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Analysis on a Financing-model of Public Companies in Incomplete Market

CAO Guo-hua, RUAN Li-min, TENG Jin-hua
(College of Economics and Business Administration, Chongging University, Chongqing 400030, China)

Abstract: It remains intrinsic defect how to explain reasonable financing behaviors in classical theory of capital struc-
ture. This paper gives a capital structure decision-making model with asymmetric information and exchange cost in
incomplete market, and opens out mechanism of financing-selection base on adverse selection by Chinese public compa-
nies, in more we can explain well phenomena about equity over-financing of Chinese public companies.

Key words: asymmetric information; exchange cost; adverse selection; separating equilibrium
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