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6. Conclusions

The political environment plays a significant role in influencing corporate governance and firm behavior.
This study investigates the effect of local corruption on corporate cash holdings in China. Based on the view
of political extraction and agency conflicts, we formulate two competing hypotheses. Using data on A-shared
listed firms between 2007 and 2012, we find evidence in favor of a cash sheltering motivation. Firms located in
more corrupt regions hold less cash. Further study shows that political resources help to avoid the risk of
being exploited, alleviating the motivation to shield liquid assets. Our results indicate that the effect of local
corruption on corporate cash holding is more significant in non-state-owned enterprises than in state-owned
enterprises. Compared to Non-SOEs with political connections, the cash policies of Non-SOEs without polit-
ical connections are more sensitive to local corruption. In addition, we find that sheltering cash in corrupt
environments causes firms to move away from their optimal cash holdings, harming firm value. These findings
are robust to a series of robustness tests.
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