows the conflicting 

discussion of the different hypotheses put forward by previous researches about the relationship 

between cash holdings and corporate governance. Section three focuses on the research 
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methodology and variables descriptions. Section four contains data collection and empirical 

results. The final section shows the conclusion of this research. 

II. LITERATURE REVIEW 

Cash holding is a certain amount of cash in hand which is available for investment 

activities or distribution for investors. Enough cash holding ensures that the corporation can 

pay off its debt whenever there are some fluctuations in the corporation's cash flow. 

Conservatively, cash balance represents the liquid safety level of the corporation. Cash flow 

allows a corporation to use these times for optimal investment decision-making and avoidance 

of the under-pricing problem. However, excessive cash in hand means the corporation is 

precautious about the investment, making no sense for the growth of the corporation (Gill and 

Shah 2012). In other words, high levels of cash may indicate a corporation is undertaking the 

opportunity cost of profitable investment for the sake of holding such amount (Al-Najjar 2013). 

Here are previous theoretical grounds of cash holdings: 

Trade-off theory: By measuring marginal costs and marginal benefits of holding cash, 

corporations are trying to maximize their values. The holding costs are associated with the 

difference between the capital benefits of cash holdings and interest in raise additional cash 

(Ditmar et al. 2003). The marginal benefits mainly come from two considerations: transaction 

minimization and precautionary motives. Transaction minimization indicates the aversion of 

risk prompt corporations to hold cash when the rising costs and opportunity cost go higher. 

The precautionary motive states the corporation's conservative consideration of raising cash. 

Due to asymmetric information of the market and concerns of market issues, the corporation 

often hesitates or refuses to raise money from the capital market even if they can do so (Al-
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Najjar 2013). In the trade-off theory, the optimal level of cash exists on the point that the 

marginal costs of cash shortage equal to the marginal benefits of cash holdings (Opler et al. 

1999) 

Pecking order theory: pecking order theory, which is also known as financial hierarchy 

theory, basically argues that there is no optimal level of cash holding exists for a corporation 

(Myers 1984). As this theory states, asymmetric information plays an important role in the 

corporation's financing decision making (Basheer 2014). Myers (1984) states that to minimize 

cost due to information asymmetry, corporations should follow the pecking order which starts 

with internal sources and ends with external sources. Cash, here, can be treated as a result of 

financing and investing activities. Thus, the purpose of this theory is to minimize the financial 

cost together with costs due to asymmetric effects (Ferreira and Vilela 2004).  

How to assign internal funds is always central to the interest conflicts between 

shareholders and managers (Jensen 1986). Since the managers are commonly understood as 

the agency for the shareholders, managers care more about the short-term rate of return than 

long-term sustainability (Ditmar et al. 2003). Managers, as the superior decision-makers in the 

corporation, are responsible for determining how to deal with cash increase during economic 

expansion and cash decrease during the economic depression (Ditmar et al. 2003). Current cash 

holding influenced by dividends payment of shareholders, internal acquisition, external 

investment, debit payment, is closely associated with the likelihood that whether managers will 

disburse or preserve it. However, the agency theory points out that under normal circumstances, 

managers prefer holding cash instead of distributing it as dividends, which cause an agency 

problem called free cash flow (Ditmar et al. 2003; Jensen 1986). The result is, as Ditmar et al. 

(2003) state, that faulty corporate governance will eventually cause excessive cash holdings. 
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To understand the possible relationship between cash holdings and corporate 

governance in Chinese listed private enterprises, understanding the concept of corporate 

governance is the first step. Corporate governance is not only associated with managers. 

Effective corporate governance is checking the managerial decision on corporate management. 

(Isshap et al. 2009). Bebchuk and Roe (1997) gave the narrowest definition for corporate 

governance, and he described it as the centers for the relationship between stockers, senior 

managers, and the board of directors. In previous research, managerial ownership, board 

independence, and controller type are the three characteristics of corporate governance. 

Therefore, the relationship between corporate cash holdings and corporate governance can be 

separated into the relationship between these three characteristics and corporate cash holdings. 

Managerial ownership is closely related to corporate governance. Managerial 

ownership influences corporate cash holdings since the conflicts of interests existing between 

managers and shareholders are the cause of different cash holdings preferences. However, 

according to Chen and Chuang (2007), the conflicts are less likely to occur when managers 

hold more shares. Thus, in the interest-alignment hypothesis, it suggests a positive relationship 

between managerial ownership by directors and corporate cash holdings. On contrary to the 

interest-alignment hypothesis, the entrenchment hypothesis claims high managerial ownership 

will make managers more likely to gain personal interests while sacrificing the interests of 

shareholders. (Chen and Chuang 2007) As entrenchment suggests, managerial ownership is in 

a negative relationship with corporate cash holdings. The relationship between managerial 

ownership and corporate cash holdings depends on which hypothesis dominates in Chinese 

listed private enterprises.  
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In addition to managerial ownership, board independence is another important part of 

corporate governance, since the function of the board of directors is to monitor the performance 

of the company for all shareholders. As John and Senbet (1998) said, the degree of board 

independence is determined by the board composition. There are two characteristics of board 

independence: CEO/chair duality and the ratio of independent directors in the board of 

directors. In the board of directors, independent directors play the role of monitors, and they 

are responsible for ensuring the corporate affairs besides financial interests, which helps to 

avoid concentrated ownership in corporation. Another characteristic of board independence is 

CEO/chair duality. Australia Securities Exchange Corporate Governance Council in 2007 

suggested that the chair should better be an independent director. The rate of duality reflects 

the problem of corporate governance because the directors should not closely administrate the 

corporate. In other words, the CEO/chair duality influences the power of minority shareholders 

in the corporation (Kuan et al. 2011).  

Apart from board independence and managerial ownership, controller type also 

influences the corporate governance. When the owner of the controller excesses a certain level, 

they have a great influence on corporate policy, corporate cash holdings are not an exception 

(La Porta et al. 1999; Claessens et al. 2000; Mok et al. 1992). The family controller is the most 

common controller type in listed firms. According to Kuan et. al. (2011), in Taiwan high 

controlling power of the family controller leads to the expropriation of minority shareholders' 

interests. This phenomenon means family-controlled firms will face high financing costs in the 

capital market. Therefore, family-controlled firms usually have more cash holdings than 

nonfamily-controlled firms. 
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As to the relationship between cash holdings and corporate governance, there are 

previously three research hypotheses of the relationship between corporate governance and 

corporate cash policy including flexibility hypothesis, spending hypothesis, and shareholder 

power hypotheses. 

In the flexibility hypothesis, the value of a corporation depends mostly on its capital 

investment. Thus, enough cash holding ensures enough financial flexibility regards to valuable 

investment, which implies managers, to improve the estimated value of the corporation, prefer 

keeping large cash reserves for good investments especially when it is costly to access the 

capital market. In other words, managers are creating an allowance for occupying unexpected 

investment opportunities results in considerable cash holdings (Kuan et al. 2011). The theory 

holds the view that with high managerial ownership and CEO/chair duality, there is a positive 

relationship between corporate governance and corporate cash holding. 

On the contrary, spending hypothesis, holding views against flexibility hypothesis, 

claims a low level of cash holding (Basheer 2014). The difference between the flexibility 

hypothesis and spending hypothesis lies in the ownership structure of the corporation. 

According to Isshaq et al. (2009), by retaining more liquid assets in the firm, top managers gain 

enough privilege and private benefits. However, with much more controlling power than 

managers, shareholders in corporation trends to use the corporation's resources to generate 

personal benefits (Sheleifer and Vishny 1986). As this hypothesis assumed, these entrenched 

shareholders hold the opinion that spending is more beneficial for themselves than holding 

excessive cash in the firm (Kuan et al. 2011). Therefore, in the firms where shareholders have 

control over top managers, the relationship between corporate governance is negative.  
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There is another hypothesis discusses the relationship between these two partially relies 

on a theoretical theory of cash holdings. Correspondingly, under the shareholder power 

hypothesis, managers prefer internal equity capital rather than external funds. The hypothesis 

explains this preference by pointing out that managers are precautious about cash-raising 

because of information asymmetry in the as well as flotation costs in the capital market (Kuan 

et al. 2011). Also, the information asymmetry causes the conflict between shareholders and 

managers when shareholders worried about underinvestment (Myers and Majuf 1984). 

Therefore, as the shareholder power hypothesis argues, the relationship between corporate 

governance and cash holding highly depends on the controlling power of shareholders. 

Corporate governance in China is changed in pace with China's economic reformation, 

from a planned economy to a market-oriented economy. (Kuan et al. 2011). The control-based 

model, which considers the state as the controlling shareholders for listed companies, is the 

common corporate governance model in Chinese SOEs (Liu 2006).  According to the 

investigation on Corporate Governance in China by Jiang and Kim (2015), the controlling 

group of SOEs and listed private enterprises are different. SOEs are often controlled by the 

government through directly appointing top managers for the enterprises, while listed private 

firms are often controlled by large shareholders. However, these large shareholders, normally 

founders or entrepreneurs, are also served as top managers in the corporate. Also, most Chinese 

listed private firms are family firms (Jiang and Kim 2015). According to the research by Clarke 

in 2006, the concentration of ownership is high. eleven of twelve largest companies have single 

shareholder with shares over 50% of total shares on Shenzhen stock exchange. Thus, dominant 

family controllers are more prevalent in Chinese private enterprises, and financial control is 

centralized to controllers as top managers who do hold sufficient shares. In other words, the 
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ownership degree in Chinese companies is quite centralized (Xu and Wang 1999). Besides, 

individual shareholders in Chinese companies almost have no incentive nor power to influence 

the governance of controllers. When the interest of managers and shareholders are aligned, the 

possibility that shareholders will enlarge the corporate cash holdings is increasing (Kuan et. al. 

2012).  

In China, listed companies are required to have a board of directors with disciplines on 

the size and structure of it.  According to Jiang and Kim (2015), ever since 2003, independent 

directors must take up over one third of the seats. The statistics report on Chinese listed 

companies presents that the size of the board of directors is five to nineteen people and the 

average size of the board of directors is nine people. However, according to the 

recommendations of the Australia Securities Exchange Corporate Governance Council in 2007, 

the board of directors should consist of independent directors in the majority, which reveals 

that the current ratio of the independent directors is not high enough. In other words, the 

monitoring function of independent directors may is limited. Besides, in China, compared to 

SOEs, CEO/chair duality is much more common in listed private enterprises. In recent years 

around 2015, the ratio of CEO/chair duality in listed private enterprises is over one fourth 

(Jiang and Kim 2015).  Generally, the degree of board independence in Chinese listed private 

enterprises is not relatively low. 

Hypothesis Development 

Overall, based on the previous theories about the relationship between corporate cash 

holding and corporate governance, the relation depends on the ownership structure of the 

corporate. In Chinese listed private enterprises, there is a prevalent situation that large 



 12 

shareholders hold absolute controlling power over minority shareholders, and the family 

controller is common in private enterprises. Thus, controlling shareholders with concentrated 

ownership holds preponderant power on corporate cash holding policy. Therefore, the 

flexibility hypothesis is more applicable in this case. The hypothesis is as follows: 

H1: Corporate governance is in a positive relationship with corporate cash holding in Chinese 

listed private companies. 

III. METHODOLOGY 

The study applies the quantitative research method. According to the adopted previous 

hypothesis, the flexibility hypothesis states the corporate relationship between corporate cash 

holding and corporate governance (Sheleifer and Vishny 1986). Based on the determinants of 

the cash holding model of Ozkan and Ozkan (2004), determinants and corporate cash holding 

are in a linear relationship. Hence, the regression equation can be applied to this study through 

panel data methodology. Compared to solely cross-section or time-series research 

methodology, panel data methodology can analyze observations on cross-sections units over a 

different period, in which research results show the relationship between variables more 

comprehensive (Basheer 2014). 

 

With Ozkan and Ozkan (2004) models applying, the regression model is as follows:  

 
𝐶𝐴𝑆𝐻it = 	𝛼0 + 	𝛼1𝐶𝐹𝐿𝑂𝑊it + 𝛼2𝐿𝐼𝑄it + 𝛼3𝐿𝐸𝑉it + 𝛼4𝑀𝐵𝑅it + 𝛼5𝑆𝐼𝑍𝐸it +

𝛼6𝑀𝐴𝑁it + 𝛼7𝑀𝐴𝑁@it + 𝛼8𝑀𝐴𝑁Bit + 𝜀it                                                                                            (1) 
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𝐶𝐴𝑆𝐻it = 	𝛼0 + 	𝛼1𝐶𝐹𝐿𝑂𝑊it + 𝛼2𝐿𝐼𝑄it + 𝛼3𝐿𝐸𝑉it + 𝛼4𝑀𝐵𝑅it + 𝛼5𝑆𝐼𝑍𝐸it +

𝛼6𝑀𝐴𝑁it + 𝛼7𝑀𝐴𝑁@it + 𝛼8𝑀𝐴𝑁Bit + 𝛼9𝐶𝐸𝑂𝐷it + 𝛼10𝐼𝐷𝐷𝐼𝑅it + 𝜀it                         (2) 

 

𝐶𝐴𝑆𝐻it = 	𝛼0 + 	𝛼1𝐶𝐹𝐿𝑂𝑊it + 𝛼2𝐿𝐼𝑄it + 𝛼3𝐿𝐸𝑉it + 𝛼4𝑀𝐵𝑅it + 𝛼5𝑆𝐼𝑍𝐸it +

𝛼6𝑀𝐴𝑁it + 𝛼7𝑀𝐴𝑁@it + 𝛼8𝑀𝐴𝑁Bit + 𝛼9𝐹𝐴𝑀it + 𝜀it                                                               (3) 

            Where CASHit  is the ratio of cash and cash equivalent to total asset for firm i in time 

t, CFLOWit is the ratio of cash flow to total asset for firm i in time t, LIQit is liquidity for firm 

i in the time t, LEVit is leverage for firm i in the time t, MBRit is market to book ratio for i firm 

in time t, SIZEit is natural log of asset for firm i in the time t, MANit is the ratio of managerial 

ownership for firm i in time t, IDDIRit is the ratio of independent directors to total directors for 

firm i in time t, CEODit is a dummy variable (value equals 1 if the CEO and chairman are the 

same people and 0 otherwise) for firm i in time t, FAMit is family controller for firm i in time 

t, ait the intercept, a1-a13 are coefficient of concerned variables, eit is random error term for 

firm i in time t. 

Description of Variables 

            Managerial Ownership measures the percentage of the company shares owned by 

directors’ (Basheer 2014). There is a linear relationship between Managerial ownership and 

cash holding, which means the lower level the managerial ownership is in a firm, the less cash 

firm holds. However, the relationship changes when the firm achieves high managerial 

ownership, the cash holdings start to decrease because of the entrenchment effect and then back 

to a positive relationship (Ozkan and Ozkan 2004).  
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            The studies concerning the relationship between Board Structure include two variables: 

board independence and CEO duality. Besides, outsiders in board monitoring the firm help 

protect shareholders' benefits and improve the operational performance of the family business 

(Brenes et al. 2011; Desai et al. 2005). In the research, board independence is calculated by 

ratio of independent directors to total directors in the board. CEO/chair is a dummy variable 

with 1 stands for same person, 0 stands for different person. 

            The controller is the most decisive person with ownership goes beyond a certain level 

(Claessens et al. 2000). The controller usually served as the ultimate decision-maker who has 

extreme control power and owns more than 10% of ownership rights in the firm (Mok et al. 

1992). The family controller, who served as the ultimate controller and cash policymaker in 

the firm, tends to retain more cash in the corporate. In this research, family controller is a 

dummy variable which presents 1 for family-controlled firm and 0 for non-family-controlled 

firm. 

Control Variables 

To avoid other variables that may infect the analysis results of regression, we need to 

add control variables and check the research consistency with previous research. According to 

Ozkan and Ozkan (2004), cash flow, liquidity, leverage, market to book, firm size, are all 

variables for corporate cash holdings. In the finance literature, cash flow is defined as the sum 

of pretax profit and depreciation (Ferreira and Vilela 2004). In pecking theory, the supporters 

insist a high cash flow is a positive prediction to the cash holdings since a high level of cash 

flow usually suggests stable operations in investing and enough reserves for precautionary and 

transactional motives (Opler, et al.1999). Leverage is calculated by the ratio of total liabilities 
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to the total asset in finance literature. There is a negative relationship between cash holdings 

and leverage (Opler, et al. 1999; Ozkan and Ozkan 2004). In the investigations of Ferre and 

Vilela (2004), they found out the retained earnings acts towards different directions with debts. 

In other words, cash holdings are in a negative relationship with leverage. Liquidity measures 

the degree that an asset or security can be purchased or sold without price fluctuations. 

According to Opler, et al. (1999), cash holdings are in a negative relationship with liquidity. 

The opinion is also supported by Ferreira and Vilela (2004) and  Ozkan and Ozkan (2004). 

 Firm Size is commonly defined as a natural log of total assets. The trade-off theory 

predicts a negative relationship between cash flow and firm size. In contrast to the trade-off 

theory, pecking order theory states a positive relationship between these two. Market to Book 

is the ratio equivalent to the market value of equity to book value of equity, which also indicates 

the proxy of growth opportunities of firms.  In the research of Ozkan and Ozkan(2004), the 

results show that growth opportunities increase with cash holdings. 

IV. EMPIRICAL RESULTS 

Data Collection 

Since the study focusing on Chinese listed companies in China requires a large amount 

of official, numerical, multi-dimension data. Secondary data is collected from China Securities 

Market & Accounting Research Database (CSMAR), Which offers data on the China stock 

markets and the financial statements of China’s listed companies and the data generates from 

an internal corporate database for exclusively Chinese business research. (Shenzhen GTA 

Education Tech Ltd. 2019). In this research, data are derived from two sub-database in CSMAR 

including Listed Private Enterprise (2003-2016) and Financial Statement (2007-2018). Thus, 
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the sample contains 9601 valid data over 10 years. Table 1 presents the descriptive statistics of 

the variables in this study. 

Table 1. Descriptive Statistics  

 
 
 

 

 

Table 2 shows the correlations of all the variables. According to the table, we can see 

that the correlation value among the variables are less than 0.5 (except for the non-linear 

relationship among MAN, MAN^2, and MAN^3), which means the multicollinearity problem 

is avoided. 

 

 

 

 

 

 

 

 

 

Variable  Obs  Mean  Std.Dev.  Min  Max 
 CASH 9601 .225 .173 .007 .774 
 CFLOW 9601 .029 .161 -2.489 .935 
 LIQ 9601 1.456 2.262 .01 68.247 
 LEV 9601 .419 .645 .007 55.409 
 MBR 9601 6.467 40.002 -54.571 2000.87 
 SIZE 9601 21.477 1.105 14.942 26.446 
 MAN 9601 .309 .168 .002 1.023 
 MAN2 9601 .123 .122 0 1.046 
 MAN3 9601 .058 .083 0 1.07 
 CEOD 9601 .333 .471 0 1 
 IDDIR 9601 .371 .052 .143 .667 
 FAM 9601 .231 .012 0 1 
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Table 2. Correlation Matrix 

 
 
 
 

Results and Discussion 

With the OLS regression model applied, the estimated results are presented in Table 3. 

The regression has a high adjusted R-square value around 0.4 appearing to prove that the model 

applied can highly explain the data. The year and industry fixed effects are considered and 

contained in the regression. 

The regression results reveal that the relationship between cash holdings and corporate 

cash flow is positive and significant. This result is consistent with the expectations of spending 

theory claiming that the higher cash flow the corporate hold, the more cash it will hold. This 

positive relation result is consistent with earlier researches such as Basheer (2014), Opler et al. 

(1999), Pinkowitz and Williamson (2001), and Afza and Adnan (2007). The relationship 

between liquidity and cash holding is positive but significant which means that firms with more 

liquid asset trends to have more cash in hand. The result can be explained as cash is one of the 

most important parts of the liquid asset in Chinese listed private companies. However, the 

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

  (1) CASH 1.000 
  (2) CFLOW 0.487*** 1.000 

  (3) LIQ 0.423*** 0.192*** 1.000 

  (4) LEV -0.188*** -0.186*** -0.157*** 1.000 
  (5) MBR 0.003 -0.032*** -0.012 0.029*** 1.000 

  (6) SIZE -0.227*** -0.029*** -0.130*** 0.053*** -0.170*** 1.000 

  (7) MAN 0.218*** 0.070*** 0.091*** -0.077*** -0.043*** 0.024** 1.000 

  (8) MAN2 0.194*** 0.063*** 0.083*** -0.066*** -0.035*** 0.029*** 0.962*** 1.000 
  (9) MAN3 0.164*** 0.053*** 0.075*** -0.054*** -0.028*** 0.032*** 0.885*** 0.976*** 1.000 

  (10) CEOD 0.137*** 0.051*** 0.063*** -0.056*** -0.008 -0.108*** 0.116*** 0.102*** 0.084*** 1.000 
  (11) IDDIR 0.014 -0.002 0.019* -0.028*** 0.023** -0.044*** 0.093*** 0.099*** 0.093*** 0.100*** 1.000 
  (12) FAM 0.021** -0.001 0.026** -0.014 -0.010 0.026*** -0.054*** -0.037*** -0.025** 0.008 -0.001 1.000 

 

*** p<0.01, ** p<0.05, * p<0.1  
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leverage is in a negative relationship with cash holdings infirm, which is following pecking 

order, the trade-off theories and prior empirical findings of Opler et al., (1999), Ferreira and 

Vilele (2004), Bates et al (2009), Ozkan and Ozkan (2004). This result reveals a company with 

more debt prefers holding less cash. As for the result of the market to Book ratio, it shows an 

insignificant but slightly negative relationship with cash holdings. Market to Book ratio reflects 

more about the potential development and financial status of a corporation, which is not 

directly related to the cash holdings. The negative relationship can be viewed as the relationship 

between corporate potential growth and corporate cash holdings. Corporate with high potential 

development foresee needs more cash holdings. Previous studies from Ferreira and Vilela 

(2004), Ozkan & Ozkan (2004), Opler et al. (1999), agree on the insignificant relationship but 

positive relationship between these two. The relationship between firm size and cash holding 

is negative and insignificant. This negative relation is consistent with predictions of the trade-

off theory stating inverse proxy of information asymmetry. Usually, corporates view this 

decreasing information asymmetry as a positive signal from banks because of information 

asymmetry problem cause financing problems.  

From table 3 we can figure out that cash holdings are actually in a nonlinear relationship 

with managerial ownership in the corporation. First, the relationship between managerial 

ownership and cash holding is positive and insignificant, which indicates that low managerial 

ownership of directors will not significantly influence the corporate cash holdings. Besides, 

MAN^2 are in a positive relationship with cash holdings while MAN^3 are in a negative 

relationship. This result can be explained that when the managerial ownership gets higher, 

directors would like to do risk-averse and keep more cash. However, when the managerial 

ownership is at a much higher level, the relationship between cash and managerial ownership 
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is negative and significant.  In this case, directors are more risk-taking. This research result at 

lower managerial ownership level is consistent with the result from Opler et al. (1999) in the 

US whereas at a higher level consistent with the result from Ozkan and Ozkan (2004). At a 

higher level, Opler et al (1999) report no significant influence of managerial ownership. 

However, In the research of Ozkan and Ozkan (2004), they claim that the change of positive 

coefficient of MAN^2 to a negative coefficient of MAN^3 suggests the effect of the alignment 

dominates the entrenchment effect. Different results probably interpreted by the firm's growth 

opportunities and managerial discretion (Ozkan and Ozkan 2004) 

There is a negative but significant relationship between IDDIR and cash holding. This 

result shows that with more independent directors on the board, corporate trends to hold less 

cash. The role of independent directors is to monitoring the decision making of firms. In other 

words, independent directors are employed to activate in the interest of shareholders 

(Rosenstein and Wyatt 1997; Mayers et al. 1997). The relationship between COED and cash 

holding is positive and significant. The significant relationship indicates that if the chairman 

and the CEO are the same people, he/she will try to hold more cash in the firm. 

The variable family controller stands for the influence of controller type to corporate cash 

holding. In the research result, cash holding and the family controller has a significant and 

positive relationship. This positive relationship can be explained as family controllers want to 

accumulate more cash under their control to better defend their current position (Ozkan and 

Ozkan 2004). Family controller tends to hold more cash instead of spending it. 
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Table 3. Regression of Managerial Ownership, Family Controller, Board Independence 
and Other Firm Characteristics on Cash Holdings.   
 
 (1) (2) (3) (4) (5) 
VARIABLES CASH CASH CASH CASH CASH 

      
CFLOW 0.435*** 0.434*** 0.435*** 0.433*** 0.436*** 
 (32.960) (33.058) (32.919) (33.008) (33.023) 
LIQ 0.023*** 0.023*** 0.023*** 0.023*** 0.023*** 
 (7.738) (7.762) (7.735) (7.759) (7.739) 
LEV -0.012 -0.011 -0.012 -0.011 -0.011 
 (-0.518) (-0.503) (-0.521) (-0.507) (-0.514) 
MBR -0.000 -0.000 -0.000 -0.000 -0.000 
 (-0.216) (-0.147) (-0.197) (-0.121) (-0.201) 
SIZE -0.029*** -0.028*** -0.029*** -0.028*** -0.029*** 
 (-14.831) (-14.645) (-14.894) (-14.703) (-14.918) 

MAN 0.010 0.007 0.003 -0.002 0.021 
 (0.165) (0.118) (0.054) (-0.030) (0.347) 
MAN2 0.741*** 0.717*** 0.764*** 0.747*** 0.721*** 
 (3.934) (3.794) (4.062) (3.960) (3.859) 
MAN3 -0.824*** -0.795*** -0.843*** -0.818*** -0.814*** 
 (-4.928) (-4.735) (-5.042) (-4.880) (-4.886) 
CEOD  0.021***  0.022***  
  (6.819)  (6.987)  
IDDIR   -0.051** -0.068***  
   (-2.006) (-2.667)  
FAM     0.005*** 
     (3.795) 
Constant 0.758*** 0.732*** 0.780*** 0.760*** 0.750*** 
 (20.929) (20.640) (20.972) (20.830) (20.909) 
      
Observations 9,601 9,601 9,601 9,601 9,601 
R-squared 0.415 0.418 0.415 0.418 0.416 
Year FE YES YES YES YES YES 
Industry FE YES YES YES YES YES 
Pseudo R-sq 0.414 0.418 0.415 0.418 0.415 
Robust t-statistics in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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V. CONCLUSIONS 

With pooled ordinary least square (OLS) technique applied in regression analysis, the 

robust analysis result shows that cash flow, liquidity, firm size, ratio of independent directors 

to directors, CEO duality, ratio of independent directors and family controller are significantly 

related to cash holdings. Variables such as cash flow, liquidity, CEO duality, and family 

controller are in a positive relationship with corporate cash holdings whereas firm size and 

ratio of independent directors to directors are in a negative relationship with corporate cash 

holdings. Leverage and market to book ratio have no significant relationship with corporate 

cash holdings. All the variables mentioned above are in a linear relationship. However, 

managerial ownership has a non-linear relationship with cash holdings. Different level of 

managerial ownership reflects the different cash holdings preference of directors. At low 

managerial ownership level, it will not influence the corporate cash holding since directors are 

lack of dominant right over cash holding. At a higher level, the entrenchment effect of directors 

makes more cash contained in the firm, However, at an even higher level, directors share a 

more common interest as shareholders who prefer to spend cash on investment activities to 

gain more benefits. The measures of corporate governance in this research is separated into 

three aspects: managerial ownership, independence of board structure, and family controller. 

According to the results, Family-controlled companies and low independence of board 

structure lead to less corporate cash holdings. Overall, the cash holdings are in a positive 

relationship with corporate governance in Chinese private enterprises. Thus, the previous 

hypothesis is accepted in this research. 
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There are also some limitations to this research. First, the latest data are collected at the 

year-end of 2016, which is limited by the CSMAR database subscription date. Hence, the data 

is not completed and the latest. The study background of this research is Chinese listed 

enterprises. without the universality, the empirical results do not apply to the relationship 

between corporate governance and corporate cash holdings for other countries. Besides, the 

research only considers four measures of corporate governance, so the positive relationship 

between corporate cash holdings and corporate governance is concluded based on the results 

of these four measures. Some other characteristics such as the size of board of directors, 

different types of controllers have not been taken into considerations. Thus, there should be 

some further researches that focus on more aspects of corporate governance. 
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VI. APPENDICES 
 

Table 1. Variables 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 Table 2. Descriptive Statistics  

CASH The ratio of cash and cash equivalent to 
total asset 

 CFLOW The ratio of cash flow to total asset 

 LIQ Liquidity 

 LEV Leverage 

 MBR Market to book ratio 

 SIZE Natural log of asset 

 MAN The ratio of managerial ownership 

 MAN2 Square of managerial ownership 

 MAN3 Cube of managerial ownership 

 CEOD Dummy variable (value equals 1 if the 
CEO and chairman are the same person 
and 0 otherwise) 

 IDDIR The ratio of independence directors to 
total directors 

 FAM Dummy variable for family controller 
(values equal 1 if the firm is family 
controlled) 

Variables  Obs  Mean  Std.Dev.  Min  Max 
 CASH 9601 .225 .173 .007 .774 
 CFLOW 9601 .029 .161 -2.489 .935 
 LIQ 9601 1.456 2.262 .01 68.247 
 LEV 9601 .419 .645 .007 55.409 
 MBR 9601 6.467 40.002 -54.571 2000.87 
 SIZE 9601 21.477 1.105 14.942 26.446 
 MAN 9601 .309 .168 .002 1.023 
 MAN2 9601 .123 .122 0 1.046 
 MAN3 9601 .058 .083 0 1.07 
 CEOD 9601 .333 .471 0 1 
 IDDIR 9601 .371 .052 .143 .667 
 FAM 9601 .231 .012 0 1 
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Table 3. Correlation Matrix 

 
 
 
Table 4. Regression of Managerial Ownership, Family Controller, Board Independence 
and Other Firm Characteristics on Cash Holdings.   
 (1) (2) (3) (4) (5) 
VARIABLES CASH CASH CASH CASH CASH 

      
CFLOW 0.435*** 0.434*** 0.435*** 0.433*** 0.436*** 
 (32.960) (33.058) (32.919) (33.008) (33.023) 
LIQ 0.023*** 0.023*** 0.023*** 0.023*** 0.023*** 
 (7.738) (7.762) (7.735) (7.759) (7.739) 
LEV -0.012 -0.011 -0.012 -0.011 -0.011 
 (-0.518) (-0.503) (-0.521) (-0.507) (-0.514) 
MBR -0.000 -0.000 -0.000 -0.000 -0.000 
 (-0.216) (-0.147) (-0.197) (-0.121) (-0.201) 
SIZE -0.029*** -0.028*** -0.029*** -0.028*** -0.029*** 
 (-14.831) (-14.645) (-14.894) (-14.703) (-14.918) 

MAN 0.010 0.007 0.003 -0.002 0.021 
 (0.165) (0.118) (0.054) (-0.030) (0.347) 
MAN2 0.741*** 0.717*** 0.764*** 0.747*** 0.721*** 
 (3.934) (3.794) (4.062) (3.960) (3.859) 
MAN3 -0.824*** -0.795*** -0.843*** -0.818*** -0.814*** 
 (-4.928) (-4.735) (-5.042) (-4.880) (-4.886) 
CEOD  0.021***  0.022***  
  (6.819)  (6.987)  
IDDIR   -0.051** -0.068***  

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

  (1) CASH 1.000 
  (2) CFLOW 0.487*** 1.000 

  (3) LIQ 0.423*** 0.192*** 1.000 

  (4) LEV -0.188*** -0.186*** -0.157*** 1.000 
  (5) MBR 0.003 -0.032*** -0.012 0.029*** 1.000 

  (6) SIZE -0.227*** -0.029*** -0.130*** 0.053*** -0.170*** 1.000 

  (7) MAN 0.218*** 0.070*** 0.091*** -0.077*** -0.043*** 0.024** 1.000 

  (8) MAN2 0.194*** 0.063*** 0.083*** -0.066*** -0.035*** 0.029*** 0.962*** 1.000 
  (9) MAN3 0.164*** 0.053*** 0.075*** -0.054*** -0.028*** 0.032*** 0.885*** 0.976*** 1.000 

  (10) CEOD 0.137*** 0.051*** 0.063*** -0.056*** -0.008 -0.108*** 0.116*** 0.102*** 0.084*** 1.000 
  (11) IDDIR 0.014 -0.002 0.019* -0.028*** 0.023** -0.044*** 0.093*** 0.099*** 0.093*** 0.100*** 1.000 
  (12) FAM 0.021** -0.001 0.026** -0.014 -0.010 0.026*** -0.054*** -0.037*** -0.025** 0.008 -0.001 1.000 

 

*** p<0.01, ** p<0.05, * p<0.1  
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   (-2.006) (-2.667)  
FAM     0.005*** 
     (3.795) 
Constant 0.758*** 0.732*** 0.780*** 0.760*** 0.750*** 
 (20.929) (20.640) (20.972) (20.830) (20.909) 
      
Observations 9,601 9,601 9,601 9,601 9,601 
R-squared 0.415 0.418 0.415 0.418 0.416 
Year FE YES YES YES YES YES 

Industry FE YES YES YES YES YES 
Pseudo R-sq 0.414 0.418 0.415 0.418 0.415 
Robust t-statistics in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
        
 
 
 
Table 5: Tabulation of Fiscal Year  
 Fiscal year  Frequency  Percent Cumulation 

 2007 571 5.93 5.93 
 2008 657 6.83 12.76 
 2009 730 7.59 20.35 
 2010 1009 10.49 30.84 
 2011 1277 13.27 44.11 
 2012 1421 14.77 58.88 
 2013 1398 14.53 73.41 
 2014 911 9.47 82.88 
 2015 941 9.78 92.66 
 2016 706 7.34 100.00 
 

 
 

Table 6: Tabulation of Industry Code  
 Industry Code  Frequency Percent Cumulation 
 A01 46 0.48 0.48 
 A02 21 0.22 0.70 
 A03 53 0.55 1.25 
 A04 49 0.51 1.76 
 A05 11 0.11 1.87 
 B06 41 0.43 2.30 
 B07 6 0.06 2.36 
 B08 13 0.14 2.49 
 B09 53 0.55 3.05 
 B11 37 0.38 3.43 
 C13 192 2.00 5.43 
 C14 82 0.85 6.28 
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 C15 93 0.97 7.24 
 C17 257 2.67 9.92 
 C18 143 1.49 11.40 
 C19 36 0.37 11.78 
 C20 47 0.49 12.26 
 C21 30 0.31 12.58 
 C22 126 1.31 13.89 
 C23 29 0.30 14.19 
 C24 40 0.42 14.60 
 C25 72 0.75 15.35 
 C26 628 6.53 21.88 
 C27 713 7.41 29.29 
 C28 117 1.22 30.51 
 C29 218 2.27 32.77 
 C30 274 2.85 35.62 
 C31 51 0.53 36.15 
 C32 174 1.81 37.96 
 C33 214 2.22 40.18 
 C34 314 3.26 43.45 
 C35 526 5.47 48.91 
 C36 249 2.59 51.50 
 C37 86 0.89 52.40 
 C38 690 7.17 59.57 
 C39 927 9.64 69.20 
 C40 119 1.24 70.44 
 C41 134 1.39 71.83 
 C42 3 0.03 71.86 
 C43 2 0.02 71.88 
 D44 94 0.98 72.86 
 D45 19 0.20 73.06 
 D46 11 0.11 73.17 
 E47 21 0.22 73.39 
 E48 88 0.91 74.31 
 E50 123 1.28 75.58 
 F51 141 1.47 77.05 
 F52 346 3.60 80.65 
 G53 1 0.01 80.66 
 G54 24 0.25 80.91 
 G55 25 0.26 81.17 
 G56 3 0.03 81.20 
 G58 21 0.22 81.42 
 G59 31 0.32 81.74 
 H61 21 0.22 81.96 
 H62 6 0.06 82.02 
 I63 56 0.58 82.60 
 I64 115 1.20 83.80 
 I65 392 4.07 87.87 
 J67 24 0.25 88.12 
 J68 1 0.01 88.13 
 J69 7 0.07 88.20 
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 K70 597 6.21 94.41 
 L71 9 0.09 94.50 
 L72 81 0.84 95.34 
 M73 7 0.07 95.42 
 M74 54 0.56 95.98 
 M75 3 0.03 96.01 
 N77 41 0.43 96.43 
 N78 55 0.57 97.01 
 O79 5 0.05 97.06 
 O81 17 0.18 97.24 
 P82 2 0.02 97.26 
 Q83 13 0.14 97.39 
 R85 28 0.29 97.68 
 R86 29 0.30 97.98 
 R87 10 0.10 98.09 
 S90 184 1.91 100.00 
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