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ABSTRACT

This book works on some theoretical and empirical subjects on the
firm growth in terms of financial institution transition. How does fi-
nancial institution Jattern affect the firm growth, and, hence, the
economic growth? What’ s the mutual relationship between the firm

'growth and financial institution transition in the long run? Its core
views are the following. The financial essence of the firm growth is a
contradictory movement between maximizing substance value of the
firm and maximizing virtual value of the firm. The process of the con-
tradictory movement lies in the fact that substance value exists all by
itself before virtual value and virtual value is born out of and contribut-
ing to substance value, virtual value deviates from substance value and
booms unduly, and in turn virtual value regresses to substance value.
What is embodied in the contradictory movement is transition of finan-
cial institution. It can be viewed from two angles. One is a historical
path—from following financial type to positive financial type and then
to leading financial type—, and the other is an empirical path— from
financial repression to financial liberalization. These above views are
developed in the following seven chapters.

Chapter one reviews the existing research on the growth of the
firm and proposes a new analytical framework. It explores the theoret-
ical and logical origin of different value forms of the firm and puts for-
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ward an important hypothesis—value duality of the firm. This chapter
serves as the cornerstone and background of following chapters.

Chapter two discusses the financial institution foundations of the
firm growth in a macroeconomic context. This chapter deals with two
fundamental dimensions — one vertical and the other horizontal. The
former concerns the historical evolution path of financial institution.
Along this dimension my discussion shall focus on three stages of devel-
opment of financial institution: following financial type, positive finan-
cial type, and financial leading type. Different financial types have dif-
ferent functions on economic growth. Among them only modern finan-
cial institution (financial leading type) has all of the following func-
tions: pricing, mediating, allocating and arbitrating. The latter con-
cerns the different effects on economic growth not only between bank-
based system and market-based system, but also from financial repres-
sion to liberalization.

Chapter three discusses the endogenous function of financial insti-
tution in a microeconomic context and explores the relation in terms of
firm finance between financial process and the value of the firm. First,
regarding financial contract and capital structure as exogenous variable,
it expounds how capital structure affect capital costs, the firm value
and restrictive mechanism on adverse selection. Second, regarding fi-
nancial contract and capital structure as endogenous variable, it re-
searches on the logic of securities designed and the reduction of moral
hazard. Third, based on international comparison of enterprise capital
structure and governance model, it points out both of the above models
which in practice have their advantages and disadvantages.

Chapter four further looks into the financial process of firm
growth in terms of investment. It first analyzes two types of the firm
growth— the internal path and the external one, each of them having
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different realized conditions, and different macroeconomic and microe-
conomic performance. Then, in order to establish the methodology of
empirical study on the pair of the categories, substance value and virtu-
al value, it reviews and analyzes the measurement methods of fim’ s
growth performance.

Chapter five reveals that virtual value booming unduly would re-
sult in financial divergence and economic bubbles. Distinguished from
the former chapters which discussing the efficiency effect of financial
institution, this chapter mainly discusses the security effect of financial
institution. Firstly, it analyzes financial divergence in terms of institu-
tion and institution transition and the market mechanisms—how finan-
cial bubbles come into being— and the appropriate measure of the fi-
nancial bubbles. Secondly, based on looking into the phenomena that
virtual economy deviates from substance economy, it makes up a pro-
cess that the enterprise virtual value deviates from the enterprise sub-
stance value. Finally, it probes the micro—mechanism of the virtual
value regression to the substance value.

Chapter six analyzes financial reasons for performance difference
in enterprise growth and economic growth. On the basis of studying
two prototypes, the “relationship-based” system and the “ arm’ s
length” system, and their pros and cons, it looks.into how different fi-
nancial systems affect the efficiency of the firm growth. Then it ex-
plores the transnational growth of the firm in financial globalization.
At last, it researches on formation, operation and economic effect of
venture capital in terms of compatible innovation of financial institu-
tion, and gives a financial explain to the booming up of IT industry
and American new economy.

Chapter seven analyzes the relation between transformation of fi-

nancial institution and the firm growth in China. First, it discusses
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how transformations of financial institution result in changes of enter-
prise capital structure and growth path. Then, it looks into some prob-
lems about dynamic relation between enterprise substance value and
virtual value in our country. Finally, it gives some suggestions to our
country’s reality, such as setting up hybrid financial institution to spur
economic growth in the long run, squeezing economic bubbles out of
securities market, deepening capital market, setting up mechanism of
venture capital, etc.

This book has some contributions and innovations. First, it at-
tempts to explain the theory of the firm growth from a new. start
point. The existing researches on financial development and firm
growth are independent from each other. Based on analyzing how fi-
nancial institution pattern affects the firm growth, we discuss the mu-
tual relationship between the firm growth and financial institution
transition in the long run. Second, it puts forward a hypothesis, value
duality of the firm— substance value and virtual value. Third, it bet-
ters some theoretical studies: (i) pointing out three types of financial
institution— following type, positive type and leading type,  (ii)
summarizing the related research on the firm growth to technological
dimension, institution dimension and organizational dimension, (iii)
proposing a synthetic view of firm’s goal as value maximization on the
basis of sound interaction between substance value and virtual value—
rather than as profit maximization or market value maximization mere-
ly, (iv) putting forward that financial contract and capital structure
have dual characteristics, fund and governance, and (v) improving the
study of the economic security, discussing not only the passive path of
the virtual value regression to the substance value, but also the positive
one. Finally, it uses and innovates several approaches. On the one

hand, based on the method of Marxism and making use of Information
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Economics, it gives a qualitative analysis on substance value and virtual
value. On the other hand, it uses Game Theory and Net Present Value
Theory for reference to give a quantitative analysis on them. Mean-
while, an appropriate change from monetary analysis to financial anal-
ysis is another feature of this book.
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