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Table 1 Simulation Results of the Key Factors That Affecting Investment and Financing Decisions
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Table 2 Simulation Results of Other Factors That Affecting Investment and Financing Decisions
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Research on Controlling Shareholder’s Occupation Behavior
and the Company’s Investment and Financing Decisions

Gu Naikang' , Deng Jianlan' , Chen Hui’
1 School of Business, Sun Yat-Sen University, Guangzhou 510275, China
2 Department of Finance, Guangdong University of Finance, Guangzhou 510275, China

Abstract ; Most researches and findings on relationship between controlling shareholder’s occupation behavior and the efficiency of
company's investment and financing decisions are of empirical results. In theoretical researches, the existing researches of the
controlling shareholder’s occupation behavior are discussed from the perspective of corporate governance, focusing on the internal
mechanism of how corporate governance influences or inhibits controlling shareholder’s occupation behavior. However, there are
few researches discussing the influential mechanism between controlling shareholder’s occupation behavior and a company's in-
vestment and financing decisions. Meanwhile, more theoretical studies on the controlling shareholder’s occupation behavior are
discussed from the static perspective rather than from the dynamic perspective.

Given the context that the ownership structures of the listed companies in China are highly concentrated and the controlling share-
holders do not actively participate in equity refinancing, this paper draws on the related researches on the dynamic corporate fi-
nance and uses the real options approach to theoretically construct a dynamic investment and financing model under controlling
shareholder’s occupation behavior. In this model, controlling shareholder’s ownership . corporate’s bankruptey cost and tax benefit
are endogenous factors. This research aims to explore the inherent influential mechanism of controlling shareholder’s occupation
behavior on corporate investment and financing decisions.

Furthermore, by setting reasonable ranges of parameters we use the tool of Matlab to carry out numerical simulations and expand
the detailed analyses so as to quantifiably reveal the influential degrees of the key factors. From the results of dynamic model and
numerical simulation, we find that; controlling shareholder’s occupation behavior will lead to early investment and early default,
and it will cause over-investment and over-debt; compared with the active controlling shareholders, distortions in investment and
financing decisions caused by passive controlling shareholders’ occupation behavior are larger.

However, our results suggest that once we introduced the institutional factors such as inadequate investor protection and control-
ling shareholder’s occupation behavior into MM's ideal model, the ownership structure will then influence the company’s dynamic
investment and financing decisions. That is, the owner ship of controlling shareholders and the initiative of controlling sharehold-
ers to participate in equity refinancing will have influences on the company’s investment and financing decisions. From our find-
ings in this paper, we argue that there are effective methods to reduce the company’s over-investment and over-debt caused by
controlling shareholder’s occupation behavior, and the methods include improving the legal protection of investors, encouraging or
forcing controlling shareholders to actively participate in equity refinancing.

Keywords ;investor protection ; controlling shareholder’s occupation behavior;investment decisions; financing decisions; real op-

tions
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