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A B S T R A C T

This paper investigates the influence of the economic value added (EVA) per-
formance evaluation, issued in 2010 by the State-owned Assets Supervision
and Administration Commission of the State Council, on the value of the cash
holdings of central state-owned enterprises (CSOEs). We find that EVA per-
formance evaluation has some influence on the overinvestment of CSOE cash
holdings and significantly increases the value of CSOE cash holdings compared
with the cash holdings of local state-owned enterprises. The greater value of
CSOE cash holdings derives from underinvestment modification and overin-
vestment restraint. The value of cash holdings increases more for companies
with better accounting performance. Thus, the EVA performance evaluation
policy increases CSOE efficiency. This study contributes to the emerging lit-
erature related to cash holdings and the economic consequences of the EVA
performance evaluation policy. It expands the literature related to investor
protection in countries experiencing economic transition.
Ó 2015 Sun Yat-sen University. Production and hosting by B.V. This is an

open access article under the CC BY-NC-ND license (http://creativecommons.
org/licenses/by-nc-nd/4.0/).

1. Introduction

Jensen and Meckling (1976) find that managers routinely waste their firm’s cash for personal benefit.
Furthermore, Jensen (1986) observes that managers hold on to excess cash for personal benefit. These argu-
ments have been widely cited in the domestic and overseas literature. Due to the separation of ownership and
control, managers often consume corporate cash to maximize their own benefits or act in a way that fails to
maximize the benefits of stockholders. The agency costs resulting from the separation of ownership and
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