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ABSTRACT

It is incredibly that Microsoft keeps long—term conservative financial policies.
According to the financial report of 1999 cash and short-term securities investment is
$ 17 billion, and account for 45. 95% of the total assets $ 37 billion. Bill Gates,
the CEO of the company, has said that, to deposit more money in the bank, we can
pay for the wages of current year even though there is no any fund into company. Cash
flow is of great importance for listed company to cope with uncertainty. Ren Zhengfei,
a private entrepreneur, has told the staff that, “what to save Huawei in hard time is
cash flow”. The Annual report of Kweichow Moutai in 2012 shows its monetary capital
is 22 billion, 49% of the total assets 44. 9 billion. At the same period time, Wulian-
gye shows that its monetary capital is 27. 8 billion, 61.5% of the total assets 45.2
billion. The huge cash flow of these listed company is not used to cope with uncertain-
ty, it is used by management to entrust the escrow, trust management, perquisite
consumption, excessively pay employee compensation or irrational expansion. This
may cause financial slack of the management of listed company. By the end of July
2012, Yanghe Brewery JSC has used 3. 92 billion of cash in bank to buy short—term
financial products of financing institution. According to the consolidated statements,
the net profit of China Railway Group in 2012 is 8. 479 billion; the disclosed business
entertainment is 837 million, almost 10% of the profit.

As everyone knows, theentrepreneurs of a startup pull together and overcome the
difficulties of lack of funds, technology, employee and market to make the enterprise
growth. And the enterprise will gradually occupy a place in the fierce competition.
Once the enterprise back on track, instead of hard work and plain living there used to
be, some managers and employees become demoralized and slack. They intrigue a-

gainst each other and they are poorly organized. In some accounts, the average
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lifetime of our private enterprises is 3. 5 years. The startup, growth, and maturity of
an enterprise is influenced by many factors, not only the objective factors such as Na-
tional macroeconomic, medium and long term sirategy and market factors , but also
the human fac‘tors, such as slack mentality, pleasure—seeking and underachievers.
Just like the old saying, it is hard to maintain what has been achieved rather than
starting a business. The growth and degenerating stage of the enterprise have been re-
searched a lot. And there have been many effective research results, such as financial
distress alert, prediction model of finance predicament and so on. But, there is little
comprehensive and systematic research on the financial slack of management of listed
company.

Theconnotation of financial slack is defined by combing the related or similar con-
cepts of financial conservatism, financial flexibility and free cash flow. The theory of
financial slack of listed company is analyzed based on resource—based theory, behav-
ioral Theory in the firm, economic people theory, uncertainty and risk theory, agency
theory, pecking order theory, trade —off theory and so on. The financial slack of
listed company in our country is analyzed and summarized. The result shows that the
resource of financial slack is used to entrust loans and trust management inefficiently ,
excessively expense in—office, lrrational expansion, pay employee compensation ex-
cessively, unfair related party transactions and bear social responsibility excessively.
And this will lead to the loss of performance of listed company. The influence of finan-
cial slack is analyzed from the aspects of external financial policy, monetary policy,
internal governance mechanism and incentive system of an enterprise. The financial
slack of listed company is estimated from the views of both qualitative and quantitative
by the use of financial index and non—financial index. And the behavior recognition
model of financial slack is established from the thought of BCG Matrix. Listed
company of ten sectors is selected to test the validity of financial statement data. A-
mong them, A stands for farming, forestry, animal husbandry and fishery; B is Ex-
cavation; C is Manufacture; D stands for electricity, heat, gas and water production
and supply industry; E is Construction; F is wholesale and retail industry; G stands
for Transportation, warehousing and postal service; I stands for information transmis-
sion, software and information technology services; K is real estate and S is miscella-
neous. By the examination, it is found that the minimum of the average financial

slack of the ten sectors is G, while the maximum is I. The financial slack of listed
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company in the sector of G is tested, and the result shows that the model established
here is effective.

For a further analysis, the inducement of financial slack of listed company is em-
pirically researched from two views: the capital constraint intensity and management
background of the listed company. Empirical results show that the financial liability
with interest can inhibit financial slack and the financial liability without interest and
equity capital is positively correlated with the financial slack. The empirical analysis of
management background shows that the age of management team is positively
correlated with the financial slack; The average educational background of
management team is negatively correlated with the financial slack; And the financial
slack of listed company is no significantly related to the sexual distinction and scale of
the management team. This implies that the older the management is, the easier to
induce financial slack ; the higher the level of education is, the more difficult to in-
duce financial slack behavior. But there is no significant relationship between the sex-
ual distinction, the scale of the management and the financial slack. Further analysis
of the relationship between the heterogeneity of chairman and financial slack shows:
without distinguish between state—owned and non-—state—owned property rights, the
age of chairman is positively correlated with the financial slack; The educational level
of chairman is negatively correlated with the financial slack; The accounting,
financial and economic management working experience of chairman is negatively cor-
related with the financial slack ; But the sexual distinetion of chairman is not no signif-
icantly related to the financial slack, this means that there is no influence to the fi-
nancial slack whether the chairman is a man or a woman. The sample regression of
state—owned and non—state—owned company shows that the influence to the financial
slack of chairman’s heterogeneity of state—owned and non—state—owned company are
significantly different, the influence of heterogeneity of chairman of the state—owned
company is significantly higher than that of non—state—owned company. The older the
chairman is, he easier to induce financial slack. And it is more apparently in state—
owned company. The relationship between financial slack and educational background
of chairman, the educational background of chairman of state—owned company is neg-
atively correlated with the financial slack, while the educational background of chair-
man of non—state—owned company is not significantly related to the financial slack.

Theempirical research of the economic consequences of financial slack show that
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the internal hoarding financial slack of state holding listed company is significantly
higher than that of non —state controlled listed company. The performance of state
holding listed company with higher financial slack resources is significantly lower than
the non—state controlled listed company with lower higher financial slack resources. It
is confirmed that, instead of buffering the negative impact causing by the changeable
external environment, the financial slack will lead to the loss of performance for the
import of unnecessary agency cost which supports the agency theory of Jensen. The in-
fluence of excessive financial slack to the performance fluctuation is evaluated by the
standard deviation of earnings per share which has deducted the non—recurring profit
and loss. And the result confirmed that the standard deviation of earnings of state—
owned company is significantly higher than the non—state—owned company. The exces-
sive financial slack exacerbate the fluctuations of performance and is not conducive for
the company to control the credit risk,

Finally, the countermeasures to govern financial slack are put forward. To
strengthen the management of financial slack resources of listed company is needed for
the precautions risk of financial slack. The internal and external governance mecha-
nisms of listed company need to improve and perfect. The brought in of the mechanism
of selecting and appointing professional manager is will also be helpful for the inhibi-
tion of the financial slack. In this way, the performance of listed company will im-
prove. The research and results of this thesis enrich the financial management theory,
and has a certain theoretical and practical signification.

Keywords: Listed Company; Financial Slack; Financial Slack Behavior; Cor-

porate Performance.
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