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Insider Share Pledging, Legislative Change,
and Corporate Cash Holdings
—Evidence from the Taiwan Stock Market
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The study examines the impact of insider share pledging on corporate cash
holding decisions. The 2011 amendment to the Company Act in Taiwan improved
investor protections by prohibiting voting rights for “excessive pledged shares” in
general meetings. This study further examines whether this legislative change
impacted the relationship between insider share pledging and corporate cash holding

decisions. Empirical results document that firms with insider share pledging are
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negatively associated with cash holdings, suggesting support for the interest alignment
hypothesis. This negative effect on cash holdings is reinforced following the 2011
amendment and supports the view that there was a reduction in agency conflicts, which
motivates over-pledged firms to decrease their cash holdings. This study performs

several diagnostic tests and shows that the results are robust in various specifications.

Key Words: Share pledging, cash holdings, legislative changes, interest alignment

hypothesis.
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