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Abstract

This book mainly carries out researches about the investing effect
under uncertainty and capital imperfection condition from theoretical and
empirical aspects, especially from the former one. The empirical re-
search testifies the conclusion of theoretical analysis by using the data of
Chinese public companies, which is based on the economic background
of such a transitional period the China.

According to the “cost—proceed principle” , with the help of New
Classical Investment Model, we divide the investing process into two in-
teracting stages ( theoretical process, not the real specific behavior of
investing process) to give a deep analysis of costs that affect the invest-
ment and proceed, and combine them into one investment theory. By
using the Real Option Value Theory, we define the option value as cost
of investing and the capital imperfection as capital cost of investing, and
then combine the existing research of capital imperfection and the option
analysis under uncertainty circumstance together. Further more, the book
redefines the investment proceed, which gives a thorough analysis of the
factors that affect proceed of investment. As to the investment cost, with
full consideration of traditional adjusted cost, we meliorates the no-dy-
namic defects of the traditional investment theory. There is a large part
puiting on discussing the current literature of this field, pointing out
their defects and the future trend. All in all, from the condition of uncer-

tainty and capital imperfection, basing on synthesis of the current theo-
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ries, the book gives a new theoretical explanation of investment behav-
iors. Also in this book, issue of transition in China and its impact on the
behaviors of enterprise investment are discussed. Finally, some invest-
ment policies discussion is presented.

Factors affecting enterprise investment choice are various and com-
plicated. It is essential to limit and generalize those factors during the in-
vestment research. The generalization of those factors is to construct in-
vestment models under different hypothetical conditions. The different hy-
potheses formulate different investment theories accordingly. The devel-
opment of investment theories is to make the behaviors of investment
agree with the actual investment by gradually setting free the hypotheses.

If the conditions of enterprise investment are certain, the decision
to investment or not is calculating enterprise investment cost and invest-
ment proceed, then comparing the net proceed of investment. When the
investment process is larger than the investment cost, the enterprise may
make a proper decision about its investment plan; otherwise, the in-
vestment plan may not be appropriate. The traditional investment theo-
ries, the so-called investment theories under certain environment, as-
sume the investment conditions to be certain.

The traditional theory is limited in explaining the phenomena of in-
vestment. The limits consist in many aspects: firstly, neglecting the ac-
tual characteristics of investment, neglecting the analysis of factors that
affect investing proceed and cost; secondly, postulating the condition of
investment is certain; thirdly, figuring the capital market is absolute,
namely, the demand equates the supply, neglecting the exist of cost of
capital. Therefore, the traditional investment theory need be developed.

Therefore, there are three types in the investment theories: invest-
ment under the certainty; investment under uncertainty; investment un-

der capital market imperfections. The traditional investment theory is the
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theory of investment under certainty. The traditional investment theories
develop along two trends: one is theory of investment under uncertainty ;
the other is investment under capital market imperfections.

The introducing of option value is the latest development of uncer-
tainty analysis. In the investment cost, option value is important varia-
ble, the new existing dynamic investment model of option value, by
calculating of the investing value, the enterprise educes a so-called crit-
ical point. However, the model of option value presumes that the capital
market is perfect. In fact the capital market is imperfect. Not only in Chi-
na, there are limits of capital system, even in the mature market, cap-
ital cost may affect investment decision. Therefore, capital cost analysis
is included in investment model. The current option value method pay at-
tention to the critical point but neglect the quantity of capital. The quan-
tity of capital is important to total quantity of investment in the national
economy. So the current option value method need be developed.

The theory of capital imperfections presumes that the supply of cap-
ital is less than the demand of capital and this characteristic of capital
supply may affect the quantity of investment. But this theory lacks the
uncertainty analysis. The accurate theory must contain the analysis of un-
certainty and capital imperfections.

The main creative point in this book are the integrated investment
model, namely uncertainty analysis plus capital imperfection analysis in
the model. For one thing, all possible factors affecting investment choice
can be included in the model, which can accurately reflect the actual
investment; for another, the model promotes the development of exist-
ing investment theories. The conclusion of the integrated investment mod-
el shows that the two factors reduce the levels of current enterprises in-
vestment. Further more, there is some connection between the two fac-

tors that generally reflects the complexity of investing behavior.
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The second creative point is the formulation of appropriate invest-
ment policies. The traditional investment theories presuming certain in-
vesting environment believe that interest rate is the central factor in de-
termining the investment level, but this book believes that certainty and
uncertainty of economic environment and the conditions of capital acqui-
sition will be altogether affecting the investment level. SO the coming out
of investment policy should be completely new accordingly, in which
improving of capital market and uncertainty must be considered to play
an actual guidance role.

The third creation point is establishing a new method of capital
quantity, which is developed from the traditional one. The method is in
essence a comparative static analysis. A two-stage method has been
formed, in which one process is to determine investment net proceed;
the other is to determine capital net proceed. The investment net proceed
and the capital net proceed are realized by the comparison of marginal
cost and marginal yield. We also discuss about investment cost about op-
tion value, and the total investment cost containing almost all factors
which affect investment choice.

The last is the discussion of particularity of enterprise investment
behavior in transition in China. The Chinese enterprise investment behav-
iors differ from the enterprise behaviors under market econo-
my. Transitional economic system in China will affect the choice of enter-
prise investment. We also discuss about the connection between transi-
tional economic system with uncertainty, and the investment effects un-
der this uncertainty. This book uses the data from the companies that en-
ter stock markets and testifies the above-mentioned theories. On the
whole the results supports the theory. Though some results is dissatisfac-

tory, it may be the reflection of economy with Chinese characteristics.
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