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The market development, agency cost and perquisite consumption

Cheng Ming
(Shanghai University of Finance and Economics, Shanghai 200433, China)

Abstract: Under the especial economic system background in our country, there is
difference in various local market development, thus causes the agency costs of listed
firms different in various area. This paper selects the data of the listed firms in 2000 to
2002, using the data on regional institutional environment of China worked out by Fan and
Wang(2003), to investigate the influence of institutional environment for corporate
governance. We find that, (1) the regional market development influences CG——better
institutional environment can improve CG and decrease the agency costs. (2) However,
there is no influence for perquisite consumption, the reason for which is the existence of
compensation regulation in our stated-owned corporate. The perquisite consumption
remedies the low monetary reward and undertakes the recessive motivating effect. This is
in accord with Li, Sun and Liu (2005) in which the managers’ compensation contracts
conform to the superior contracting theory. Moreover, we find other factors influencing the
agency costs: ownership structure, corporate size and level.

Key words: the market development;agency cost;perquisite consumption;compensation
regulation
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