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FORWARD

There are disagreements about the relationship among the corporate govern-
ance, the financial development and the economic growth for economists. Some
believe that the financial development has positive important effect on the eco-
nomic growth, and the financial development spurs the economic growth. On the
contrary, the others suspect this belief. They think the financial development is
not the cause, but the result of the economic growth. The economic growth pre-
dicts the prosperity of economy, the financial market forecasts the prosperity and
provides the funding needed by economy, so the financial development just fore-
cast the economic growth, but does not spur the economic growth. China made
the miracle in economic growth since the economic reform, but the financial mar-
ket makes slow development in the scale and structure, and the corporate gov-
ernance is weak. If we can make the fast economic growth without the financial
development and the stronger corporate governance, then an important question
is why we need develop the financial market and improve the corporate govern-
ance? That is, what did the financial development and the corporate governance
contributed the economic growth? If there are some contributions of the financial
development and the corporate governance to the economic growth, then how do
these happen? This paper focuses on the empirical test for the causality of the fi-
nancial development and the corporate governance to the economic growth and
provides the empirical evidences to show its economic mechanism. Specifically,
this paper empirically tests the four questions: the first is whether the increase of
financial channels caused by the financial innovation positively affects the corpo-
rate performance? That is, given the financial innovation decreases the financial
constraints of corporate, can the decreasing create the corporate value? For the
whole economy, can the financial development positively affect the economic

growth? The second is how the increase of financial channels caused by the finan-
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cial innovation positively affects the corporate performance? That is, what are
these mechanisms of the effect of the financial constraints on corporate perform-
ance? The third is given the law and institutions improved the corporate govern-
ance, then does the stronger corporate governance increase the corporate value?
That is, can the law and institutions protecting investors spur the economic
growth? The forth is how the stronger corporate governance positively affects the
corporate performance?

This paper consists of nine chapters. Major contents of each chapter are out-
lined as follow:

Chapter 1 is the introduction, which briefly introduces the research back-
ground, issues of the research, the research contents, the research contribu-
tions, the research findings, and the research innovations.

Chapter 2 empirically tests the effect of financial constrains on operating per-
formance. In this chapter I exploit the innovation of financial instrument (short-
term bond) to the variation of financial constrains of the listed companies and
provide the evidences of the effect of financial constrains on operating perform-
ance.

Chapter 3 empirically tests the effect of financial constrains on corporate in-
vestment. In this chapter I exploit the innovation of financial instrument (short-
term bond) to the variation of financial constrains of the listed companies and
provide the evidences of the effect of financial constrains on corporate invest-
ment.

Chapter 4 analyses theoretically the relationship among corporate govern-
ance, capital structure, and industry competition. This chapter models a two-
stage financing to show the best strategy of predator is increasing the cost of ex-
ternal financing to predate the prey and deter potential entrant in the event of ri-
valry with poor governance needing financing.

Chapter 5 analyses empirically the relationship among corporate governance,
capital structure, and industry competition. Under controlling the endogeneity
problem, the charper finds that institutional environment and capital structure
are important to industry competition.

Chapter 6 provides evidence about how political connections affect corporate
from the view of the relationship between capital structure and industry competi-
tion.

Chapter 7 uses the abruptly increasing labor cost caused by Labor Contract



Law to empirically map out the causes of the persistence of redundant labor in
SOEs.

Chapter 8 empirically examine the impact of two distinct laws, announced
and implemented during the same period, on publicly listed firms in China. Our
results indicate laws that are more clearly defined and easier to enforce will be
more effective, especially in countries with weak institutions.

Chapter 9 sums up this paper.

The main findings and contributions in this paper as follow:

1. For the effect of the financial constraints on corporate performance, this
paper makes three contributions. First, I exploit the innovation of financial in-
strument (short-term bond) to the variation of financial constrains of the listed
companies and empirically test the effect of financial constrains on operating per-
formance to identify the causality of financial constrains on operating perform-
ance. Thus my evidence for causality is more powerful than granger causality.
Second, I directly test the real effect of financial constrains on economy. Finally,
I further show the economic mechanisms, that is, the channel of allocating finan-
cial resources. In a word, my evidences suggest that financial development have a
great impact on corporate value and thus advance the economic growth.

2. For the effect of the financial constraints on corporate investment, this pa-
per makes three contributions. First, I exploit the innovation of financial instru-
ment (short-term bond) to the variation of financial constrains of the listed com-
panies and empirically test the effect of financial constrains on investment. Sec-
ond, based on the natural experiment, we handle the two challenging problems
in empirical test for investment: the criterion of grouping financial constrains and
the measurement error in Tobin’s Q. Finally, I find that short-term bond as a
potential financial instrument of firm can decrease the financial constrains and
thus increase the level of investment. This effect is significant both statistically
and economically. In a word, my evidences suggest that financial innovation has
a great impact on financial constrains and the behaviors of investment, thus pro-
duce an important influence on real economy.

3. For the effect of the financial constraints on industry competition, this
paper makes some contributions. First, the paper models a two-stage financing to
show the best strategy of predator is increasing the cost of external financing to
predate the prey and deter potential entrant in the event of rivalry with poor gov-

ernance needing financing . This model illustrates Air China contesting share of
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Eastern Airlines is a predatory strategy and point that the strategy of financing is
associated with competition and corporate governance and good governance will
benefit consumers and economic efficiency. Second, my paper provides evidence
about the relationship of institutional environment, capital structure, and indus-
try competition. High debt negatively affects corporate position in industry com-
petition.

4. Institutional environment makes a positive effect on corporate industry
competition by reducing financing restrictions. My evidence suggests the institu-
tional environment is important to corporate behavior.

5. Political connections have effect on corporate value, but there are little
evidences on how. This paper provides evidence about how political connections
affect corporate from the view of the relationship between capital structure and
industry competition. My evidences support the view that political connections
help the corporation to get more financial resources, thus improve the corporate
value.

6. The persistence of redundant labor is one of the stylized facts in state-
owned enterprises (SOEs), but there are different opinions about the causes of
this stylized fact. This paper uses the abruptly increasing labor cost caused by
Labor Contract LLaw to empirically map out the causes of the persistence of re-
dundant labor in SOEs. I find the increase of labor cost result in more layoffs in
SOEs than private enterprise and SOEs change their labor policy to keep less re-
dundant labor after the law increasing labor cost. My results suggest that manag-
erial agency cost but not government intervention is the cause of the persistence
of redundant labor and provide the evidence of managers’ preference about “quiet
life”.

7. Our work contributes and extends the literature on law and finance. Our
within- country study avoids many pitfalls of cross-country studies, and our
difference-in difference approach overcomes the endogeneity problems in separa-
ting the effects of the laws and regulations of interests from other factors. More
importantly, by examining the impact of two distinct laws at the same time, we
provide direct evidence that enforceability is an important determinant of the ef-
fectiveness of laws and regulations. This has important implications for develo-
ping countries as formal institutions in these countries are weak, so that the legal
system cannot enforce complicated laws and regulations. On the other hand,

laws and regulations that have clearly defined, easy to interpret and verify



‘right” from ‘wrong’ outcomes will be enforced much more effectively, and, as
a result, have a greater impact on firms and markets. Finally, the paper contrib-
utes to the growing literature on China’s capital markets and economy by investi-
gating the effects of different regulations on listed firms’ governance perform-

ance.
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