
�������� ��	
���
��

A balancing act: Managing financial constraints and agency costs to minimize
investment inefficiency in the Chinese market

Alessandra Guariglia, Junhong Yang

PII: S0929-1199(15)00127-3
DOI: doi: 10.1016/j.jcorpfin.2015.10.006
Reference: CORFIN 972

To appear in: Journal of Corporate Finance

Received date: 18 December 2014
Revised date: 23 September 2015
Accepted date: 13 October 2015

Please cite this article as: Guariglia, Alessandra, Yang, Junhong, A balancing act: Man-
aging financial constraints and agency costs to minimize investment inefficiency in the
Chinese market, Journal of Corporate Finance (2015), doi: 10.1016/j.jcorpfin.2015.10.006

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.

http://dx.doi.org/10.1016/j.jcorpfin.2015.10.006
http://dx.doi.org/10.1016/j.jcorpfin.2015.10.006


AC
C

EP
TE

D
 M

AN
U

SC
R

IP
T

ACCEPTED MANUSCRIPT

1 

A balancing act: managing financial constraints and agency costs to 

minimize investment inefficiency in the Chinese market 

 

 

Alessandra Guariglia
a,*

, Junhong Yang
b
  

 

 
a 

Department of Economics; University of Birmingham; Birmingham B15 2TT;  

United Kingdom 
b 

Management School; University of Sheffield; Conduit Road; Sheffield S10 1FL;  

 United Kingdom 

 

 

 

Abstract 

Using a large panel of Chinese listed firms over the period 1998-2014, we document strong 

evidence of investment inefficiency, which we explain through a combination of financing 

constraints and agency problems. Specifically, we argue that firms with cash flow below 

(above) their optimal level tend to under- (over-)invest as a consequence of financial 

constraints (agency costs). Furthermore, focusing on under-investing firms, we highlight that 

the sensitivities of abnormal investment to free cash flow rise with traditionally used 

measures of financing constraints, whilst for over-investing firms, the sensitivities increase 

with a wide range of firm-specific measures of agency costs.  
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