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ABSTRACT

Financing preference of a firm not only affects its financing decision but
also influences its capital structure, corporate governance and valuation. Re-
searches on this issue have become the frontier of corporate finance in recent
years., Pecking-order hypothesis assumes a financial hierarchy descending
from internal funds, to external debt, and last to external equity. Most empir-
ical tests in foreign markets basically verified the model.

There is basic difference of financing preference between Chinese firms
and western ones. This book analyses the characteristics of financing prefer-
ence of Chinese firms under the special institutional environment and the
mechanism and factors for forming the characteristics. I also analyses the fi-
nancing effects and their influences on corporate governance. 1 hope to pro-
vide a new explanation for firm financing patterns in China and give some poli-
cy suggestions aiming at formalizing financing behaviors of listed companies
and improving financing efficiency in Chinese capital market.

This book consists of seven chapters. Chapter One is an introduction. It
includes such contents as research background, basic concepts, research
framework and plan, innovations of paper and problems for further study.

Chapter Two focuses on literatures review, including literatures in the ar-
eas such as financing preference theories, models and empirical tests, and
relevant researches on Chinese listed companies as well.

Chapter Three analyses the characteristics of financing preference of Chi-

nese listed companies. This Chapter analyses the capital structure, financing
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structure and the characteristics of financing preference of Chinese listed com-
panies. Basing on the results, I comment on financing preference of Chinese
listed companies which differ from what western theories may predict.

Chapter Four analyses the inner factors affecting financing preference of
Chinese listed companies. The chapter includes researches on relationships
between financing preference and such factors as the characteristics of listed
companies and corporate governance. I also analyse the internal forming
mechanism of the financing preference of Chinese listed companies in this
chapter.

Chapter Five analyses the external factors affecting financing preference
of Chinese listed companies which include policy environment factors and mar-
ket environment factors, etc.

Chapter Six concerns of the financing effects such as the influences of eq-
uity financing of listed companies on earning ability, stock valuation and cor-
porate governance.

Chapter Seven deals with the remedies for the financing preference of
Chinese listed companies. Those remedies put forward by author include opti-
mizing holding structure of the stocks, enhancing corporate governance, im-
proving security supervision system and developing external market system.

The main results of this research concerning of the characteristics of the
financing preference of Chinese listed companies can be conclude in the fol-
lowing five aspects.

Firstly, from the perspective of the capital structure, the characteristics
include lower liability-asset ratio, higher current liability-total liability ratio,
higher proportion of equities in long-term assets. From the perspective of the
financing structure, the characteristics include higher proportion of external
funds in total funds and higher proportion of equity funds in total external
funds. Besides, the share of equity financing changes with the fluctuation of

the market and the seasoned offerings also wave with the policies.
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Secondly, preference for equity financing is very strong for Chinese listed
companies. The pecking order for financing is “equity at first, then debt, and
internal funds at last” in China which differs from what western theories pre-
dict and the practice in western markets.

Thirdly, the inner factors influencing financing preference in China in-
clude company characteristic factors and corporate governance factors. I find
that the rate of growth and capital structure have no significant effects on fi-
nancing preference. On the other hand, the stock structure ( especially the
share of non-floating stocks) and profitability of the company are the important
factors influencing the financing preference. Tax-evading and non-debt tax-e-
vading have also significant effects on financing preference but the direction is
opposition to what happen in western markets.

Fourthly, the external factors influencing financing preference in China
include policy environment factors and market environment factors. As far as
policy environment factors is concerned, I find that the formal institution of in-
vestment and finance restricts the choice spaces of financing preference for
companies, and the law system protecting investors is relativbely underdevel-
oped which allows the controllers of the equity financing to make abnormal
private earns, .and that the immature security market supervision system can
not formalize efficiently the behaviors of the controllers. However, when mar-
ket environment factors is concerned, I argue that the claims market has very
limited power to threaten the controllers to stop their selfish behaviors, that
manager market plays no much function to balance insiders’ opportunistic be-
haviors, and that bond market almost has limited influence in the process of
the formation of the financing preference.

Fifthly, the characteristics of financing impacts are clear enough. Not
only IPOs, but also seasoned offerings show significantly negative impacts on
the performance of the listed companies. Generally, seasoned offerings have

negative effects on stock prices. Debt financing and equity financing have only
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weak positive effects on corporate governance.

The innovative achievement of this book can be found in the following as-
pects. _ h

Firstly, this book use the ready-for-proof plan of equity financing as the
standard to judge equity financing preference which is more precise than fi-
nancing structure or capital structure used by the former researchers.

Secondly, this book establishes a synthesized analysis framework and an
empirical model. This book for the first time analyses systemically both the in-
ternal and external factors influencing financing preference of Chinese listed
companies and gives the relevant empirical tests and policy suggestions.

Thirdly, concerning of the internal factors, this book introduces the fac-
tor of corporate governance and analyses thoroughly the effects of three kinds
of different interests mechanisms on the financing preference of different stock-
holders which differs greatly from other researches.

Fourthly, this book studies thoroughly the forming mechanism of the fi-
nancing preference of Chinese listed companies. The author concludes that the
fact that controller leads the financing is the key characteristic for the forming
of the financing preference of Chinese listed companies. Furthermore, the au-
thor suggest that limiting the controllers’ power is the start to govern the finan-
cing behaviors of listed companies.

Fifthly, it is the first time in literatures to apply the logistic model to ana-
lyzing empirically the internal factors influencing the financing preference of
Chinese listed companies and to find the differences between Chinese compa-
nies and foreign companies.

Sixthly, this book analyses empirically the financing behaviors’ effects on
performance, stock price of the listed companies with most recent data and

study corporate governance effects of those financing behaviors which is very

new in literatures.
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