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Abstract

Since the birth of MM Theory in 1958, the subject of capital structure has
received continuous attention from financial economists who never cease to
investigating into its determination and adjustment. Until now, the capital structure
theory has not yet provided positive methods determining corporate capital structure
which means a big gap between theory and practice, the capital structure still is a
puzzle. In the meantime, with the pace of economic globalization and despening of
SOEs reform, the property rights institution, the system to operate and manage along
with behaviors to finance in Chinese companies have experienced great changes,
among which significant changes have occurred especially in corporate capita
structure. Therefore, the following questions are urgent to examine in order to
maintain the smooth ongoing of Chinese business reform: I's Chinese corporate capital
structure reasonable? What are the determinants of Chinese corporate capital structure?
How to make capital structure policies increase corporate value? These are also the
hot issues requiring further consideration.

This paper attempts to study corporate capital structure with the range of
economic transition in China and aims to find out the fundamental reasons restraining
Chinese enterprises to choose capital structure and point out countermeasures to
optimize Chinese corporate capital structure, so as to provide theoretical basis for
businesses to optimize capital structure, establish optimized property rights structure
and improve corporate governance.

In this paper, theories of capital structure are categorized into four stages:
classical capital structure theory, modern capital structure theory, new capital structure
theory and post capital structure theory according to the development of their
presumptions. To combine the ideas in the mainstream of new and post capital
structure theories, i.e. trade-off theory, information asymmetry theory (signaling
theory, agent cost theory, pecking order theory), corporate governance
theory(corporate control theory and imperfect contract theory), industrial organization
theory and risk management theory, the key factors influencing corporate capital
structure can be reduced to: tax, non-debt tax shields, bankruptcy cost, profitability,
size, tangible assets, volatility, growth opportunities and equity structure.

Next, the evolution and current situation of Chinese corporate capital structureis
examined from three dimensions: historic, practical and international dimensions. A



preliminary understanding of its imbalance is concluded after an internationa
comparison, primary causes with respect to optimizing the capital structure in Chinese
enterprises are reached under the specific ingtitutional environment during the
transition period. Then a further empirical study is made which exploring the
determinants of capital structure and the temporal, industrial and regional differences,
thus to gain a general view on the imbalance. From a successive research on the
capital structure of all listed companies in Chinese domestic stock market from 1995,
effects of proxy variables including profitability, size, tangible asset, tax, non-debt tax
shields, growth opportunities, volatility, state shareholding, institutional shareholding
and management shareholding are especially looked into. The results show that, in
genera those factors exerting important influences on corporate capital structure in
developed countries such as profitability, size, tangible capital and non-debt tax
shields are also key reasons affecting the debt ration of Chinese listed companies;
however, the effects of some independent variables like taxation, growth opportunities
and volatility are fairly different between China and developed countries, and the
effects of some other independent variables as state shareholding, institutiona
shareholding and management shareholding are hard to determine.

After a summary of theories related to capital structure optimization, a
governance model based on new institutional economics is established to address the
coexistence of high debt ratio and insider control. It points out that to optimize
Chinese corporate capital structure, we should set the goal of maximizing corporate
value on the foundation of various financial objectives, then utilize equity-debt ratio
and capital cost to determine an optimal capital structure and choose an optima mode
in accordance with the company’s specific situations, among which the mode of
capital stock optimization should be focused on currently. To optimize corporate
capital structure during the economic transition in China, internal financing and
external financing can be turned to.

This paper isinnovative in the following aspects:

First, it reviews systematically literature on capital structure study and
categorizes capital structure theoriesinto four stages: classical capital structure theory,
modern capital structure theory, new capital structure theory and post capital structure
theory. It introduces the most up-to-date achievements in capital structure study to
China and analyzes comprehensively some important modelsin this area.

Second, it makes a regression analysis by using cross-section data and panel data.



Three levels of the capital structure of Chinese listed companies are addressed: time,
trade and region. Results show that some phenomena different from the study in
foreign countries such as the way that taxation, growth opportunities and operational
risks affect the capital structure of Chinese listed companies is not the same as that
of developed countries; the influences of some independent variables like state
shareholding, institutional shareholding and management shareholding are still hard to
decide.

Thirdly, this paper establishes a capital structure governance model through
applying the Imperfect Contract Theory to the SOEs reform. Moreover, according to
this paper, certain scale of debt in the capital structure is helpful for investors to make
optimal choice.

Fourthly, this paper also points out suggestive ideas, i.e. to optimize corporate
capital structure from two aspects—internal financing and external financing.
Corporate internal financing is mainly improved by the increasing of profits. The
quality of businesses can only be enhanced by perfect corporate governance, that is, to
form reasonable equity structure, perfect governance structure, effective motivating
mechanism and regular information disclosure to improve business performance thus
the ability to make inside financing. The promotion of external financing cals for a
good financing environment which is supported by a series of policies and
countermeasures, for instance, to deepen the reform on banking system to improve
corporate financing efficiency; to perfect capital market to broaden corporate
financing channels; to strengthen financial supervision coordination to regulate
financing behavior; to perfect related laws and regulations to protect debtor’s interests,
to adjust taxation system and policies to form equilibrium debt ratio.

Key words: Capital Structure Theory Chinese Company Listed Company
Empirical Test Capital Structure Optimization
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H A\ 1958 4 MM & B ] tH DLk, BF A G5 44 [n] JUR 52 3] T R 0k 27 SN R4
Ko ARG R W o MR, &— HWNRER A . 3% (Black, 1976)
1E (AR5 53] It anm ZESATRR? I 2B H 5 0 RR? -
S b, IX L) ) RN A ELCE BRIk, A AR AN
Fl—ild. 7 EXFEMNEREMER], A NBTEE LT G b T A R
At A2 TATAFNE . 2\ FTE AR A B A4 2 FATAFE . 7 “H LK
RS R BEAR G RIE BAT A TR I — N IR, B e R RIS s e . 1 %%
AR FABIEPRAT N BT B N AR LR A il E & A 2, mat&il, T
Al AR G R TR AT AE (V) R P L I R B T o S 4%, 1R T (Myers, 1984) 7E
(AL 3 HER],  “IRAINTFARG I Z Do TATTA HTE I EFE
ERERATHIS BRI EAE T 1. AT FUR RISk R I B AR 25 I AR A 2
) BBt B ARIAAE B (HAEWIRAT N LA A I S AT T 7K1 5 8 58 35 P e 4 2
[ OGRS MM B BRI IS RE (35, AR A4 R, B2, Al
XA IR Bl AT A e TR oy B, RIS T 0T REIX AT Oy 2 B R A IE SR
BT, 7 @sicbr b, BEARGEMZ RIS AIRZ,  WBLION Al 9% A 4 ) v SR B A ]
oM, ARTRAS B AR ML) B A G5 FU T 2 AT B 1K 2% 18 W] 2 IR
NIRRT Y bt = CR R A

M B A B S 2 ) A AR IR Al BV 1 — N E AL G 4y, I
BTN B AE A B 7= FUBTER AT 7 I U S B BT A T TR 2 A R A G
Ao DARTE ARG My BRI 7T 46 TSR] 22 JE MK B (Modiglianni & Miller, 1958)
BTt R R, BIFERA A Sy A . AP A FI B AR I 52 m T, %
PEA A PR R A F AN S RBATIIT, 45 R A IARY I 98 AR 45 0 2 T %
R HE, WRFER RGN R, 0T A G o0 408 e R
L. BEEFHIEATT . B RAWY . AL IR EL T IR KR RE,
AR ARG IEPAT IR T T 2 A5 E . W, MG RE T =1

* Black Fischer, “The Dividend Puzzle”, Journal of Portfolio Management, Vol ., 2(1976),p.5-8.
® Myers Stewart C. “ The Capital Structure Puzzle”, Journal of Finance,Vol.,39,No.,3(1984),p.147-175.
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N BEASE R ITV5, 2B E AN R R L TA)IE 2 A7 A AH 2 R IR B o Al
PR GE I TE 22 BB LE R L (052 2 AV e A7 AE A M ARG i 2 Al 90T 2
EREERE T ARGE M 2 AL N A AT AT B AR S M A AL B B 2 X BE AT I — A
A HMERRZ 1K o

LRI, EATF AR RN, R AL W 5 25 SO A H 26
I E A E SR L FENT AR A B A S, LU PRI AL DT
WG, B . B HERRET L. 35T LEREE SO AR G,
[l Al (= A B 08 BIAC TR Rl W AT A S5 A T B K &R 4k, AT 5
AN AL IR A . HEr, o EABEASEH G R 52 b [E
AV BE AR S5 R IR DR 22 ARG 2 TR A R AR A A (1 W A 54 e SR BE A B T 4
M T A 2 3 5 2 31 v [ s b 4 0 o 4k 2 R gl f) T A,
TS S BIR A STk, ANELL P EAE BEAR S MR AL 5T
ORI JE TAERAS (B R, 233 0] 1 16 ] AR HH [R] 25

1.1.2 Wik

H R VF 22 00T DEAS &5 K 1) B8 SCAR R SIEUE SCRR, - AR LA B 5y i) A2 56 [
RIAME AT B o AP ARG I N MM e R RS T8 Ja AR
SER BRI B, — SRR IR BT B R . ARG BB A A VA BRI SRR
MASTE IR O ARME B A SE R BEAT T RIS, IR T LSRR e I 4518

— R A TS . A4 (David Durand, 1952) 2 N5 A 25 A4 1
DLARERI 2y A = Rh2RAY . 2318 (net income approach). (A ENVIL S FRE (net
operating income approach) A4 \~F P& 2 B g P L P (traditional theory ).
s BRI T RESE I AV OB, AR W R 2 I F o, XA LS
ANFF o 158 I 2 B DA R Al 15 T S B AN 2 B AR S5 /s, JeAT A
SR o ABGEHT R B IA R AR T TR BE A AR (R R, AE AR %
A FSAS R AIG N XTI PR 08 A G5 R i AL B DL IR B AR 46 i) o X = AP BEAR A S AL AR A
FIRTIEAE B, PR BR S, AEENR A ECORG BIA ] A0k Rt
5T, HATEARGE BT TR STREE

TR ARG B . AT AL HEIE UL MM BRSO IR A T IR
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