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Abstract 
 

This study explores the relationship between excess cash holding and corporate governance of firms across the 
Taiwan Strait. Due to special state ownership in private business, we adopt different ways to compare the 
corporate governance of two different business environments. In general, management shareholdings, board 
members shareholdings, and state shareholdings have no significant relationship with cash ratio, but foreign 
investors’ shareholdings have a significant positive relationship with cash ratio. In Taiwan, the data indicates 
that the interactive term of the board member shareholding and excess cash have a positive impact on the growth 
of a company’s market value; on the other hand, in China, the data shows that the interactive term of state 
ownership and the excess cash have a negative influence on the growth of company’s market value. The 
implication of this finding is that board member shareholding is in a better position to monitor management than 
other capital ownership. 
 

Key Words: Excess Cash, Corporate Governance, Capital Structures 
 

1. Introduction 
 

This study refers to the APA Study Guide and defines “Excess Cash” as the cash and cash equivalent in excess of 
working capital.  Firms would keep some excess cash for future requirements or respond to adverse risk. 
Managers with substantial free cash flow can increase dividends or repurchase stock and thereby pay out current 
cash that would otherwise be invested in low-return projects or wasted. Jensen (1986) discussed the conflict of 
interests between managers and shareholders.  
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Stockholders would like to receive more cash dividends if a firm cannot invest the excess cash into profitable 
investment activities. Managers would consider whether paying more cash dividends would reduce managers’ 
ability to keep excess cash, reduce cash resources in the firm, and cause agency problems. Jensen (1986) also 
argued that the free cash flow theory predicts that many acquirers will tend to have exceptionally good 
performance prior to acquisition. That exceptional performance generates the free cash flow for the acquisition. 
Therefore, a study of the excess holdings of cash should also check corporate governance as a key factor.  
 

Jensen &Meckling (1976) indicated that if the internal stockholders share the same benefits as the external 
stockholders, by increasing internal shareholder’s shares, they would also reach the target of corporate 
governance. This study explores the relationship of equity and excess cash between firms in China and Taiwan; 
we discuss and compare the influence of cash ratio, market value, and the return of assets between firms in the 
two countries. In Taiwanese corporate governance, the equation adds the variables of managers’ ownership rate, 
directors’ ownership rate, and foreign ownership rate. In China’s corporate governance, the equation models the 
variables of government ownership and of the foreign ownership rate.  
 

2. Literature Review 
 

Most studies focus on the agent problemcaused by holding excess cash, ineffective management, and shareholders 
dissatisfaction. Jensen and Meckling (1976) proposed managers should return excess cash to shareholders and 
raise enough debt to distribute cash dividends. Vermilion (1981) proposed repurchasing stocks to increase 
shareholders’ capital gain. Jensen (1986) proposed the agent problem is caused by excess free cash flow. A firm 
could hold more cash for financing purposes or distribute excess cash to shareholders to reduce the excess 
liquidity of cash. Lehn &Poulsen (1989) proposed the merging of debt by using the excess cash to solve the agent 
problem. 
 

Faulkender & Wang (2006) examined the variation in excess stock returns and found that the marginal value of 
cash declines with larger cash holdings, higher leverage, better access to capital markets, and firms choosing 
greater cash distribution via dividends rather than repurchases. Opleret al. (2001) studied the determinants of 
liquid asset holdings by publicly traded U.S. firms and how these holdings change over time. They found that the 
important determinants of corporate cash holdings are size, risk, and the extent of the firm's investment 
opportunities, with smaller, riskier, and high-growth firms holding larger amounts of cash as a percentage of total 
(non-cash) assets. 
 

Pinkowitz et al. (2006) found that companies in 35 countries with limited protection for minority shareholders 
tend to have higher ratios of cash-to-total assets than comparable companies in more protective regimes. 
Pinkowitz et al. (2006)’s findings also support Michael Jensen’s “free cash flow” theory – the tendency of 
corporate managers in mature companies to retain and then waste excess cash on low-return projects. Pinkowitz et 
al. (2006) also suggested that in companies facing significant agency costs of free cash flow, cash holdings should 
be discounted since they are expected to be spent partly on projects designed to increase the welfare of those who 
control the firm rather than to maximize the wealth of all investors. Harford (1999) shows that regardless of a 
firm's level of corporate governance, firms with large cash reserves spend more on acquisitions. Harford, Mansi, 
and Maxwell (2005) build on this finding and show that poorly governed firms dissipate cash through 
acquisitions. Both papers focus on the level of cash holdings, rather than the value of cash holdings. 
 

Most corporate governance research focuses on financial statements studies. From financial statements, one can 
find useful corporate governance information: capital structure, internal governance, the board of directors, the 
distribution of managers’ bonuses, and the debt structure. In researching capital structure, Jensen &Meckling 
(1976) proposed the convergence of interest hypothesis; it assumed that an optimum level of debt would minimize 
total agency costs by balancing the agency cost of external equity and debt.  
 

The relationship between capital structure and management ownership depends on the relative size of the agency 
costs of equity and debt at various levels of management ownership. The higher the management ownership, the 
more similar interest trends of managers and shareholders; managers have higher incentive to work for 
companies’ interests.  Jensen &Ruback (1983) proposed the conflict of interest hypothesis; it assumed that 
thehigher the ownership of managers, the higher the anti-takeover behaviors. It indicated that managers with 
higher ownership would have more veto power in the board of directors. Mangers who tend to keep their own 
positions, would veto issues of merger, acquisition, or repurchases of stocks.  
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La Porta et al. (1999) and Salacuse (2003) found that the ownership and control structures are significantly 
concentrated in Asian and European corporations, while the ownership and control structures are more dispersed 
in American corporations or Anglo-American corporations. From these studies, one would assume that Taiwanese 
corporations’ ownership is more concentrated. In companies that have concentrated ownership, the influence of 
managers’ shareholdings and the supervising ability of the board of directors would be significantly affected. 
Therefore, the number of external board members would also affect the ability of supervising managers 
significantly. 
 

Oswakld and Jahera (1991) found that the higher the shareholdings of the board members and managers, the 
better the operating performance of corporations. Core et al. (1999) found that the percentage of internal board 
members correlates positively with the level of corporate governance, and correlates negatively with the 
compensation levels and overall cost to firms. Dittmar and Mahrt-Smith (2007) examined how corporate 
governance impacts a firm’s value by comparing the firm’s value and their use of cash holdings between poorly 
governed and well-governed firms. They discovered that corporate governance has a substantial impact on firm 
value through its impact on cash holdings. Poorly governed firms dispel cash quickly, and it eventually reduces 
operating performance. However, well-governed firms who dispel larger cash holdings eliminate the negative 
impact on operating performance. This study refers to the above literature, retrieves and selects some corporate 
governance models and variables with cash holdings for hypothesis testing, it then compares the capital structures 
between Taiwanese and Chinese firms. 
 

3. Research methodology 
 

This study refers to literature in corporate governance, corporate performance, and cash holdings to develop the 
research model to test the relationship between excess cash holdings and capital structures. The research 
hypotheses are as follows: 
 

H1: Considering risk factors and self-interest, the managers’ ownership is positively correlated with the firms’ 
cash holdings; increases in managers’ ownership are linked to increases in the cash ratio.  

H2: The board members’ ownership is negatively correlated to cash ratio; greater ownership of board members 
enhances supervision over managers, leading to better utilization of idle cash.  

H3: The shareholdings of foreign investors have a positive relationship to idle cash; information disclosure quality 
is better with more foreign investor shareholdings. 

H4: The relationship of institutional shareholdings and cash ratio is positive, especially the national government 
shareholdings in China. 

 

The major research data of various industries of China and Taiwan have been retrieved from the database of the 
Taiwan Economic Journal (TEJ); some other data are from the Market Observation Post System (MOPS) of the 
Taiwan Stock Exchange Corporation (TSEC). The data are collected from all industries, excluding the banking 
industries. The data periods cover the year range of 2002 to 2009. All of the research subjects are normal 
corporations, and should report the completed information about their board members’ shareholdings. Any 
corporation which does not have above information will be eliminated because the data of the subjects are 
unbalanced. In total, there are 1,232 subjects of Taiwan corporations, and 1,533 subjects are from China. In the 
regression models, some criteria will be added for the research testing of different financial positions. For 
example, this study tests if ROA >0 and excess cash ratio >1 would affect the capital structure. This study uses E-
views 6.0 for related OLS regression analysis and uses Microsoft Excel 2007 for description analysis. 
 

3.1 Research Variables and Research Models 
 

This research adopts the cash model of Opleret al. (1999) to study the relationship between capital structure and 
excess cash holdings. It also adopts multivariate regression models to test market value of net assets, market value 
growth and excess assets return. The four regression models are expressed below: 
 

3.1.1. Model One: Normal Cash Model 
 

This model is based on the model in Opleret al. (1999), with added in capital structure variables. It compares the 
difference of China and Taiwan corporations.  
 

CASHi,t = β0 + β1MTBi,t + β2SIZei,t + β3CFi,t + β4NWCi,t + β5CAPEXi,t + β6LEVERAGEi,t + 
β7DIVDUMi,t + β8 X(1)i,t + β9 X(2)i,t+ β10 X(3)i,t + YFE + FFE + εi,t (1) 
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Definition of variables 
 

CASH = ln[(cash)/(Total Assets – cash – marketable securities)]; cash and cash equivalent from TEJ.  Marketable 
securities: short term equity securities in TEJ. 

MTB = Ratio of market value of net assets to Book value of net assets  
SIZE = Company size; = ln(Total assets /100) 
CF = Ratio of Cash flow to net assets; Cash flow = Earnings before interest and tax plus depreciation; net assets = 

total assets – cash and cash equivalent – marketable securities. 
NWC = Ratio of Net Operating Working Capital to Net asset; Net operating working capital = current assets – 

current liabilities – cash and cash equivalent – marketable equity securities; net assets = total assets – cash 
and cash equivalent – marketable equity securities.  

CAPEX = Ratio of Capital expenditure to Net assets.  Capital expenditure is the purchase of fixed assets in TEJ. : 
LEVERAGE = Ratio of debt to net assets (the financial leverage); debt = total liabilities in TEJ. 
DIVDUM = a dummy variable of dividend distribution; “zero” indicated no dividend distributed during the year; 

“one” indicated dividend have been distributed.   
SHAREHOLDERS = Dividend payout ratio; which equals to cash dividend divided by current net income. This 

variable will replace DIVDUM to test the effect of dividend payout ratio. 
X(1) = ratio of managers shareholdings  
X(2) = ratio of board members’ shareholdings. 
X(3) = ratio of foreign shareholdings.  
YFE = Yearly fixed effects  
FFE = Individual firms’ fixed effects.  
 

3.1.2. Model Two: Market value of net assets to book value of net assets 
 

This model is based on the model of Fama and French (1998) and Dittmar and Mahrt-Smith (2007), with addition 
in the capital structure variables. This model also covers data from cross sections. 
 

MBi,t = β0 + β1 (Ei,t/NAi,t) + β2 (dEi,t/NAi,t) + β3 (dEi,t+1/NAi,t)+ β4 (Divi,t/NAi,t)+ β5 (dDivi,t/NAi,t) + β6 
(dDivi,t+1/NAi,t) + β7 (Ii,t/NAi,t) + β8 (dIi,t/NAi,t) + β9 (dIi,t+1/NAi,t) +  β10 (dNAi,t/NAi,t) + β11 
(dNAi,t+1/NAi,t) + β12 (XCashi,t) + β13 (Xi,t) + β14 (Xi,t * XCashi,t) + YFE + FFE + εi,t (2) 

 

In equitation 2, term t-1 is the base period, term t is the current period, and t +1 is the next period; d(variablesi,t) 
is a certain variable’s value at the current period value minus its value from the base period; d(variables i,t+1) is 
the next period’s value minus current period’s value. The reason for including (variables i,t+1) in the model is that 
the market value normally contains stockholders’ forecast of stock price. In the current period, a firm normally 
has to set up the next year’s investment plan and operating targets, the forecast effect of stock price by 
stockholders would be included in the next period’s variables. For example, electronics companies normally 
receive purchase orders six months in advance. Purchase orders received by the end of this year will affect the 
next year’s operating profit, which affects this period’s stock price. 
 

Variable definitions: 
 

MB = Ratio of firm’s market value to net assets; Firm’s market value = Market Value from TEJ times 1,000 to 
have the same monetary unit. 

 

E = operating profit, EBIT, earnings before interest and tax. 
Div = Common stock dividends. 
NA = Net assets; = from TEJ’s total assets – cash and cash equivalent – short term equity securities.   
I = interestexpense. 
XCASH = Excess cash ratio = the residual value of regression one from model one.  Model one contains major 

variables of operating decisions.  The residual of cash that excluded from the operating expense would be 
treated as the basis for estimation of excess cash ratio. 

X = capital structure variable, could be managers shareholdings, or board members’ shareholdings, or foreign 
investors’ shareholdings.   

YFE = Yearly fixed effects  
FFE = Individual firms’ fixed effects. 
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3.1.3. Model Three: Market Value Return Model 
 

This model is based on the model of Faulkender and Wang (2006), with additions in the capital structure 
variables. This model also covers cross-period effects. d(variablesi,t) is the current (variable) minus its base 
period (variable), this difference is also added into the regression model.  
 

(MEi,t-MEi,t-1)/MEi,t-1=β0+ β1(XCashi,t-1/MEi,t-1) + β2(dEi,t/MEi,t-1) + β3(dNAi,t/MEi,t-1) + β4(dIi,t/MEi,t-
1) + β5(dDivi,t/MEi,t-1) + β6(XCashi,t-1/MEi,t-1)+ β7*Li,t+ β9(NFi,t/MEi,t-1) + β8(XCashi,t-
1*dXCashi,t) + β9(Li,t*dXCashi,t) + β10(Xi,t* dXCashi,t) + β11 Xi,t+ YEF + FFE + εi,t(3) 

 

Definition of variables 
 

ME = Market value of equity. Retrieved from TEJ’s market value times 1,000, for the same measurement unit.  
XCASH = Excess cash ratio = the residual value of regression one from Model one. 
E = operating profit; retrieved from TEJ’s earnings before interest and tax. 
I = interestexpense 
Div = Common stock dividends NA = Net assets; = from TEJ’s total assets – cash and cash equivalent – short 

term equity securities.   
L = level of leverage; total liabilities from TEJ 
NF = New financing resource = New equity capital + new debt capital; New equity capital = current equity minus 

base period’s equity; new debt capital = current long term liabilities minus base period’s long term liabilities. 
X = capital structure variable, could be managers shareholdings, or board members’ shareholdings, or foreign 

investors’ shareholdings.   
YFE = Yearly fixed effects  
FFE = Individual firms’ fixed effects. 
 

3.2.Regression Analysis Results 
 

3.2.1. ModelOne– Taiwan data regression analysis results 
 

Table 1 shows the regression result of cash holding ratio and capital structure. The adjusted R-Square is 0.218738 
for this regression model. The p-values for each year’s “yearly effect” are all significantly less than 1%. 
Compared to the 2002 base year, cash holding ratios from year 2003 to 2009 are positively increased. The 
coefficient of year 2003 is 0.082594 and the coefficient of year 2009 is 1.896033, indicating cash holding is 
doubled.   
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Table 1: Model One Regression - Cash Ratio Analysis – Taiwan Data 

 

 Note: *** indicates 1 % significant level; ** indicates 5% significant level; * indicates significant level.  
Numbers in ( ) are standard deviations of coefficients. All regression equations have White’s heteroscedasticity 
consistent standard errors. 
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The second column of Table 1 refers to the relationship of excess cash holdings ratio with firm size (SIZE), firm’s 
market value to book value (MTB), cash flow ratio (CF), and net working capital (NWC). The residual value 
represents the excess cash ratio and it is the residual cash flow from operating expenses in the regression model.  
The regression model of the third column [2] and the forth column [3] are comparing the effects of the dummy 
variable and the dividend payout ratio. The results show that the dummy variable has reached the 1% significant 
level, but the dividend payout ratio does not have significant effect on excess cash. Thus, this indicates that a 
firm’s dividend policy does have a positive relationship with cash holdings, but the dollar amounts of dividends 
have no relationship with cash holdings.  
 

Column five to column eight of Table 1 show the results of relationship between cash holdings and capital 
structure variables – managers’ shareholding, board members’ shareholdings, and foreign holdings.  The analysis 
results indicate that only the foreign investor’s shareholdings have a positive relationship at the 5% significant 
level with a coefficient of 0.319607. Each additional unit of foreign investor’s shareholding would increase 
0.319607 cash holdings ratio. Managers’ shareholdings and board members’ shareholdings have no relationship 
with cash holdings. Column eight takes all of the three capital structure variables into account in the regression 
model; the results indicate that only foreign shareholdings have a positive relationship with cash holdings at 5% 
level with a coefficient of 0.337281. 
 

Table 1 also indicates at the 1% significant level that the related variables with cash holdings are: company size 
(SIZE), the ratio of market value to book value (MTB), ratio of cash flow to net assets (CF), and the dummy 
variable of dividend distribution (DIVDUM). At the 5% significant level, the related variables are: ratio of net 
working capital (NWC) and the ratio of capital expenditure to net assets (CAPEX). The results indicate that the 
variables of SIZE, MTB, CF, and CAPEX have the same signs as previous literatures’ findings. There are two 
variables which have different signs compared to previous literatures. The two variables are ratio of net working 
capital (NWC) and the dummy variable of dividend distribution (DIVDUM); both of them have positive signs and 
indicate a positive relationship with cash holdings. The adjusted R-square of model one regression is from 
0.724862 to 0.733779 for including all different variables. 
 

3.2.2. Model 2 – Taiwan data regression analysis results  
 

In model two, the dependent variable is the ratio of market value of net assets to the book value of net assets; it is 
very similar to market to book value ratio concept. The first column of Table 2 is comparing the yearly effects. 
The results show that compared to the base year of 2002, only 2008’s yearly effect is not significant. Coefficients 
of these yearly effects are positive, indicating positive relationships of yearly effects to the ratio of market value 
to book value; these coefficients are gradually increasing, except for year 2008. For 2009, the yearly effect has the 
highest coefficient of 1.000972.   
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Table 2: Model Two Regression: Market value to book value of net assets – Taiwan Data 

 

 
 

Note: *** indicates 1% significant level; ** indicates 5% significant level; * indicates 10% significant level. 
Numbers in ( ) are standard deviations of coefficients. Capital structure variables have two subsets, the left one 
have constraints of Net Asset>0；The right one have constraints of Net Asset>0 and Xcash>0.  Each regression 
contains White’s heteroscedasticity consistent standard errors 
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From column two to column four, each variable has two subsets; the left subset has net asset > 0, the right subset 
has net assets > 0 and Xcash> 0.  Xcash is the excess cash ratio and is the residual value from the first regression 
equation of Model One. Because the dependent variable - cash ratio is a natural logarithm, the residual value - 
Xcash of regression is also a natural logarithm. When Xcash> 0, companies who have excess cash ratio > 1 will 
be kept in the regression model; companies with Xcash< 0 will be eliminated. While including individual capital 
structure variables into the regression, only the manager’s shareholdings are significant at Net Asset > 0;p-value is 
at 5% significant level with a coefficient of -2.759219. The p-value of excess cash ratio (Xcash) is at 10% 
significant level with a coefficient of -0.054531. The adjusted R-square for this regression (Column 2 – left) is 
0.525353.  
 

Other significant variables in this regression are: operating profits are positively related to the ratio of market to 
book value at 1% significant level with coefficients around 3.2 for all three different capital structure variables. 
Dividend payout ratios are significant at Net Assets > 0, and are positively related with the ratio of market to book 
value for a coefficient around 0.037. The changes of dividend payout ratio (the difference between current to the 
base year) are related at p-value of 5% and coefficients are between -0.027 to -0.032. This indicates that the 
greater the difference between the current and the base years’ payout ratio, the more it would negatively impact 
the ratios of corporations’ market value to book value. Comparing the difference between next period’s payout 
ratio with current payout ratio using samples with Net Asset > 0 shows that the p-values are at 5% significant 
level with positive coefficients.  This indicates that the ratio of market value to book value is positively impacted 
by current dividend payout ratio. If the greater the difference between current payout ratio and the base year’s, the 
ratio of market value to book value would be negatively impacted. However, if the difference between next 
period’s and the current payout ratios are larger, the ratio of market value to book value would be positively 
impacted. Interest expense ratios are negatively related at p-value of 5% significant level, if Net Asset > 0. The 
growth of net assets is negatively related at p-value of 5% significant level with negative coefficients. The 
adjusted R-Square for Model two are from 0.52 to 0.55.  
 

3.2.3. Model Three – Taiwan data regression analysis results 
 

The dependent variable of Model Three is the growth rate of market value. The first column of Table 3 is the 
yearly effect, and it shows that 2005 and 2008 have positive relationship with the growth rate of market value at 
1% significant level. The other years are negatively related at 1% significant level. The adjusted R-square is 
0.360415.  Again, each column from column two to column four has two subsets. The constraints of the left 
subset are ME(t-1) & ME(t) >0; the constraints of the right subset are ME(t-1) & ME(t) >0 and Xcash>0. Xcash is 
the residual value of excess cash ratios from the first regression of Model One.  
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Table 3: Model Three Regression: The Growth Rate of Market Value 

 

 

Note: ***indicates 1% significant level; **indicates 5% significant level; *indicates 10% significant level.  
Numbers in ( ) are the standard deviations of coefficients.   
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Each capital structure variable has two subsets.  The left one contains the constraints of ME(t-1) & ME(t)>0； 
The right one contains constraints of ME(t-1) & ME(t)>0 and Xcash>0.  Each regression includes White’s 
heteroscedasticity consistent standard errors. 
 

Table 3 also shows the regression results of three capital structure variables with respect to the growth rate of 
market value. The shareholdings of board members are at 10% significant level if ME(t-1) & ME(t) >0; it is at 5% 
significant level if ME(t-1) > 0, ME(t) >0 and Xcash>0. The interactive item of the board members and the 
change of excess cash ([x]*Δ(Xcash)) is significant at 1% level with positive coefficient. This indicates that the 
greater the board members shareholdings, the stronger the supervising powers, the better corporate performance, 
and thus better to promote the corporation’s market value. The positive impact would be released by the excess 
cash holdings.  The impact of foreign shareholdings in this study is negative. In corporations with ME(t-1) & 
ME(t) >0, the greater the foreign ownership, the lower the growth rate of market value is at 1% significant level.  
Foreign investors in Taiwan normally buy and sell huge amounts of securities in short term for profits; they do not 
intend to hold securities for long-term capital gains. This behavior indicates that the higher the foreign 
shareholdings are, the lower the growth of market value is.  
 

The regression analysis of other variables in Model Three are: Excess cash has a negative impact to the growth of 
market value; interest rate changes have a positive impact on the growth of market value. Under ME(t-1) & ME(t) 
>0, the changes of payout ratios have negative impacts on the growth of market value. Under ME(t-1) & ME(t) 
>0, the interactive item of leverage and the excess cash (LEVERAGE*Δ(Xcash)) has a positive impact on the 
growth of market value. The adjusted R-Squared is from 0.33 to 0.53 for Model Three. 
 

3.2.4. Model One – China data regression analysis results 
 

Table 4 shows the regression results of cash holding ratio and capital structure variables.  The adjusted R-Square 
is 0.529784 for the yearly effects. The p-values of yearly effects of 2003, 2006 and 2007 are significantly less 
than 1%; p-value of yearly effect of 2005 is significantly less than 10%. The impact of yearly effect of 2003 is 
negative; the impacts of yearly effects of 2005, 2006 and 2007 are positive. This implies the cash ratio declined in 
2003, but increased from 2005 to 2007. 
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Table 4: Model One Regression: Cash Ratio – China data 

 

 
 
 

Note: *** indicates 1% significant level; ** indicates 5% significant level; * indicates 10% significant level. 
Numbers in ( ) are the standard deviations of coefficients.  Each regression includes White’s heteroscedasticity 
consistent standard errors. 
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Column two of Table 4 includes the following variables in the regression model: company size (SIZE), company 
market to book value (MTB), cash flow ratio (CF), and net operating working capital (NWC). The residual value 
of operating expenses is the excess cash ratio.  Column three and column four include the variables of dividend 
dummy variable and dividend payout ratio in the regression.   
 
The results indicate that using dividend dummy variable (DIVDUM) is significant at 1% level and positively 
related to the cash ratio, the same as Taiwan’s result (Table 1). 
 

Column five to column seven of Table 1 is testing the relationship of capital structures and the cash ratio. The 
results indicate only foreign shareholdings is significant at 10% level with coefficient of 0.419241. This implies 
that if foreign shareholding increases one unit, the cash ratio would increase by 0.419241 units. The results of 
Model One of China data are the same as Taiwan, only the foreign shareholdings has a positive relationship with 
cash ratio, while the state shareholdings has no impact. If we merge both capital structure variables, the state and 
the foreign shareholdings into the regression, there will not be relations. The adjusted R-squared for Model One 
by using China data is from 0.59 to 0.62. 
 

3.2.5. Model 2 – China data regression analysis results 
 

Table 5 shows the regression results of Model Two by using China data. The only significant yearly effect is in 
2009 at 10% level, other years are not significant. Column two and three are divided into two subsets, the left 
subset contains the constraints of Net Assets > 0; the right subset contains the constraints of Net Assets > 0 and 
Xcash> 0. Xcash is the residual values of Model One, the excess cash ratio. The results of Model Two indicate 
that foreign shareholdings under Net Asset > 0 have a positive coefficient of 1.129183 at 10% significant level. 
Excess cash ratio (XCASH) is significant at 1% level under the constraints of Net Asset > 0 with coefficient of 
0.276283 (state shareholdings) and 0.308242 (foreign shareholdings). The adjusted R-squared is from 0.75 to 
0.82.  
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Table 5: Model Two Regression - Market value to book value of net assets – China data 

 

 
 

Note: *** indicates 1% significant level; ** indicates 5% significant level; * indicates 10% significant level. 
Numbers in ( ) are standard deviations of coefficients. Capital structure variables have two subsets, the left one 
have constraints of Net Asset>0；The right one have constraints of Net Asset>0 and Xcash>0.  Each regression 
contains White’s heteroscedasticity consistent standard errors 
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The capital structure variables in Table 5 are different from Table 2. Taiwan data regression results show that 
managers shareholdings with constraints of Net Asset > 0 have a negative (-0.054531) relationship with the ratio 
of market to book value. China data regression results show positive relationships of state shareholdings and 
foreign share holdings (0. 0.276283 & 0.308242 respectively). The possible explanation is that Mainland Chinese 
investors neither prioritize the efficiency of utilization of excess cash management, nor do they concern about the 
basic analysis. Instead, they just follow others. Therefore, the bubble effect of high price-earnings ratio in China is 
more serious than it is in Taiwan. Foreign shareholdings in Taiwan are not significant, but China data shows a 
positive and significant relationship with the ratio of market to book value. Referring to the results of Model 
Three, the possible explanation is “hot money get into Mainland Chinese stock market.” From Model Three, 
foreign shareholders do not have significant impact, only the interactive item of foreign shareholdings and excess 
cash is significant and positively related to the growth rate of market value. This implies that foreign hot money 
pours into the Mainland Chinese stock market and raises the market value; however, it does not help the future 
development of companies. 
 

The results of other variables in Model Two indicate that when Net Asset > 0, with p-value at 1 % significant 
level are: current operating profits with coefficient of 1.67, dividend payout ratio with coefficient of 0.042. When 
Net Asset > 0, the changes of dividend payout ratio (the difference between next period’s and current period’s 
payout ratio) will have a positive impact of p-value at 5% significant level. This implies that if companies 
distribute dividends, they would increase the growth rate of market value. When Net Asset > 0, the growth rates 
of net assets have p-values of 1% significant level with negative coefficients of -0725212 and -0.743662. The 
adjusted R-squared for Model Two is from 0.75 to 0.82.    
 

3.2.6. Model Three – China data regression analysis results 
 

Table 6 shows the regression results from Model Three regression, the dependent variable is the growth of market 
value. The first column is the yearly effect. Only year 2003 is not significant, from 2004 to 2008.  Each yearly 
effect is positively related with 1% significant level. The coefficient is increasing each year from 1.76 to 7.61. The 
R-squared is 0.094435. 
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Table 6: Model Three Regression - The Growth Rate of Market Value – China data 

 

 
 

Note: ***indicates 1% significant level; **indicates 5% significant level; *indicates 10% significant level.  
Numbers in ( ) are the standard deviations of coefficients.  Each capital structure variable has two subsets.   
 



International Journal of Humanities and Social Science                          Vol. 3 No. 21 [Special Issue – December 2013] 

69 

 
The left one contains the constraints of ME(t-1) & ME(t)>0； The right one contains constraints of ME(t-1) & 
ME(t)>0 and Xcash>0.  Each regression includes White’s heteroscedasticity consistent standard errors 
 

Column two and three are divided into two subsets. The left subset contains constraints of ME(t-1) & ME(t) >0; 
the right subset contains constraints of ME(t-1)& ME(t) >0 and XCASH>0. XCASH is the excess cash ratio, and 
is the residual values from Model One Regression. The capital structure [x] is not significant; only the interactive 
item of capital structure and excess cash ([x] *Δ(XCASH)) under ME(t-1) & ME(t) >0 and XCASH>0are 
significant. The coefficient is -0.386807 for the state shareholdings at 1% significant level, and the coefficient is 
1.116603 for the foreign shareholdings at 10% significant level. 
 

Other variables in the model show that the change of excess cash (XCASH – XCASH (t-1)) is positively related 
to the growth of market value at 1% significant level. The interest change ratio also has a positive relationship at 
1% significant level. The interactive item of leverage and excess cash (leverage*Δ(XCASH)) is negatively related 
to the growth rate of market value. The adjusted R-squared is from 0.50 to 0.72. 
 

4. Conclusion 
 

From the regression analysis of Model One, the managers’ shareholdings do not have a significant relationship 
with cash holdings ratios; therefore, the findings do not supportH1 - Considering risk factors and self-interest, the 
managers’ ownership is positively correlated with the firms’ cash holdings; increases in managers’ ownership are 
linked to increases in the cash ratio. Compared to the proposition of Jensen &Ruback (1983)—the conflict of 
interest hypothesized that the higher the managers’ shareholdings, the worse the corporate performance, which 
also cannot be supported by this study’s analysis. From the Taiwan data, managers’ shareholdings and board 
members’ shareholdings do not correlate with cash holdings. This result also does not support H2. (H2 - The 
board members’ ownership is negatively correlated to cash ratio; greater ownership of board members enhances 
supervision over managers, leading to better utilization of idle cash.)   
 

From regression analysis of Model Two, only the manager’s shareholdings are significant when Net Asset > 0 at 
5% significant level. Operating profits are positively related to the ratio of market to book value at 1% significant 
level, coefficients are around 3.2 with all three different capital structure variables.   
 

H3 is supported by the analysis results from Model One, which indicate that the foreign investor’s shareholdings 
have a positive relationship at the 5% significant level. The results support H3 which indicate that only foreign 
shareholdings have a positive relationship with cash holdings at 5% significant level. H3 is also supported when 
we merge all three capital structure variables into the regression Model One, information disclosure quality is 
better with more foreign investor shareholdings. (H3 -The shareholdings of foreign investors have a positive 
relationship to idle cash; information disclosure quality is better with more foreign investor shareholdings.) 
 

The foreign shareholdings of Taiwanese data in Model Three indicate a negative relationship at the 1% level with 
the growth rate of market value. The foreign shareholdings of China data in Model Two indicate a positive 
relationship with the ratio of market value to book value of net assets at 10% significant level. These results 
indicate that foreign shareholdings have different impacts on Taiwanese and Mainland Chinese stock markets. 
Relatively speaking, foreign investor’s hot money would get into the Mainland Chinese stock market more often 
than the Taiwanese stock market, thus greatly impacting the Mainland Chinese stock market. However, these 
effects indicate that foreign shareholdings have a negative impact on the growth rate of market value. The 
negative coefficients from Model Three indicate that the foreign shareholdings have a negative impact on the 
corporation performance and manager’s decision making in the long term. 
 

H4—the relationship of institutional shareholdings and cash ratio is positive, especially the national government 
shareholdings in China—is not supported by the regression results of China data in Model One, Two and Three, 
which indicate that the state shareholdings are not significant. The results can not imply that the excess cash is 
related to the national government shareholdings. In Model Three, the interactive item of the state shareholdings 
and excess cash indicate a significant negative impact. This model implies that the supervising power of 
government shareholdings in Taiwan is better than it is in China.  
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