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ABSTRACT
This paper examines determinants of capital structure ot China-Listed companies in
Shang Hai Stock Exchange. Profitability, size. growth rate and liquidity are the
variables used as the independent variables, while capital structure is proxied by
leverage. The capital market ot China went through a remarkable growth from 2006
to 2008, but currently it 1s in deep recession. This study looks at the factors that
influcnce China’s industrial companies™ capital structure in a ten-year period, (rom
1998 to 2010. The findings show that size is positively and signiticantly correlated to
feverage, whilst hiquidity 1s negatively but significantly intluences leverage. Both
profitability and growth rates do not have any effect on capital structure of the 967
industrial companies examined. The tindings also demonstrate that neither the
pecking order theory nor trade-oft theory derived from the western setting could
provide convincing explanation for the capital structure choices of the China’s
companics. The ditferences in the choices may be attributed to the tfundamental

institutional assumptions in the western models that are not valid in China.

Keywords: Capital structure. profitability, size. growth. liquidity, pecking order,

trade-ott.
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CHAPTER 1

INTRODUCTION

1.1 BACKGROUND

Nowadays, no matter which industrial arca a company is involved in, managing
capital structure 1s important. Companies usually need capital to support funding,
such as to buy property and to build or acquire production facilities and equipment to
expand their business. The needs for capital would either come from internal tunding
add/or external funding. A financial manager should plan an optimum capital for
company in order to maximize company’s prolit and market value.  The
determination of the optimum capital structure is a difficult task and the manager has
to perform this task properly, so that the firm could achicve its ultimate objective
which is maximization of sharcholders™ wealth.

There were volummous ol rescarches tested on companies™ choice in the
determinants of the debt o equity ratios in various sectors of the economy, such as
restaurant industry (Upneja and Dalbor, 2001). bank industries (Amidu. 2007),
Portuguse listed company (Serrasqueiro and Rogao, 2009) and Turkish lodging
companies (Karadeniz, Kandir, and Onal, 2009). Onc of the main conclusions of
these empirical studies is that industrial classification is an important determinant of’
capital structure  because there are various diflerences among  industries  and
companies within an industry.

Capital structure is the mix ol debt and cquity used by a company to finance its

assets. Capital structure deciston is one of the most significant decisions which s
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