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Foreword

Since Modigliani and Miller (1958) put forward the well-known
theorem that the market value of corporate has nothing to do with capital
structure under the perfect market conditions, people have studied the so-
called “capital structure puzzle” issues for the past half century. Econo-
mists have tried from a different perspective or a different side of capital
structure to explain the formation mechanism, and thus the different
schools of the capital structure theory formed. Myers (2001) pointed
out that the existing theories are not universally applicable, and the
company’s capital structure was explained only under certain condi-
tions. A large number of research results mainly depend on market eco-
nomic system in the developed couniries and are deficient for developing
countries, particularly like China which is in a period of institutional
transformation. Because China’s market economy system has established
for a short time and enterprise reform is still on-going. The securities
market has also only developed for 10 years and more. China’s capital
structure research has just begun. Because of the lack of a unified author-

ity theory, the management of corporate capital structure relies on expe-
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rience, intuition. Theory of capital structure are combined with China’s
reality and analyze the applicabilities of various theories in the capital
structure of listed companies in China so that the existing capital struc-
ture theories can be correctly applied to the corporate financial decision-
making of China’s listed companies. It is of great theoretical and practical
significance to optimize the capital structure and make the best decisions
of capital structure.

This dissertation carry on theoretical analysis and empirical research
on the capital structure of China’s listed companies based on the agency
cost theory, the transaction cost economics, the pecking order theory
and the determinants of capital structure theory. This dissertation also
carries on the comparative analysis on their applicability in making the
capital structure decision. Furthermore, this dissertation gives considera-
tion to the institutional factors and macroeconomic factors.

This dissertation is divided into eight chapters, each chapter is as
follows ;

Chapter 1, introduction. This chapter discusses about research
background, incentive, underlying theories, methodology and defini-
tions of relevant terms. Research main content and framework, innova-
tions and deficiencies are also given.

Chapter 2, the capital structure theory and empirical literature re-
view. Discusses the main points about the agency cost theory, the trans-
action cost economics, the pecking order theory and the theory of capital
structure determinants, A variety of theoretical and empirical literature at
home and abroad are reviewed and the applicabilities of the existing liter-
ature in China is evaluated. We find each theory is conditional and differ-

ent theories emphasize the different costs so that different financing strate-
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gy decisions are obtained. Therefore, the study of the capital structure of
China’s listed companies must consider the institutional context in China.

Chapter 3, the agency cost theory and capital structure. This chap-
ter discusses the agency cost theory, the agency cost, the optimal cap-
ital structure, as well as the composition of the traditional agency costs
in detail, and analyzes the unique composition of the agency costs of lis-
ted companies in China, which provides the theoretical basis for empiri-
cal research about the capital structure of the listed companies based on
the agency cost theory. This chapter uses free cash flow and growth indi-
cators as the proxy variables of the agency cost theory and carries out the
empirical research. This chapter chooses three representative industries
and studies them. Finally this chapter put forward the proposal to reduce
agency costs.

Chapter 4, the transaction cost economics and capital struc-
ture. This chapter discusses management features of debt and equity, as
well as the cost of governance based on the transaction cost econom-
ics. This chapter discusses asset specificity in order to construct the cap-
ital structure model. This chapter uses the asset specificity indictor as a
proxy variable of the transaction cost economics for the empirical re-
search, and this chapter chooses three representative industries to carry
out research and analysis.

Chapter 5, the pecking order theory and capital structure. This
chapter discusses the financing situation of China’s listed companies on
in recent years, as well as international financial situation. This chapter
shows that the Chinese listed companies prefer equity financing and ana-
lyzes theoretically the preferences for equity financing of listed compa-

nies. This chapter points out that the Chinese financial system’s flaws,
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China’s equity financing preference effects and consequences. Finally,
this chapter put forward the proposed countermeasures to govern finan-
cing preference of listed companies in China. _

Chapter 6, the determinants of capital structure theory. This chap-
ter discusses comprehensively the characteristic factors impacting the
capital structure and reviews the classical literatures. This chapter puts
forward a hypothesis in accordance with the actual situation in China and
builds the capital structure model. This chapter chooses three representa-
tive industries and carries out empirical research and analysis.

Chapter 7, the Applicability analysis of the different capital struc-
ture theories in China. This chapter analyzes the empirical results based
on the agency cost theory, the transaction cost economics and the theory
of capital structure determinants and finds that the listed companies in
China should apply different theories to the specific circumstances. This
chapter chooses PT or ST companies and has studied them. This chapter
finds that not all of the listed companies in China have a preferred equity
financing. This chapter points out that macro-economic factors and insti-
tutional background impact significantly the capital structure choice of
the listed companies.

Chapter 8, the conclusions, recommendations and future research
directions. This chapter summarizes the main conclusions of the paper
based on the previous chapters. This chapter provides policy recommen-
dations in order to optimize the capital structure of the listed
companies. Finally, this chapter provides the future research directions.

The main findings of the dissertation are follows: (1) based on the
pecking order theory, we have obtained; prepared with the other coun-

tries (including the seven western countries and some developing coun-
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tries such as India, Pakistan and Turkey), the proportion of the liabil-
ities of listed companies in China is lower, the equity proportion is high-
er, current liabilities proportion is higher and long-term liabilities pro-
portion is lower. Prepared with the other countries the listed companies in
China rely more on external financing, particularly equity financing and
have a strong preference of equity financing. But not all the listed compa-
nies prefer to equity finance. (2) Based on the agency cost theory, the
transaction cost economics and the determinants of capital structure theo-
ry, we have obtained; using the different indicators as explanatory vari-
ables, the empirical results shows that between the explanatory variables
and capital structure there are different significant relationship or no sig-
nificant relationship. When the explanatory variables used the data in dif-
ferent periods, empirical results show that between the explanatory vari-
ables and capital structure there may also be differences. And in different
industries, using the same explanatory variable data during the same pe-
riod, empirical results may also be inconsistent. Therefore, when the
western theories of capital structure are used by the listed companies in
China they should be case-by-case analysis and can not be generalized.
(3) Industry factors significantly affect capital structure choice of listed
companies in China. There are significant differences in the capital struc-
ture in different categories of inter-industry. Unlike other countries,
however, the asset-liability ratio and current-liabilities ratio in the
China’s listed companies in the regulated industries are lower, while the
asset-liability in the regulate industries in the United States is higher.
(4) Size affects positively the level of debt, which shows that large
companies have higher credibility and lower business risks. It is easy to

obtain financing liabilities. (5) Listed companies in China must consid-
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er the impact of macroeconomic factors and institutional factors when
they make the capital structure decision-making,

This dissertation has the following innovations or improvements :

1. This dissertation analyzes the capital structure from the different
theoretical perspective and uses the sample data of China’s listed compa-
nies to verify. This dissertation analyzes the applicability of various theo-
ries in China. This dissertation concludes that the China’s listed compa-
nies should use the western capital structure theory in the specific cir-
cumstances and select the more appropriate Western capital structure
theory as a guide.

2. Explanatory variables and control variables in this dissertation
not only use the data in the same period of dependent variables, but also
use the data in the lagging period data prepared to dependent variables to
construct the model and carry out the empirical research. Based on differ-
ent theories, there are significant differences when two types of data are
used.

3. This dissertation controls the industry factors and chooses three
industries which have larger number of sample companies and are repre-
sentative including the manufacturing, electricity, gas and water pro-
duction and supply industry, as well as wholesale and retail trade indus-
try. This dissertation carries out empirical research about the capital
structure from different theoretical perspective and show, there are sig-
nificant differences in the company’s capital structure of different indus-

tries.
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