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Abstract

Corporations’ capital structure is a question for discussion which
is payed attention to long by finance academe and corporation manag-
ers, is also one of the important contents on corpotation finance stud-
y. These theories on capital structure in existence could be identified
to four categories of determinants of capital structure: models based
on agency costs, models based on asymmetric informations, models
based on corporate control considerations and models based on prod-
uct/input market interactions. These theories on capital structure
which are put forward are mainly based on hypotheses on corpota-
tions’ environments and analysis about corpotations’ conflicts. The
researchs of every capital structure theories mainly describe some fac-
tors that determine the capital structure on one side. Commonly,
there are different conflicts in different market economy environment
so there are different factors which determine the corporation capital

structure.
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These literature about models based on corporate control consid-
erations in the near future mostly study start from affects on capital
structure which managers conside self benefits, its background of re-
search is resemble with the real situation which those managers of chi-
nese listed companies are fact controler and managers’ benefit badly
affect profitability and capital structure. However, there are many
differences between those literature mostly based on west developed
market economy with the market enviroments in existence in China.
Especialy the obvious differences on source of managers’ benefit and
condition on corporation financing restrict would affect the conclusion
on capital structure in China. These literature in existence about cap-
ital structure characteristic of Chinese listed companies mainly carry
empirical study, there are less theoretic study which could consider
Chinese market characteristics. In a word, capital structure theories
in existence could not entirely explain the influence on profitability
and capital structure of Chinese listed companies which were made by
managers’ self — behavior. About the relation between capital struc-
ture and profitability, there are different conclusions in different theo-
retical models and emperical studies. Otherwise, those conclusions
were different about how such factors affected capital structure as cor-
porations’ size, fixed assets and stock price. So we think there need
farther study on such problems.

Based on the market environments and operation environments of
Chinese listed companies, the thesis study some relate problems about
profitability and capital structure under the current system back-
ground. Based on those recent researches belong to models based on
corporate control considerations, and relaxing the conditions of bank-

ruptey and take — over, we established new capital structure model.

Jh__/



Based on the model, we analyze how managers’ self — interest beha-
virors affect corporation’ profitability and how profitability affects
corporation’s capital structure. Besides, applying such annual
capital structure datas from 1992 to 2004 which came from Chinese
listed companies in shanghai securities exchange and shenzhen securi-
ties exchange, we made test on the proposed model from the two angel
of listed survival annual time series and calendar time series. The
main results are:

First, we developed a model on profitability and capital structure
in which managers choose to maximize themself interest in Chinese
listed companies. Our model supposed that the mangers’ interest
came from their controled company’s resources and assumed that there
were no bankruptcy and take — over, than we studied manager’s be-
havior on perquisites, investment and financing. Our research indica-
ted that manager would increase their controlled funds, and decrease
investment to maximize their perquisites under such conditions. It’s
also shown that corporations’ profitability would decline because
managers’self — interest behavior affected corporations’ profitability af-
ter their IPO. On the contrary, the reducing of profitability of Chinese
listed companies would lead to interior financing capacity declining
and debt ratio increasing after their IPO.

Secondly, through empirical test we analyzed how overhead ex-
penses affected corporations’ profitability using overhead expenses as
perquisites. The results indicated that managers’ self — interest be-
haviors negative affect profitability which had approximately 30% ex-
planation to corporations’profitability. We also conclude trends char-
acteristics of Chinese listed firms in surviving years after IPO and in

calendar time from 1992 to 2004. Our empirical results show that cor-
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porations’ profitability were decreasing keeping 8 years afer IPO, but
decreasing after 1998 in calendar time. The decreasing extend is a-
bout from 60% to 70%. So, we considered that mangers’ self — in-
terest behaviors badly affected Chinese listed companies’ profitability
and their profitability would submit decreasing trend in surviving year
after IPO. These support our model’s deduction.

Thirdly, we analyzes capital structure’s change trends of Chinese
listed companies in surviving years after IPO and how
corpotations’profitability affected corporation’s financing tools. We
found that average debt ratio would keep increasing after IPO. For ex-
ample , debt ratio had increased from 36% at IPO year to 55% at IPO
+12 year. Net debt issues are the most financing founds in ever years
after JPO and new retained eami}lgs, net equity issues and net debt
issues take on decreasing trend in surviving year, but new retained
earmings decreased most. The decline of retained earnings and net eq-
uity issues were caused by reducing of profitability of listed compa-
nies, but in reverse profitability affected net debt issues little. So we
considered that corporation’s debt ratio kept increasing were caused by
that the standing decline of listed companies profitability made corpo-
rations’ interior financing capacity and equity financing capacity also
decline.

Afer that, we anlyze those factors affecied the cumulate capital
structure, and farther analyze how profitability affected capital struc-
ture. The empirical results shown that probitability had significant
negtive persistent influence on the cumulate capital structure. After
IPO or different calendar year, the influences which profitability
brought to capital structure were significant; no change with other fac-

tors changing, and has better increment explaination. We also found
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that there were positive relation between survival year after [PO and
corporations’ size, and negative relation between stock price and
fixed assets, but after IPO + 8 years, the influences caused by stock
price and corporations’ size on capital structure were not significant.
Besides, in some calendar time series, the influences caused by stock
price on capital structure were also not significant. Thereout, it shows
that the factors that affected capital structure were changed in different
survival year and in different calendar year.

At last, we considered more other coniroled variable in model to
study the influences caused by profitability on net capital structure.
Profitability also had persistent affect on capital structure, which
mainly come from its’ significant positive affect on interior financing
capacity and equity financing capacity, it had litter influence on debt
financing. We founded that stock price had significant positive affects
on equity financing at the prophase stages after IPO, which shown that
the market timing behavior also occured in Chinese listed companies.
But in the anaphase period after IPO, there is little equity financing
and the market timing behavior is not significant. Our research indi-
cated that corporations’ size affected capital structure through nega-
tive influencing inside financing and equity financing, which is differ-
ent those literatures in existence which believed corporations’ size af-
fected capital structure through positive influencing debt financing.
Fixed assets had negative influences on debt financing, which is dif-
ferent those results in foreign literature. Compare to profitability,
such factors as corporations’ size, stock price, fixed assets, had little
influence on net capital structure and had little increment explaina-
tion.

Above empirical results were consistent with each other, and
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hold up our theoretical conclusions. It shows that the increasing of
capital structure of Chinese listed companies was arosed by the de-
creasing of corporation profitability, and the decreasing of profitability
was arosed by the managerial self — interest behavior. So, enhancing
surpervising managers’ self — interest behavior and improving inspirit-
ing level on managers, which would be in favor of improving listed
companies’ probitability and reducing the high debt ratio because of

loss.

Keywords: Capital structure changes Profitability Man-

agerial self — interest behavior IPO surviving year
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