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Internal Market or Centralized Management?

—— Case Study on Centralized Cash Management of a Chinese State-Owned Corporation

LIU Jun-yong, LI He-zun

Abstract : In this article we propose that centralized cash management is more likely to be a
means of centralized management than to be a form of spontaneous internal market. By modeling
the decision-making mechanism of the centralization of corporate cash management, we find that,
because of the gaming among the subsidiaries within a group corporation, they lack the motivation
to spontaneously centralize their cash management, and that when the group corporation dominates
the centralization of cash management, a rational decision should weigh the decreased financing
cost against the increased administration cost. Financing cost can be saved by lower combined
interest rate and less borrowing, but implementing centralized cash management may take extra
administration cost. Our case analysis is consistent with the judgments above. Additionally, we find
that centralized cash management may increase financial risk, and that it can be complementary to
other means of centralized management such as centralized procurement.

Key words : centralized cash management; cash holding; administration cost
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