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Abstract

The Chinese capital market is still an emerging market in a trans-
forming economy. The strengthening and completion of corporate gov-
ernance mechanism there has only just started to make some essential
progress. Hence many problems inevitably come along with the cor-
porate governance of the listed companies. On the other hand prob-
lems like preference to financing through sharehdder ownership and
low efficiency in capital alocation are quite common. Thus such re-
search topics as how to broaden ways of financing change financing
patterns improve corporate financing structure and corporate govern-
ance would be both of theoretical and practical values. This book fo-
cuses on company financing structure and corporate governance it
combined the characteristics of Chinese listed firms financing struc-
ture and corporate governance empirically analyses the impact of Chi-
nese listed firms financing structure on corporate governance. The
further development of the capital market would help to optimize the
financing structure and improve corporate governance as well as in-
crease the efficiency of capital market resource allocation.

There are always certain market environmental backgrounds for
companies to choose corporate financing structure and means of finan-
cing. With specific economic and financial market environment to-
gether with different levels of protection provided to external investors

.1



especiadly small investors by Corporate Laws and Merchant Laws in
different countries each country has its own financing patterns and
ownership structure and thus its specific corporate governance pattern.
This book adopted a methodology combined theoretical and empirical
study systematically demonstrated financing structure theory  com-
pared the corporate financing patterns of U. S. A.  Germany and Ja-
pan in order to provide beneficial references for Chinese firms to
choaose and to improve their corporate governance level. From the per-
spective of mechanism corporate governance included internal and
externa corporate governance. The essential characterigtic of interna
governance is the internal institutional arrangement based on property
ownership and the governing body is the firm itself. While externa
governance is the external ingtitutional arrangement based on competi-
tion and the governing body is the market system. Although the inter-
nal and external corporate governance have their omn emphasis they
actually support and complement each other and interact with each
other. We can' t achieve the optimal effect by emphasizing on any one
side done. After providing micro - theory about financing structure
and corporate governance this book conducted an empirical study on
the impact of Chinese listed firms financing structure on corporate
governance. This study examines the impact of capital structure on a-
gency costs in 211 non-financial Chinese listed firms for the period
1999 ~2001. There are two main findings. 1 Firms with high debt
to asset ratio have high ratio of annual sales to total assets and high ra-
tio of return-on-equity. If a firm has a high debt to asset ratio credi-
tors are much more concerned about the payment of interest and repay-
ment of principal and will have incentives to monitor the firm. Thus a
capital structure with high debt decreases agency costs. 2 Podtive
. 2.



and significant correlation is identified between ownership concentra-
tion and the return-on-equity ratio. This is because the largest share-
holders have a strong interest in firm performance and therefore a high
ability to reduce agency costs. Our empirical results further illustrate
that firms have inclination of refinancing through stock market and
harm small shareholders interest.

At the concluding part this book suggested that the stable devel-
opment of capital market is the important external governance mecha-
nism that guarantees the creation and cultivation of a thriving book in-
vestment environment  optimal company financing structure and cor-
porate governance. Also attention needs to be paid to enforce interna
governance to increase the efficiency of our corporate governance.

Keywords financing structure financing patterns corporate
governance agency costs capital market
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