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A Comparative Study of Determinants of
Corporate Capital Structures in Taiwan
and Mainland China

JaN-CHung WANG, Horace CHUEH ’

ABSTRACT

The empirical study in this paper is composed of two segments. First, we examine whether there are
significant differences between Mainland China and Taiwanese firms in the debt ratio and the capital structure
determinants. Next, we investigate how the institutional differences and agency problems affect capital
structure in Mainland China and Taiwan. For the first segment, t-test, Mann-whitney U-test, and three-way
analysis of variance are applied. Multiple regression analysis is applied for the second segment.

Using the sample of 403 Mainland China firms and 396 Taiwanese firms, the empirical findings are: (1) The
results indicate that debt ratio is slightly higher in Mainland China than in Taiwan, and that agency cost,
profitability, and growth are significantly larger in Mainland China than in Taiwan. Conversely, business risk
and nondebt tax shield are significantly larger in Taiwan than in Mainland China. (2)Agency cost, profitability,
nondebt tax shield, growth, and firm size show different effects on debt ratios of Mainland China and Taiwan.
These effects may be explained by different institutional and agency problem.

Keywords: capital structure, institutional difference, agency problem, Mainland China.
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