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Moral hazard and analyses on dfective drategic sets o firm’' s decisions
with multiple projects and dynamic invesment-financing strategies
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Abstract : In this paper , we present an andyss the dfective srategic st of firm' s decisons on multiple projects
and dynamic invesment. We point out that the grength of the irfluence of the degree of the firm s manager’ s mora
hazard and the proportion of the manager’ s holding shares on the debt-equity retio rdaies 1o the degree of the man-
ager’ s risk-averdon. The main concludons of this paper are as follows: (1) I the invesiment amount is endoge-
rous, then the change of the firm' s debt-equity ratio is postively related to the degree of the manager’ s nora haz
ard and the proportion of the manacai’ s hol ding shares. (II) If the debt-equity ratio is endogenous, then the change
o thefirm' s debt-equity ratio is pogtively related to the degree of the manager’ s mord hazard. (111) The degree of
the manager’ s risk-averson does not cnange the albove relationships, but the grengths of them, i. e. the higher the
degree of the manager’ s nord hazard , the weaker the alove rdationships. (IV) If there are two firms which have
the same debt-equity ratios, and if the managers d have the same proportions of holding shares, the one whose
risk-averdon is higher has less degree of nora hazard; or if nord hezard of two managers holding shares are the
same , the one whose risk-avergon is higher has less proportion of holding shares.
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