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Abstract

Debt financing and competitive decisions are the two important deci-
sions which must be made by firms in capital market and product mar-
ket. One hand, debt financing will change the financing risks and costs,
different debt contracts will lead to different constraints that will influ-
ence firm’s other decisions; on the other hand, product market competi-
tive decisions will decide the aim of maximizing profit and the timetable
withdraw of cash flow. For the internal connections laid in the capital
market and the product market, there are interactive influences between
debt financing and product market competitive decisions. Many past lit-
eratures separated the two decisions in their study for the two decision
courses are complex. We must consider the interactive influence between
the two decisions in our research to gain the interactive effects and their
developing trends.

Based on the relevant literatures, this book studies deeply the inter-
active effects between the product-market competition and debt financing
decision under the special background in China. Our analyses are fo-
cused on 4 dimensions, the first dimension is the influence on product
market competitive decisions of debt financing, on the contrary, the sec-
ond dimension is influence on debt financing of product market competi-
tive decisions, the third dimension is advertising competition decided by
band effects and debt financing, the fourth dimension is how the product
market competitive decision to influence the managerial incentive.

Among the 4 dimensions, the first two dimensions are the core in our re-
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search , and the later two dimensions are the further expanding research
from the core. We hope to find the mutual mechanism between the debt
financing and product market competiti?e decisions.

Firstly, this book analyzes the aims of the firms, financial system
and financial behaviors. With the incomplete contract theory, we clarify
the aim of maximizing shareholder’s value. Under Chinese financial sys-
tem, we analyze the financial behavior in one single firm by theoretical
model. We clearly find the causes that lead to bank’s loan expansion. It
is the intervening of government that makes the bank violate the principle
of maximizing its own utility and provides more credit loan. As a result,
a large amount of low quality credit assets come into being.

Then, this book illustrates the influences on product-market compe-
tition of firm’s debt financing. Because different debt covenant has differ-
ent influence on the product-market competition, this book describes
how the debt financing influences the competitor in product, price com-
petition and the behavior of collusion by introducing the classical theoret-
ical models. Then, this beok builds a non-standard debt contract, which
includes the soft budget constraint and the possibility of debt renegotia-
tions, and analyzes the influence of debt financing on the product-market
competition under this debt contract. At last, this book make a further
research on this topic under the interal capital market. The study of
this part illustrates ; firstly, due to the limited liability, the standard debt
contract plays an important role of strategy commitment in the product-
market competition. It can, in some situations, make the competitive
strategy more aggressive, but in other situations, it induces the predatory
pricing of their counterparts. And financial instruments affect the collu-
sions in competition. Secondly, in the non-standard debt centract, the
payoff to the creditor is the minimizing value between the profit and the
debt amount, Thirdly, in the non-standard debt contract, the harder the
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budget constraints, the higher the product in competition-equilibrium,
and even higher than that with no debt. Fourthly, when the financing of
the counterpart is constrained, the firm’s competitive strategy depends on
the specific information structure. Fifthly, the proportion of debt is nega-
tive to the firm’s competitive strategy.

Next, this book laid emphasis on the influence of product-market
competition on the capital decision behavior. Because it’s hard to find
suitable variable to measure the degree of competition in product market,
the empirical study is employed in this discussion. This book makes the
empirical study from two points of view: eapital structure decision and fi-
nancing in cash forms. The following are the relevant empirical results.
The first, the capital structure decision of firms in the monopoly competi-
tion industry tends to disregard the ability of making earnings. On the
conirary, the firms in complete competition industry pay much attention
to its ability of making earnings because of the dramatic competition.
The second, the debt or equity choice of firm is to meet the product mar-
ket competition. The third, when the firm issue stock again, the adjusted
capital structure must be match to the product market. The fourth, ma-
jority of financing in cash forms of listed companies is from middle or
small shareholders, and the amount is equal to the cash dividend approx-
imately. This action is harm to the benefits of middle and small share-
holders. The fifth, equity financing in cash forms is the major channel of
free cash in perfect competitive firms, on the contrary, in monopoly
firms, free cash is mainly from debt financing. The sixth, the invest-
ment of monopoly firms is depend on debt financing, however, in per-
fect competitive firms, the investment is depend on debt and equity fi-
nancing. From the previous analysis we can see that to a certain degree
the product-market competition has some governing effects on capital
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After the first two core dimension’s research, we expand our re-
search in two dimensions. One is the influences on advertising competi-
tion of debt financing in different brand. In our research, a theoretical
model is built to illustrate the effects on advertising investment of debt fi-
nancing; then, an empirical study is employed to explore the effects.
The results show: In a strong product brand group, debt financing have
the soft commitment effects on the product market competition; on the
contrary, in a weak product brand group, the effects become hard com-
mitment. But in a same industry, weak product brand firm's advertising
investment isn’t affected by the strong product brand firm’s advertising in-
vestment. Therefore, the influences on advertising investment of debt fi-
nancing will be affected by firm’s product brand. The other dimension is
the effects of product market competition to managerial incentive and
firm’s performance. We make a empirical research to test the relationship
among product market competition, managerial incentive and firm’s per-
formance. We find: product substitution in a same industry, market size
and the entering cost of a industry can improve the managerial incentive
and the managerial incentive has positive relative ships with firm’s per-
formance. In our research, the effects on managerial incentive of product
market competition’s are proved.

Indeed, capital market isn’t isolated from product market, the debt
financing have the interactive effects to the product market competitive
decisions. Although this interactive effects isn’t very clear now. Obvious-
ly, not all the remaining research results are correct. The further resear-
ches in this field are necessary to disclose the interactive mechanism. In
the firm’s decision making process, we must consider this interactive
effects in order to make suitable debt financing and product market com-
petition. V
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