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Abstract. The financing structure holds substantial theoretical and practical sig-
nificance as a research topic. As a key driver and foundational sector of the na-
tional economy, the real estate industry plays a crucial role in economic develop-
ment. Investigating the influence of financing structure on enterprise value car-
ries profound implications for both societal and economic progress. This study
examines 96 real estate companies listed on the Shanghai and Shenzhen stock
exchanges within China's A-share market from 2013 to 2022. It evaluates their
financing structures from three perspectives: debt financing, equity financing,
and endogenous financing. Enterprise value is assessed using Tobin's Q, aiming
to analyze the relationship between financing structure and enterprise value.

The results reveal that short-term debt ratio, long-term debt ratio, and bank
borrowing ratio are negatively associated with enterprise value. Conversely, the
impact of commercial credit financing ratio on enterprise value is relatively in-
significant. On the other hand, equity financing ratio and endogenous financing
ratio exhibit a positive correlation with enterprise value. Based on these findings,
this paper proposes strategies for optimizing financing structures, diversifying
financing channels, and strengthening bankruptcy awareness.
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1 Introduction

In practice, corporate financing decisions are affected by transaction costs and various
other factors (Harris & Raviv, 1991)!. Therefore, the impact of financing structure on
corporate value is still an important issue that needs to be discussed in depth. As a
highly capital-intensive industry, the real estate industry is particularly dependent on
the acquisition of funds. Due to the unique operating mechanism and development char-
acteristics of China's real estate market, such as high leverage, strong regulatory inter-
vention, and the complexity of the financing environment, financing structure decisions
are particularly critical to the long-term stability and sustainable development of enter-
prises.
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Although the existing literature has explored the relationship between capital struc-
ture and corporate value, there have been relatively few studies on China's real estate
industry in recent years, especially the analysis of subdivisions of debt financing (such
as debt maturity structure and debt type structure). It is even more scarce. In addition,
studies rarely use recent long panel data for Stata analysis. The financing behavior of
Chinese real estate companies is significantly different and dynamic. This study can not
only reveal how financing structure affects corporate value, but also provide a theoret-
ical basis for real estate companies to optimize financing decisions.

This article uses the listed real estate companies listed in Shanghai and Shenzhen A-
shares from 2013 to 2022 as a research sample to empirically analyze the impact of
financing structure on corporate value, especially the mechanism at the two levels of
debt maturity and debt type, with a view to filling the gaps in the existing literature. It
provides empirical support at the micro level and contributes to the sustainable devel-
opment of China's real estate industry and the stability of its financial market.

2 Hypothesis Development

2.1 Debt Financing and Enterprise Value

The increase in short-term debt will put significant pressure on companies due to the
requirement to repay it quickly, especially in the context of declining market demand
and slowing real estate sales. This may lead to tight cash flow and ultimately reduce
market valuations. Research shows that the ratio of long-term debt to total assets has a
significant negative impact on return on assets (Anozie et al., 2023)?. Nguyen et al.
(2023) also observed a negative relationship between long-term debt ratio and enter-
prise value®. The persistence of interest payments and repayment obligations on long-
term debt increases financial leverage risk and may reduce enterprise value.

In China, bank loans are the main source of financing for real estate companies,
accounting for more than half of their total financing (Wang Yue et al., 2023)*. How-
ever, bank loans often require large amounts of collateral and are accompanied by
higher interest rates, which may limit a company's asset liquidity and exacerbate fi-
nancing risks, which may reduce the value of the company. In contrast, commercial
credit financing costs low or even zero for borrowing companies, but over-reliance will
expose companies to higher credit risks and debt repayment pressure, which may have
a negative impact on corporate value. Based on the above observations, we propose the
following hypotheses:

Hypothesis 1: There is a negative correlation between short-term borrowing ratio
and firm value and between long-term debt ratio and firm value.

Hypothesis 2: There is a negative correlation between bank lending rates and firm
value, and between commercial credit financing rates and firm value.

2.2 Equity Financing and Enterprise Value

Capital structure theory holds that equity financing can reduce financial risk (Modi-
gliani & Miller, 1958)°. Equity financing can strengthen the capital base of a company
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by introducing new shareholders or increasing the capital contributions of existing
shareholders. Equity financing does not need to be repaid, providing companies with a
larger scale of funds while reducing financial risk. In addition, equity financing has
fewer restrictions on the use of funds, giving companies greater flexibility in financial
management. Companies can determine shareholder returns based on their own oper-
ating performance, thereby alleviating financial pressure. More importantly, equity fi-
nancing can also send positive market signals, which may drive up the company's stock
price. Based on these advantages, we propose the following hypothesis 3:
Hypothesis 3: Equity financing is positively related to firm value.

2.3  Endogenous Financing and Enterprise Value

According to the pecking order theory (Myers & Majluf, 1984)%, endogenous financing
is considered to be the optimal choice for enterprises to raise funds, followed by debt
financing and finally equity financing. Qiao Rui et al. (2019). found that in my coun-
try's real estate listed companies, endogenous financing is significantly positively re-
lated to operating performance. Endogenous financing has unique advantages, includ-
ing autonomy in funding sources, higher autonomy, lower costs and stronger risk re-
sistance. These features enable businesses to more effectively support their growth and
development. Based on these advantages, we propose the following hypothesis 4:
Hypothesis 4: Endogenous financing is positively related to firm value.

3 Sample Selection and Data Sources

The data for this study comes from the Cathay Pacific database, covering 2013 to 2022.
The sample selection criteria include: only A-share listed real estate companies are in-
cluded, and companies that issue B/H shares and ST/*ST/PT labels are excluded, as
well as companies with debt-to-asset ratios outside the range of 0—1 or incomplete data.
At the same time, the research subjects are limited to companies listed before December
31, 2009, and continuous variables are winsorized. Finally, 96 representative real estate
listed companies were selected for empirical analysis.

4 Variable Definitions
The variable types, symbols, and meanings are shown in Table 1.

Table 1. Variable definitions

Variable Description

Q (value of equity + value of debt) / book value of total assets at the end of the
period

SD Short-term liabilities/total assets at year-end

LD Long-term liabilities/total assets at year-end
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BD (Short-term borrowings + long-term borrowings)/total assets at the end of
the year

CD (Notes payable + receipts in advance + accounts payable)/total assets at year-
end

EFR Equity + capital surplus/total assets

IFR (Depreciation of fixed assets + surplus + unappropriated earnings)/Total as-
sets

Size Ln (total assets)

Grow The annual revenue growth rate

5 Regression Model

In order to test the influence of financing structure of real estate listed companies on
enterprise value, this paper establishes the following regression model:

Q=p, + B:SD + B,LD + B;SIZE + B,Grow + ¢ (1)
Q=p, + pBD + S,CD + B,SIZE + B,Grow + ¢ )
Q = By + BLEFR + B, SIZE + B;Grow + € (3)
Q = By + B,IFR + 3,SIZE + B;Grow + & (4)

Where the explanatory variable is the Tobin's Q value of enterprise value, in addi-
tion, is the constant term, represents the coefficients of the explanatory variables
(=1,2,3,4), and is the residual term.

6 Empirical Results

6.1 Descriptive Statistics

The results of the regression analysis revealed the following key findings (Table 2): (1)
In the financing structure, the short-term debt ratio averages over 46%, the long-term
debt ratio exceeds 19%, and bank borrowings and commercial credit financing both
account for 19%. The ratio of equity financing to endogenous financing is close, indi-
cating that listed real estate companies prefer debt financing, and the debt structure is
unbalanced and may be inefficient. (2) The average Tobin Q value is 1.263, and the
maximum value is 3.632, indicating that the overall enterprise value is high, but the
difference is significant. Overall, the financing structure of listed real estate companies
is unbalanced, with a high proportion of short-term debt, heavy reliance on bank loans
and commercial credit, limited equity and endogenous financing, single financing chan-
nels, and obvious debt dependence.
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Table 2. Descriptive statistics

Variable Obs Mean Std Min Max
0 389 1.263 0.498 0.830 3.632
SD 389 0.468 0.138 0.097 0.832
LD 389 0.199 0.109 0.000 0.446
BD 389 0.196 0.108 0.000 0.549
CD 389 0.197 0.126 0.007 0.526
EFR 389 0.148 0.128 0.012 0.878
IFR 389 0.141 0.098 -0.379 0.434
SIZE 389 24.123 1.580 19.551 27.511
GROW 389 4.485 14.814 -26.032 98.024

6.2  Results of the Regression Analysis

Table 3 revealed the following key findings from the regression analysis. First, for Chi-
nese real estate listed companies, both short-term debt ratio and long-term debt ratio
have a significant negative correlation with corporate value, and pass the test at the 1%
significance level. Bank borrowing ratio and enterprise value also show a significant
negative relationship. According to the financial distress theory (Myers, 1977)8, if a
company is unable to repay short-term debt on time, is overly dependent on debt, and
is unable to utilize the leverage effect brought by debt financing, it will increase finan-
cial risks, thereby producing negative effects. For example, the share price of Chinese
company Evergrande Group fell sharply in 2021 due to excessive short-term debt.
However, no significant correlation between business credit financing ratio and firm
value has been observed so far. On the contrary, equity financing ratio shows a signif-
icant positive relationship with corporate value. In addition, even without adding con-
trol variables, the endogenous financing ratio is significantly and positively related to
firm value. This shows that real estate tends to use financing methods with lower fi-
nancing costs and relatively small risks to help increase corporate value.

Table 3. Financing structure and enterprise value

(1 2 (3) 4)
0 0 0 0
SD -0.592%%%*
(-3.270)
LD -1.034%%%
(-4.720)
BD -0.711%%*
(-3.660)
CD -0.099




Financing Structure and Enterprise Value 97

(-0.589)
EFR 1,359
(6.740)
IFR 0.8274%%*
(3.2790)
SIZE -0.143%%* -0.180%** -0.110%**
(-9.264) (-13.728) (-6.757)
GROW 0.001 0.001 0.000
(0.955) (1.022) (0.338)
_cons 5.182%%* 5.763%%* 37115 1.1430%%*
(16.002) (18.195) (8.995) (26.3426)
N 389 389 389 389
2 a 0.362 0.346 0.396 0.0242
F 56.069 52.301 85.821 10.7518

**% ** and * indicate two-tailed significance at the 1%, 5%, and 10% significance levels,
respectively.

7 Conclusion

Based on the study's findings, the following recommendations are proposed:

Optimize financing structure: Real estate companies should balance short-term and
long-term liabilities, control the proportion of bank loans, increase equity financing and
endogenous financing, and make rational use of commercial credit financing. The gov-
ernment is better to set up special funds or provide low-interest loans to help companies
alleviate short-term financing pressure and help companies transform their financing
structure. It is also possible to further simplify the financing approval procedures, lower
the threshold for equity financing, and encourage companies to issue stocks for financ-
ing through legislation and formulation of relevant policies.

Innovate financing channels: Real estate companies should explore international fi-
nancing practices and broaden financing channels. The government can promote secu-
rities market reforms, such as simplifying the IPO process for companies and lowering
the listing threshold; it can also support real estate companies to try new financing tools
such as asset securitization to help companies obtain funds at a lower cost; it can also
help real estate companies enter the international capital market and attract foreign in-
vestment.

Enhance bankruptcy awareness: Companies must enhance bankruptcy risk aware-
ness, manage financing structures well, and prevent bankruptcy. The government
should continuously adjust and improve the bankruptcy law, forcing the management
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of real estate companies to enhance bankruptcy awareness, while protecting the legiti-
mate rights and interests of creditors and promoting them to fully play their supervisory
and restraining role.
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