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Fig.2 Corporate financing decision under heterogeneous
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Table 6 Control variables for financing decision and overinvestment
LTGR A A /
SIZE ()
LEV /
GJGR /
GROW
PROF
FCF + + -
AGE -
CENT /
5.3 eviews6.0  excel2003 )
1 :
TAPE ( IMHB) :
Probit . eql—eq5 IMHB 1%
1.
. (IHB) : eql—eq5
P (TAPE,, =1) =F(C+B,*IMHB, ,+3,*IHB, , + IHB 1% 5%
By * LTGR;,_ +B, * SIZE,,_ +Bs * LEV,,_ +
Bs * GIGR,,_, +3, * GROW, _, +¢&,,) 1.
F( ) 7

Table 7 Regression result for financing decision and heterogeneous beliefs
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Table 8 Regression result for overinvestment and heterogeneous beliefs
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Heterogeneous beliefs corporate financing and investment return
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Abstract: This paper considers a firm that may issue common stock or debt to undertake an investment oppor—
tunity. Management and all investors are assumed to have differing beliefs of the returns from the investment.

An equilibrium model of issue-investment decision is developed under the assumption. The model generates
new predictions that the higher the investors’ beliefs relative to the manager’ s and the higher the heterogene—
ous beliefs among investors the more likely the firms will issue equity and the more likely the firms that issue
stock will overinvestment but the overinvestment of the firms that issue debt will not be influenced. Using a
sample of debt and seasoned equity issues between 2005 and 2010 from Chinese listed firms we empirically
analyze the above predictions. We find empirical results support the predictions. The model gives explanations
for several aspects of Chinese corporate financing behaviors including the puzzle of equity finance preference
and overinvestment.

Key words: heterogeneous beliefs; financing decision; investment return



